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Monthly Investment Commentary- November of 2002:
Stock Market Performance for November:  For the second consecutive month the stock market performed very well--the S & P 500 rose 5.9%, the Nasdaq climbed 11.2%, and the Russell 2000 rose 8.9%.  Foreign stocks, high-yield bonds, and REITs also did well.  The only asset class that fell was investment grade bonds.  

MAM portfolios earned strong positive returns in November, generally comparable to the 

S & P 500.  The three best performing MAM mutual funds were Firstar Micro Cap (up 18.1%), TCW Galileo Select (11.2%), and Weitz Partners Value (8.3%).  The three worst performing MAM mutual funds were PIMCO Total Return (up 0.4%), Artisan International (2.5%) and Oakmark International Small Cap (3.0%).         

Economy Shows Surprising Strength:  Much of the strong performance this past month was probably due to positive economic reports.  Throughout the summer and fall, nervous economists used a lot of scary sounding “D” words to describe the direction the U.S. economy might take—“double-dip” recession, “deflation” and even, in some rare cases, “depression”.  During November, a raft of economic reports were released which reinforced the growing perception that the U.S. economy appears to be on course to grow, albeit modestly, in the months ahead.

Here are a few of the reports that were recently released:

a) Gross Domestic Product- The Commerce Department reported that third quarter inflation-adjusted gross domestic product rose at a surprisingly robust annual rate of 4.0%.  That was up from an earlier estimate of 3.1%.  Presently the growth in the GDP is expected to moderate in the current quarter to about 1.4% and then rise to 2.5% in the first quarter of 2003.

b) Consumer Confidence Index- More encouraging for the future, the Conference Board said its consumer confidence index rose to 84.1 in November from 79.6 in October.  This was the first rise in six months for the index.

c) Housing Date- In data released last week, the housing market showed little sign of cooling off.  The National Association of Realtors said existing-home sales jumped in October to the third highest monthly rate ever while the Commerce Department reported new-home sales had fallen a bit in October, but still were near a record pace.
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d) Manufacturing Data- In a sign that businesses might already have started spending again, orders for long-lasting goods made in U.S. factories jumped 2.8% in October, 
following a 4.6% drop in September.  Although this is a volatile indicator, the higher       than expected increase was encouraging.  Enhancing the view of rosier business sentiment was a recent report from Chicago-area purchasing managers that their index of regional manufacturing activity showed expansion after two straight months of contraction.  
Bear Market Over?:  Has the bear market ended?  I am hedging my bets and remaining somewhat conservative with the positioning of portfolios.  Over the next year, financial market performance will be heavily impacted by the performance of the economy and expectations going into 2004.  Accurately forecasting the economy is notoriously difficult, so I am reluctant to put too much weight on the economic consensus.  Right now that consensus expects the economy to continue to experience a mediocre recovery.  There is a lot of historical precedent and current data to support this case.  

Of course, there are still a number of negative factors (weak corporate earnings, terrorism threat, looming war with Iraq, accounting scandals) that could continue to depress stock prices.  

MAM Strategies:  Nothing has changed.  For portfolios with cash, I continue to gradually invest on a monthly basis with a relatively conservative asset allocation mix that includes a 15 to 20% bond position.  

To diversify the U.S. equity exposure, most MAM portfolios continue to have a 10 to 18% weighting in bonds, 7 to 8% in REITs and 12 to 16% in international stocks.  In addition, I continue to underweight technology stocks.  Although technology stocks have been the strongest sector during the last two months, I am still not convinced that technology companies will lead the economy recovery.

Please call me if you have any questions.
Sincerely,
Stephen P. McCarthy
