[image: image1.emf]


The Election Draws Near
                                    
                   October 22, 2004

Well, by the time you read this we’ll be a mere week or so away from Election Day.  With so many important issues to be dealt with by the next president, many are calling this the most important election of our lifetime.  As a result, voter turnout is expected to be much higher than usual.  Regardless of the outcome, however, we anticipate that the mere fact of getting the election behind us will be a welcome relief for the stock market.

Of course, that assumes that when we awake on November 3rd the outcome will have been determined.  After the long, drawn out process in 2000, however, not even that can be said for certain anymore.  What we do know, though, is that the markets have struggled much of the last few months – due in part to the uncertainty of the election’s outcome, as well as the unprecedented rise in the price of oil.

During the third quarter, the stock market retreated in July and August before staging a comeback in September.  In the end, the S&P 500 closed down about 2% and the Nasdaq composite shed about 8%.  Internationally, equities finished with negligible losses for the quarter.

On the bright side, due to a stabilization in interest rates, fixed income securities fared quite well, with both high quality and high yielding debt finishing with solid positive returns.

Looking ahead, despite the anticipated upturn we see in the post-election market, there are growing concerns that the economy will begin to show some real impact related to oil prices.  The economy has actually been growing quite nicely over the past couple quarters, but if oil prices were to remain in the mid-$50’s per barrel (as they are now), they would eventually wind up having a more significant impact on both corporate costs and consumer spending.

One way to offset the growth-hindering effect of higher oil prices would be for the Fed to either slow or stop its current monetary tightening policy.  However, recent comments by Federal Reserve members indicate that such a shift in their thinking is not in the offing.  Thus, for now, it appears the Fed will stick with its position of a slow, measured interest rate hiking policy.  

We believe that without a retreat in oil prices over the next few months, however, the Fed will have to seriously consider altering their plans.  Higher energy prices, the end of the mortgage refinance boom, and a stock market that has been stuck in a narrow trading range, are all factors that could end up having a negative effect on consumers, and give the Fed reason to at least temporarily halt its tightening program.

Our country’s electorate is as deeply divided as ever on a wide range of issues.  The eventual winner, whoever he is, will not have won with a mandate.  We hope that our next president will have the wherewithal to bring us together, and accomplish the many difficult tasks ahead.  The benefits of such an achievement would go far beyond assisting all of us in our various investment endeavors.

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

