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2001 Ends On A Positive Note
                                                       January 21, 2002

Hello, and Happy New Year!  I think you will agree that, with any luck, the odds are in our favor for 2002 to be a better year on a number of levels.  However, given the general market conditions since March of 2000, and the specific events of September 11th, the market performance in this past quarter was nothing short of glorious!

In a period that was reminiscent of the mid-to-late 90’s, broad gains were achieved in most equity classes.  International stocks rose 7%, the S&P 500 Index over 10%, domestic small cap and emerging market stocks over 20%, and technology stocks gained a whopping 30%.

Some of these gains are certainly attributable to a “snap back” from the lows that were reached just after the attacks.  Most of it, however, is a result of a general feeling that the worst may be behind us from an economic standpoint.  Yes, we’ve seen hints of a recovery before, only to be dismayed when they turned out to be false points of hope.

Fortunately, it appears the enthusiasm this time around truly has merit.  We were beginning to see signs of improvement when the attacks occurred, so it makes sense that, while the chances of recovery weren’t eliminated by those events, they would be put on hold a while longer.

Now, a few key inter-related ingredients are finally coming together.  First, the lengthy, major decline in interest rates has left savers with barely palatable risk-free options.  A monumental hoard of cash is looking for some place to go.  Plus, the low rates also provide ample incentive for companies to go ahead and increase their capital expenditures once again.

Despite the low rates, however, most companies have been reluctant to ramp up spending again until they could see signs that consumer spending is on the rise.  That missing piece of the puzzle now appears to be in place, as the January Consumer Sentiment Index showed a healthy rise from December.

Don’t get too excited just yet, though.  At this stage of the cycle one must still be patient.  As we come out of the downturn, signs of vigorous growth won’t just appear all at once.  Certain companies, as well as entire industries, will improve faster than others will.  This produces a lot of seesaw movements within the markets – one day the market will be buoyed by a positive outlook put forth by a company, and the next, we’ll see a pullback on still-negative comments by another.

Another thing that could delay a full-scale recovery is the fact that so many large domestic companies are, in-effect, worldwide conglomerates that rely upon the economic health of foreign countries for their profits.  In this worldwide marketplace, foreign economic recovery will typically lag ours by a few months, which may end up temporarily impeding our progress.

Never fear, though, a recovery will occur.  Whether it takes a few more weeks, or a few more months, the wheels of change are turning as a new economic cycle takes hold.

It would also be wise to take notice of an event that unfolded throughout the 4th quarter – the Enron debacle.  The audacity of Enron’s leaders to be promoting the purchase of company stock to their employees, and the unbelievable complicity shown by the executives at their accounting firm, Arthur Anderson, will forever provide a great example for use by those of us in the financial advice-giving business.

Of course, you know to “never put all of your eggs in one basket”, but that really holds true for funds held in an employer-sponsored retirement plan.  If you participate in such a plan, please review your retirement holdings.  Someone who is already reliant on a company for their regular paycheck should not bank their retirement future entirely on that company as well, no matter how fantastic the company appears to be.  Tragically, far too many Enron employees have learned that lesson a little too late.

In closing, we thought it would be appropriate to recall some of the words of the man our nation has chosen to honor on this day – Dr. Martin Luther King:

“Like an unchecked cancer, hate corrodes the personality and eats away its vital unity. Hate destroys a man's sense of values and his objectivity. It causes him to describe the beautiful as ugly and the ugly as beautiful, and to confuse the true with the false and the false with the true.” (“Strength to Love”, 1963.)

“I refuse to accept the view that mankind is so tragically bound to the starless midnight of racism and war that the bright daybreak of peace and brotherhood can never become a reality.” (In accepting the Nobel Peace Prize, 1964.)

In light of the current world events, his words are just as timely and relevant as they were when he first uttered them four decades ago.

Here’s to a great year!

Warm regards,

Tony Reed, CPA, CFP

President

