To interested market watchers and participants:

This email initiatives a close-to-daily attempt, on my part, to comment on market conditions. By design, it will be brief. It's intent is to give nonprofessional investors and clients a quick explanation and sense of expectation. 

If you do not want to receive this kind of communication, let me know--I understand email overload too well.

Yesterday's drop in all three major indices was, and is, to be expected. We experienced what many pundits thought would take place mid-August, when the CEO's of major public companies were asked to assume personal responsibility for their organization's accounting. It seemed a nonevent at the time, given that the market held steady, with the movement higher from July's lows not particularly derailed.

This week we have seen--and are likely to continue to see--the lingering impact of the needed move to conservative accounting. Companies are erring on the side of caution with their reporting; in turn, earnings are likely to disappoint Wall Street's previous expectations and incur downgrades. The ripple effect of the earnings "warning" on the part of information storage company, EDS, exemplified the likely short-term market reaction to more conservative accounting. JP Morgan Chase was another example, and more are sure to follow.

This systemic and seismic shift in corporate accounting, ethical standards, accountability and return-to-reality in companies' current and future expectations…all of this is needed and in the long-run, will make for healthier markets (for all asset classes) both domestically and internationally.

Know, too, that the past year--and for that matter, the past five years--are extremes. I believe it is important to note that the stock market is not a leading indicator for economy; it's historic and typical role. As slow as it is, the economy is growing. It may take another 12-to-18 months for inventories to unwind enough for capital spending to contribute to this anemic growth. However, GDP has been positive all year. (Forty-year lows on interest rates, with their positive impact on consumers explains a good deal of this growth.) 

Then why is the disconnect between the stock market and economy is so extreme? The S&P 500 Index is down 45% from its record high, and 27% of that downdraft reflects the year-to-date return, as of yesterday's close. The answer lies, in part, to what yesterday exemplified and the reasons I cited to explain the market's move.

Furthermore, expectation on the part of Wall Street that accounting changes could not be avoided has reversed the role of the market to be a lagging indicator. Wall Street is not feeling confident--understandably--given the implicit uncertainty as corporate America "gets religion." Ultimately, Wall Street will feel more confident than ever and market returns will reflect the impact of "religion."

Volumes could, and will be written, about this historical market that started in the mid-1990s, and continues. The stock market was extreme, and corporate behavior has been equally extreme--be it, by design or just doing 'what every other company was doing.' We are correcting those extremes; and the end is in sight. I believe in the business cycle, and that the market will reflect the cyclical upswing--just as it has reflected its downswing. Investors "earn" their returns by staying the course, and/or putting cash reserves to work, when the market is as emotionally painful as it has been. It is hard work but history has shown that this hard work is rewarded.  

I welcome your feedback and observations. (Future, emails will be much shorter; however, I felt some background was important to set.)
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