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Y2K Here We Come
                                                                               October 20, 1999

Well friends, it’s finally upon us.  Almost, that is.  That’s right, in a mere 2½ months, Y2K, the event so many people have been focusing on for so long, will be a thing of the past.  And with a little luck, the disruption of our daily lives will be limited to no more than an appliance or two on the fritz.

As we move ever closer to this historic date, fears of a Y2K-caused financial market upheaval seem to be lessening.  Of course, none of us will really know its impact until the days and weeks that follow, but it has been our stance all along that whatever may occur will only have, at most, a short-lived impact on the market.  Now, you are probably aware of our on-going admonition to avoid trying to time market movements, however, we do recognize that using history as our guide is pointless in this situation.  Quite simply, an event of this magnitude has never occurred (at least with respect to financial markets).

With this in mind, while we are not suggesting that you take action to protect against potential Y2K market problems, neither would we try to dissuade you from doing so if your personal fears about this event are strong enough.  There are certain techniques that can be used to hedge your position in the market, and we would be more than happy to discuss them with you if your uncertainty about Y2K is getting the best of you.

As for the 3rd quarter, the U.S. stock market slumped after a strong first half of 1999.  The S&P 500 and Russell 2000 (small stocks) each lost about 6.5%.  On the positive side, a continued upswing in technology stocks, as well as rising overseas markets helped to smooth returns a little bit.  As bond yields continued to rise, however, the returns on fixed-income investments remained stuck on a road to nowhere.

The main issue holding the stock market back from asserting itself to new highs is still the fear of inflation.  While most agree that the economy overall is on a gradual uptrend, on almost a daily basis the market is trying to digest the latest, and often conflicting, data that tells us how fast that growth is occurring.  Making things worse in the 3rd quarter was a suddenly weakened Dollar against the Yen.  When this happens, it costs more to purchase foreign goods, and that means more of our good friend, inflation.  As long as market watchers fear the Fed has more interest rate increases in store; we will likely remain in these stagnant waters.

It’s interesting to note that while the S&P is currently off about 10% from its high, many individual stocks are faring much worse.  In fact, one-third of all NYSE stocks and one-half of all NASDAQ stocks have lost at least 30% from their highs, which points to the benefits of utilizing mutual funds to implement our investment strategies.  Seeing one’s portfolio down even a few points is not pleasant, but it beats the 30-50% losses that can accompany portfolios constructed with only a handful of individual issues.

We would also like to mention that one of our long-time favorites, the Baron Asset Fund, took a bad tumble this past quarter.  It has a tremendous record of out-performance in the Domestic Small Growth category, but it ran into trouble when a couple of its largest holdings took a hit recently.  Its largest holding, Charles Schwab & Co., has had a long, sustained rise that contributed to Baron’s success.  Schwab’s stock has come under pressure lately, though, along with many of its brokerage industry peers, and its decline played a role in Baron’s uncharacteristically dismal performance.  However, just as Baron continues to believe fully in Schwab’s ability to remain an innovative market leader, we believe Baron Asset will be back on track soon as well.

So as we move into the holiday season, remember to keep your eye on the grand prize, that which we should all be striving for – the love, health and happiness of those who are dearest to us.  It’s great to get excited about a 200 point up day on the Dow, or nervous about the remote possibility that the “End of the World” Y2K fear mongers might actually be right.  However, don’t forget that the love of friends and family members are what truly make the pursuit of financial gains worthwhile.  All of us here would like to wish you the very best for a warm and happy holiday season.

Warm regards,

Anthony M. Reed, CPA, CFP

Director, Investment Services

