April, 2003 -- As the commentaries below reflect, optimism characterizes my view of the future for equity investors. The stock market saw its low last fall, retreating to 1997 and 1998 levels. I believe the worst is over; investors who have “stayed the course” will be rewarded and for those on the sidelines, it is not too soon to invest if your time horizon is five years or longer.

Why such optimism? In short and simply put, our overall economy has grown since 1997 and 1998. Indeed, Gross Domestic Production (GDP) is some 30% higher than it was 6 years ago, having annually grown an average of 5%. With the historic geopolitical and market developments experienced more recently, it is easy to lose sight of this reality. Yes, economic growth has stalled for good reason since the end of 2000. However, $2.5 trillion dollars of production has take place since 1997. Eventually, this growth will be reflected in equity prices.

Is it really that simple? Remember that the foundation of any equity investment, be it a specific company or the overall market, is the growth of earnings.  

Profitability, be it potential or real-time, drives stock prices. For sure, corporate profits are experiencing needed systemic scrutiny. This essential heightening of accountability has contributed to both equity and economic despair. However, as painful as it has been and continues to be for stock investors, the eventual self-correction imposed by the capitalistic system is cause for celebration. The truth won out…the fraud was uncovered…we are self-correcting.

Another truth is 5% annualized GDP growth for 6 years. History shows that an economy’s growth translates into higher stock prices, eventually. We are back to 1997 and 1998 market levels, but the growth in GDP is not reflected in stock prices; in time, it will be. Moreover, corporate profitability--regardless of reinstatements and a considerable slowing in pace--will eventually support the reality of rising Gross Domestic Production. 

The worst is behind us. Stock prices will again revert to normal double-digit returns. Endurance will be rewarded, as will current investment fortitude.

Sincerely,
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