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Monthly Investment Commentary- January of 2004
Stock Market Performance for January:  The stock market got off to a good start for the new year--the S & P 500 rose 1.7%, the Nasdaq climbed 3.2%, and the Russell 2000 rose 4.3%.  Foreign stocks, high-yield bonds, and REITs also did well.  Investment grade bonds rose slightly.  

MAM portfolios earned decent returns in January, generally beating the return of the 

S & P 500 by between 0.5 and 0.75%.  The three best performing MAM mutual funds were Bogle Small Cap Growth (up 6.6%), Oakmark International Small Cap (5.0%), and William Blair Small Cap (4.8%).  The three worst performing MAM mutual funds were Marsico Focus 

(down 0.2%), PBHG Clipper Focus (up 0.6%) and Income Fund of America (0.7%).  

Economy Slows From the Third Quarter:  On January 30, the Commerce Department reported that the nation’s gross domestic product (GDP) grew at a 4 percent annual rate in the final three months of 2003.  Although this was a slowdown from the sizzling 8.2 percent rate of the prior quarter (the highest in nearly two decades), it is still compelling evidence of a solid economic recovery.    

Analysts were predicting a slowdown in economic growth in the fourth quarter as the stimulative impact of tax cuts and a refinance frenzy, which propelled the economy during the summer, faded with the onset of winter.  The 4 percent growth rate for GDP, however, was weaker than the 4.8 percent pace that analysts had been forecasting.  

For all of 2003, the economy grew by a solid 3.1 percent.  That marked an improvement over the 2.2 percent increase registered in 2002 and represented the strongest showing since 2000.  Current estimates are for the pace of 2004 growth to be in the range of 4 to 4.5%.  

Interest Rates to Start Rising?:  On January 29, the Federal Reserve announced that it will leave its short-term interest rate target at a 45-year low of 1%.  But the bigger action was in its language, which it uses in addition to rate changes to guide the markets and economy.  In an important tactical move, its policy panel dropped the commitment it first made five months ago to keep interest rates low for a “a considerable period”.  Instead, the Federal Open Market Committee said after its first two-day meeting of this year that it can be “patient” in raising rates because inflation is low and the economy still hasn’t fully recovered.

Investors interpreted the omission of “considerable period” as a signal that the Fed is closer to raising rates than many thought.  On the day of the Fed announcement, the Dow Jones Industrial Average, up almost 50 points earlier in the day, plunged after the Fed’s announcement, closing down 142 points to 10,468.  
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The announcement doesn’t seem to suggest an interest-rate increase is imminent.  Rather, it appears that the central bank wants the freedom to raise rates if the economy continues to improve, without worrying about violating a perceived commitment to keep them down.  What will ultimately determine when and how fast rates will rise is the outlook for the economy and inflation, and the demand for credit.  

Another Chance to Refinance?:  By the third week of January, mortgage rates fell to a 6-month low.  Rates on a 30-year, fixed rate mortgage dipped below 6.0%.  Although the January 29th announcement by the Fed caused rates to spike about ¼%, rates still may be enticing for those who did not refinance in 2003.  Per Andy Kossacoff, a Southern California mortgage broker, the rate on a no-cost, five-year fixed rate mortgage was recently 4.875%.  I refinanced my mortgage three times with Andy during the last two years.  If you are interested in contacting him, he can be reached at 818-888-0790.

Schwab Ski Promotion:  I am not a fan of promotions and until now have not mentioned the Schwab 2003-04 Ski Promotion.  I had a change of heart because some clients already qualify and others may qualify who are planning to add to their Schwab assets soon.  The promotion, which is for taxable accounts only, is for deposits made from November 1, 2003 through March 15, 2004.  Here’s the deal, for deposits of:  

a) $100,000 or more:  two complimentary lift tickets to your choice of resort (including Heavenly, Kirkwood or Squaw Valley);

b) $200,000 or more: four complimentary lift tickets, along with a pair of Smith Regulator ski goggles;

c) $650,000 or more: four complimentary lift tickets, along with a pair of Smith Regulator ski goggles, and a pair of Rossignol skis and bindings.

eConfirms:   Many of you have opted for eConfirms.  These are electronic confirmations sent via email.  They replace the paper trade confirmations that would otherwise be mailed.  For those of you who have requested eConfirms, we have signed you up.  For the eConfirms to be initiated, however, you must click “Consent” after Schwab sends you an “Informed Consent Email”.  Please contact us if you want to start receiving eConfirms.  Please indicate which email address should be used.    

Please call or e-mail me if you have any questions or would like to discuss your portfolio(s).
Sincerely, 

Stephen P. McCarthy

