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Monthly Investment Commentary- February of 2003:
Stock Market Performance for February:  The market continued to lose ground in February.  For the month, the S & P 500 fell 1.8%, the Russell 2000 dropped 3.0%, while bucking the trend, the Nasdaq rose 1.3%.  MAM portfolios generally declined somewhat less than the 

S & P 500.  Bonds and REITs rose, which helped cushion the losses from equities.  On the other hand, technology stocks performed relatively well.  This hurt MAM performance since most portfolios are under weighted in technology stocks.

The four best performing MAM mutual funds were Loomis Sayles Bond (up 2.6%), Pioneer High Yield (up 2.2%), Cohen & Steers REIT (up 1.7%), and TCW Galileo Select Equities (up 1.5%).  The four worst performing MAM mutual funds were Oakmark International Small Cap (down 7.5%), PBHG Clipper Focus (down 7.1%), Firstar Microcap (down 7.0%), and Artisan International (down 5.1%).  

Economy Showing Mixed Performance:  Economic reports released in February were mixed.  Positive reports included:  

a) Gross Domestic Product- The Commerce Department reported on February 28th that the U.S. economy grew at a 1.4 percent rate in the fourth quarter of 2002—twice as fast as the government first estimated.  While the performance is still considered below par, it showed that the recovery didn’t stumble as badly as previously thought.                

b) Durable Goods- The Commerce Department reported on February 27th that orders for durable goods, or items meant to last three years or longer, rose by 3.3% in January from December after falling 0.4% in December.  In addition, the Commerce Department recently reported that businesses—after cutting capital investment for eight straight quarters, boosted such spending at a rate of 2.5% in the fourth quarter, better than the 1.5% growth rate previously reported.  
c) Housing Market- Also recently reported, spending on residential projects grew at a 9.4% rate in the fourth quarter, stronger than the 6.8% pace previously reported.  
Meanwhile, negative reports included: 

a) Consumer Confidence Index- On February 25th, the Conference Board reported that the Consumer Confidence Index plummeted to 64.0 in February from a revised 78.8 in January—a drop of nearly 15 points.  This is the lowest reading since the index hit 60.5 in October of 1993.  
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b) Unemployment Reports- On February 27th, the Labor Department disclosed that initial claims for unemployment rose 21,000 to a seasonally-adjusted 402,000 for the week ended February 15th.  The less volatile four-week moving average at 394,750 remained below the 400,000 level that economists target as a sign of a deteriorating job market.  

Direction of the Economy:  Even though the new fourth-quarter estimate of GDP was better than previously forecasted, it still represented a big slowdown from the third quarter of 2002, when the economy grew at a brisk 4% pace.  The economy has been coping with uneven growth as a quarter of strength has been followed by three months of weakness.  Worries about a possible war with Iraq, the roller-coaster stock market, and a lackluster job market are weighing heavily on the economy.  

In particular, the biggest factor holding back the economy’s recovery is the reluctance of businesses to make big commitments in hiring and in capital spending.  In a recent appearance before Congress, Federal Reserve Chairman Alan Greenspan was hopeful that when “geopolitical” uncertainties lift, businesses will be much more willing to step up capital investment and hiring.  In fact, he testified that President Bush’s recently proposed $1.3 trillion tax-cut package would not be necessary to stimulate the economy.

Impact of Iraq:  Clearly though, the threat of war with Iraq is hanging like a cloud over the economy.  As I mentioned last month, “it’s eroding consumer confidence and dampening the outlook of business leaders.  Faced with the possibility, however slim, that a war with Iraq could go horribly wrong and the oil prices could skyrocket.  Corporate America is conserving cash and delaying plans to take on more workers, rebuild inventories and stop up capital investment.”

MAM Strategies:  Little has changed.  Given all the uncertainties, I remain cautious.  For portfolios with cash, I continue to gradually invest on a monthly basis with a conservative asset allocation mix that includes a 25 to 40% bond position.  This is a much higher bond position than existing MAM accounts (which on average are about 15% in bonds).  

Should I increase the bond allocation in existing portfolios?  Emotionally that may seem like the correct move given all the uncertainty in the current environment.  I hesitate to do this for several reasons.  The first is that much of the uncertainty may already be reflected in the current level of stock prices.  Second, when the market does finally turn up, it could do so quickly and dramatically.  Third, I take some comfort in knowing that MAM portfolios are invested somewhat less aggressively than the overall stock market.  In short, for investors with a long investment horizon, staying the current course is best.   

Please call me if you have any questions or would like to discuss your portfolio.
Sincerely,
Stephen P. McCarthy
