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Finishing The Year On A Strong Note



       January 24, 2006

Happy New Year to you and yours!  We hope you had a wonderful holiday season, although, with the craziness of our everyday lives, the holidays seem like a distant memory at this point.  2005 finished out on a largely positive note, as the markets weathered a nasty month of October to post gains for the quarter and full year.

What we witnessed in the investment world was a continuation of some trends.  Domestic stocks rose in the mid-single digits for the year, while their international counterparts tacked on another year of out-performance, rising between 15-20%.  Equities in emerging markets of the world once again out-paced most every other sector, generating returns of over 30%.

The song remained the same for the fixed income markets, as well.  The continued rise in interest rates put forth by the Fed exacted a familiar toll on bonds, leading to full year total returns of no more than 1 or 2%.  When you consider that bond yields have been consistently rising, it’s clear that some principal erosion occurred in leading us to these paltry total fixed income returns.

There’s nothing like starting a new year with a bang, though, and that’s just what has happened.  In our 3rd quarter report, we indicated the likelihood of rates rising for about 2-3 more quarters.  Well, earlier this month notes were released from the Fed’s December meeting, and it looks like that projection will be just about right.  The notes indicated that the number of additional rate increases “probably would not be large.”

Taking its cue, the stock market soared, with many sectors surpassing their entire 2005 returns within the first couple weeks of January.  The rally was halted last week as news of Iran’s nuclear program grabbed the headlines, as did some high-profile earnings misses by the likes of Yahoo! and Intel.

Although the sell-off related to these headlines wasn’t too dramatic, it does point out some of the vulnerability in the domestic market.  Until the Fed is known to be done raising rates, and some stability can be found in commodity prices (particularly that of oil), we may continue to see a domestic market doing a lot of starting and stopping.  For these reasons, as well as the strength of the global economy, we will continue to look at international markets, emerging markets and commodities as a means of adding value to your portfolio.

Finally, as tax time approaches, please know that we are here to assist you in any way if help is needed in deciphering any of the trading activity that occurred in your account in 2005.

Warm regards,

Tony Reed, CPA, CFP

President 

