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Monthly Investment Commentary- July of 2003:
Stock Market Performance for July:  The stock market continued its winning streak for a fifth month.  For July, the S & P 500 rose 1.6%, the Russell 2000 climbed 6.3%, while the Nasdaq appreciated 6.9%.  Ten of the fourteen U.S. equity mutual funds used by MAM outperformed the S & P 500.  MAM portfolios, however, were held back by the performance of bonds that posted negative returns.  Despite the negative impact of the bonds, I estimate the net result was that most MAM portfolios outperformed the S & P 500 by 0.5% to 1.5% during July.

The four best performing MAM mutual funds were Bogle Small Cap Growth (up 8.3%), Bjurman Micro Cap (7.7%), Firstar Micro Cap (5.9%), and Cohen & Steers REIT (5.8%).  The four worst performing MAM mutual funds were PIMCO Total Return (-4.0%), Loomis Sayles Bond (-3.8%), Oakmark Fund/Oakmark Select (-0.7%), and Weitz Partners Value 

(-0.1%).  

The S & P 500 is now up 12.5% year-to-date and up 23.6% from the March 11th, 2003 low.  I estimate that most MAM portfolios have outperformed the S & P 500 for the year-to-date by between 3.0% and 5.0%.

Bonds Drop Sharply:  The most dramatic financial event of the month was the sharp increase in long-term interest rates and the corresponding drop in bond values.  The cause of climbing rates was the release of a series of economic reports pointing to acceleration in economic growth for the remainder of 2003 and into 2004.  Although I think it is very difficult to predict whether interest rates will continue to climb in the short run, I do expect rates to rise over the next couple of years.  

The bonds most vulnerable to a rise in interest rates are long-term, high quality bonds (particularly government).  For instance, the Vanguard Long-term U.S. Treasury fund declined 9.0% during the month.  The two bond funds used by MAM that are most vulnerable to rising interest rates are PIMCO Total Return and Loomis Sayles Bond.  These funds fell 4.0% and 3.8%, respectively, for the month.  As I do repositioning in the portfolios, I may reduce exposure in these funds, as I expect that over time interest rates will continue to increase.

Incidentally, those of you who were going to refinance your mortgage have hopefully done so by now.  Recently, mortgage rates climbed back to the level they were at the end of 2002.

Corporate Earnings:  On balance, the July economic reports were positive.  In addition, the second quarter earnings reports released so far have been very positive.  Nearly two-thirds of 
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the S & P 500 companies have reported second quarter earnings.  Roughly 66% of the companies have beaten Wall Street estimates, 22% have met expectations, and just 12% have missed forecasts.  These are the best results relative to forecasts in over three years.  

Furthermore, analysts have stopped cutting their expectations for future earnings, according to researchers at Prudential Securities.  They note that Street analysts consistently slashed their earnings projections almost every month since 2000.  The same was true last year for 2003 projections, but over the past five months, the average 2003 forecast for S & P 500 operating earnings has stabilized at about $54 per share, and some analysts are starting to raise their projections.   

Clearly, the stock market continues to have positive momentum, although it has slowed lately.  In addition, I am confident that the economy will grow.  My concern is that with the sharp rise in stock prices, the market could become overvalued.  The challenge in this environment is providing downside protection to portfolios.  I am leery of high quality, long-term corporate bonds that may continue to fall in value and ultra short-term bonds that yield very little. I continue to like high yield bonds and REITs.  In addition, I feel that the international equity markets are posed to outperform the U.S. equity market over the next couple of years.  

Paper Reduction Actions (PRA):  As I discussed in the June 30, 2003 MAM quarterly report, we are now undertaking action to reduce the amount of mail that you receive from 

Charles Schwab & Company.  So far we have sent about one-third of you the letter that describes the actions that could be taken.  It asks you to select your choices and complete and return a one-page form.  

If you have not yet done so, please return the one-page form as soon as possible.  Of those who have responded, the vast majority indicated that they wish to receive the minimum level of mail. As clarification, for those who have not responded as yet, this means that you are deciding to not receive interim mailings and proxy material.  In addition, about 50% of you are opting for eConfirms and Electronic Delivery.  If you have any questions when you receive the letter from us, please call either Marialyce or myself.  

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