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Commentary by Nicholas Terezis, CFA

Economic Outlook
The Bear is Probably Dead!

No one can know with certainty if the worst bear market
that we have seen in seventy years is finished. How-
ever, there are many reasons to be optimistic. Itisvery
unlikely that the stock market in theworld’ s preeminent
economy will declinefor four straight years (especially
following one of the mildest recessions in fifty years).
The last time the stock market declined four yearsin a
row was during the Great Depression, when

one third of the population was
unemployed and the economy
wasseverely contracting. To- COf,OOr/ /
day, theunemployment rateis 6 Rey,
only 6%. Furthermore, the
economy grew last year at an
estimated rate of 2.5%, which
is not bad considering that
theaveragerate of economic
growth has been 3.3% over
the past 50 years.
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panies shifted to more conservative accounting practices.
These changes will create more financial transparency
and should decrease the risk of future accounting “sur-
prises.”

In prior newdletters, | have repeatedly mentioned theim-
portance of ahealthy economic environment when mak-
ing investment decisions. Ultimately, itisthe
\ economy that determines the stock mar-
ket, not the other way around. Fear
and uncertainty have driven the
stock market for the past few
years. However, it is only a
matter of time beforethe strong
fundamental s of the economy
drive the stock market back
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mal years in the stock
market. Interestingly, many of these sources of fear could
turn into positive situations or smply dissipatein time.
For example, theimpending conflict with Iraq will most
likely be resolved soon. One of the more probabl e out-
comes would be a quick military victory resulting in a
more stable Persian Gulf region. If thiswere to occur,
oil priceswould likely settle back to $18 - $23 per barrel.
The price of oil isalways an extremely important factor
affecting the health of the economy. | believe that once
the price drops, the stock market will have a renewed
confidence to move forward.

Another example of a negative situation that may have
positive effects going forward liesin the aftermath of the
corporate accounting scandals. During 2002, many com-
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financial plans that

maintain a long-term

perspective can ride
out market declines —
even when they occur three yearsin arow. The best
time to invest is when you have excess long-term-ori-
ented funds to do so. It is the length of time you are
invested in the market that has historically madethelarg-
est contribution to returns. Anytime you redeem assets
while the market is declining, you risk missing the up-
ward trends that often follow these periods.

As we have stated many times before, no one can suc-
cessfully “time the market.” The best course of action
in both bull and bear marketsisto maintain along-term,
buy-and-hold investment strategy. Wetill firmly believe
thelong-term outlook for the U.S. economy isvery strong.
In conclusion, it is my opinion that the bear market is
finally over.
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