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 Remember: “This is a secular bear market and we are living in a post

 bubble world” – Fred Hayek, January 2004, after stocks delivered

 double-digit returns in 2003.

People all over the country are opening their April 2004 brokerage statements and wondering what is going on? Just when many thought they could breath easy again, things “seem” to be going wrong.  In a political year there is sure to be emphasis in the media about what is wrong with America. Mutual fund scandals and corporate malfeasance are the tip of the iceberg, the aftermath of what 91 year old Sir John Templeton described as “the greatest market bubble in any nation ever”. 

The markets are correcting normally to focus on more systemic problems. As stated previously, we’re living in a post bubble world wrapped in the context of a secular (long-term) bear market. Market history teaches us that it takes time to cleanse the excesses generated from the previous bull market. 

Moving forward, the bad news is that this kind of market action (up one quarter and down the next) may persist. The good news is that your portfolios are prepared to weather the storm. In many ways the market is always skirting the edge of the storm, as seems to be the case these days, leading us to keep a watchful eye on the potential headwinds: 

· The overhang of war and an uncertain political climate.

· Widening budget and trade deficits.

· The threat of imminent rising interest rates. (review Federal Funds historical chart on back)

· Relatively rich stock market valuations.

· A weakening dollar and America’s dependence on foreign capital.

· Rising commodity prices and a “tick-up” in inflation.

· High levels of consumer and corporate debt.

STOCKS & BONDS:

We may labor to make progress against these fundamental headwinds that originated in the preceding bull market and the easy money policies that created the distortions, but progress should be made nonetheless. (continued on back)
On the bond side, Eric has skillfully constructed your “stepped” fixed income allocation with investment grade bonds that have maturities generally less than 10 years. Bonds will come due over the ensuing years that may be plugged into a rising interest rate environment. Further, there are floating rate and inflation protected bonds that add additional safety and flexibility to your portfolios. 

On the equity side of the equation our stock selection criteria, in general, sorts for companies that are financially sound, are leaders in their marketplace and who deliver to shareholders good, consistent dividend payments.  Our equity selection process is designed to uncover value that should weather the economic environment we envision.

Our Balanced/Value investment discipline - In closing, there are a lot of similarities in this market environment to the one we had in the late sixties and throughout the seventies. The risks are real and we are mindful of them having managed through this kind of environment before. However, our primary focus is on the individual client situation and the individual securities that make up each portfolio. What are the risks? Are we buying good businesses at a discount to their intrinsic value? Are the equity positions appropriately balanced with investment grade bonds? Are cash levels appropriate for each individual portfolio? These are difficult questions and solutions are complex. In the previous bull market investors could make mistakes and the market would “bail them out.” Secular bear markets are never that forgiving. 

Should you have any questions, as always don’t hesitate to contact us!  Thank you!

Fred Hayek, for the Firm / May 2004

A historical view of the Federal Reserve’s Fed Fund Rate*
1955     1.79 
1956     2.73 
1957     3.11
1958     1.57
1959     3.31

1960     3.21
1961     1.95
1962     2.71
1963     3.18
1964     3.50

1965     4.07
1966     5.11
1967     4.22
1968     5.66
1969     8.21

1970     7.17
1971     4.67
1972     4.44
1973     8.74
1974    10.51

1975     5.82
1976     5.05
1977     5.54
1978     7.94
1979    11.20

1980    13.35
1981    16.39
1982    12.24
1983     9.09
1984    10.23

1985     8.10
1986     6.80
1987     6.66
1988     7.57
1989     9.21

1990     8.10
1991     5.69
1992     3.52
1993     3.02
1994     4.21

1995     5.83
1996     5.30
1997     5.46
1998     5.35
1999    4.97


2000     6.24
2001     3.88
2002     1.67
2003     1.13






* THE FEDERAL FUNDS RATE IS THE COST OF BORROWING IMMEDIATELY AVAILABLE FUNDS, PRIMARILY FOR ONE DAY






