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Market Extends Its Gains
                                    
                         July 22, 2003

By posting gains again for the three months ended on September 30th, the stock market managed its first back-to-back quarterly gains since March of 2000.  It’s been a long time coming!  In fact, 2003 as a whole is shaping up to be quite a good one for equity investors.

Despite the notion that the economy is experiencing a “jobless recovery”, at this point it appears clear that the economy is headed in the right direction again.  Even though the market just completed a difficult week, on the whole, third quarter earnings have come in quite positive, with more companies than not exceeding expectations.  We believe that further positive economic reports will provide the catalyst for stocks to continue the upward trend in the fourth quarter and into 2004.

As for the fixed-income arena, July brought about a sharp upturn in rates, as it was believed that the economy was heating up too fast.  Inflation fears kicked in, and those that stood on the sidelines waiting to refinance their mortgages may have lost their last, best opportunity.  The snap back in bond yields appeared to be a bit overdone, however, and the next two months saw rates gradually decline again, leaving fixed-income returns pretty much flat for the quarter.

At the risk of sounding like a broken record (remember those?), we continue to like the junk bond market.  It’s been a fantastic run over the past year, and we see continued good times ahead well into next year.  Junk bond yields have been driven down considerably of late, primarily due to expectations of continued economic expansion.  This is beneficial to such companies for two reasons.  First, an improving economy lifts all boats, meaning the economic prospects of struggling companies will continue to improve.  Additionally, lower yields mean that such companies can refinance their own debt, which results in great savings to their bottom line.

So, we have a handful of positive forces at work here – low interest rates, a rise in capital spending, little risk of either inflation or deflation, and growing corporate profits.  What could go wrong?

Well, much of what happens next year will be played out against the backdrop of a presidential election campaign.  The apparent quagmire in Iraq, a resurgent al-Queda, the United States’ wobbly position on the world stage, the Valerie Plame/CIA spy scandal – and a host of other issues all pose a threat to a fragile national psyche.

The Bush Administration, like every other incumbent regime, would like nothing more than a smoothly running economy coupled with a stable world stage as the election nears.  As of now, at least, what they have instead is an electorate that is showing increasing signs of frustration over a perceived lack of progress in Iraq, no foreseeable solution, and a workforce of brave men and women that were originally scheduled to be home long ago.

We bring this issue up because, regardless of one’s political beliefs, these challenges are in front of us, and, due to the election, they stand a chance of impacting market performance over the next year.  When all is said and done, though, we believe a healthy economy, along with continued low interest rates, will pave the way for some solid investment returns.

In closing, let us remind you, as we do every year at this time, that the love of friends and family members is what truly makes the pursuit of financial gains worthwhile.

Best wishes for a happy and healthy holiday season.

Warm regards,

Tony Reed, CPA, CFP

President

