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Y2K, Was That It?
                              



       January 24, 2000

So what was all that about Y2K?  Hardly even a mention about a microwave oven acting up!  What a hoax, right?  There’s a lot of talk about all the money that was “wasted” as a result of all the hype.  We, however, prefer to take a less cynical view of the whole situation.  Had the money and years of effort not been spent, there likely would have been the multitude of problems that we were forewarned of.

So now that it’s behind us, we can happily reflect on another astounding year in the world equity markets.  Just when it was looking like 1999 might produce a return to normalcy, an astonishing 4th quarter propelled our markets to new heights.  Virtually every category of stock investments had positive returns for the year, with some (such as emerging markets, communications and technology) posting gains from 60 to over 100%.

In addition, this was accomplished in the face of rising long-term interest rates, the occurrence of which typically puts a halt to stock market advances.  The yield on the 30-year U.S. Treasury Bond rose from 5.1% to 6.5% in 1999, but that only seemed to have a negative effect on the bond market.  As a result, our strategy of primarily holding either short-term or high-yield bonds as the fixed-income components of our client portfolios paid off quite well.  Such categories generated returns in the 3-5% range in 1999, which is lower that what we would expect on a long-term basis, but better than almost every other fixed income category, most of which actually lost money last year as a result of the rising rate environment.

One big difference to be found in 1999’s gains is the fact that smaller stocks joined the party.  The Russell 2000 Index (small stocks) beat the S&P 500, with both earning over 20%.  1999 will be remembered, however, as the year of anything and everything related to “dot com” stocks.  Whether it was IPO’s or existing public companies, if it was related to the Internet, a euphoria carried these companies along for quite a ride.

While we’re as glad as anyone that the bull market has tacked on another year, there’s a sense of a developing problem with investors in general, particularly those who are new to this “game” and have not experienced anything but rising markets.  More and more often we seem to come across people who are convinced that this investing thing is a piece of cake, as if buying an individual stock and selling it for three times what they paid for it six months later is their birthright.

It’s hard to blame them for feeling that way, since stories abound of such successes.  We simply wish to offer words of caution that such an environment is extremely rare, and that when a period of somewhat less jubilation arrives, one should still look toward a reasoned investment strategy as the means towards long-term wealth building.

In fact, you may have thought lately about increasing your risk exposure to better ride this seemingly never-ending wave.  If so, that’s great.  We encourage it.  We believe strongly in the merits of taking on risk in order to increase long-term returns.  This additional risk should not be taken on blindly, though.  Remember, there was a reason why we decided upon your existing portfolio allocation.

This time each year, we encourage you to examine your portfolio a little closer to see if it’s still providing what you are looking for.  When I call to follow up this performance report, I would like to discuss any issues that you feel might warrant a change to what we are trying to accomplish together.

As always, I look forward to speaking with you soon.  We hope you had a safe and happy holiday season, and we are anxious to see what the new millennium has in store for us.  This is an exciting time to be alive.  Change surrounds us.  Advancements are continually being made to improve our lives in big ways and small.  Consequently, there is no reason to believe that the near future won’t continue to be dominated by all things technology related.  The inevitable peaks and valleys will occur, but we are confident that 10, 20, 50 years from now, the equity markets will still be the place to be.

Warm regards,

Anthony M. Reed, CPA, CFP

Director, Investment Services

