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Finally 2008 Ends

OK, let’s review: It is hard for businesses and consumers to get loans; Consumer confidence has all but disappeared; Business investment and consumer spending is on hold; There doesn’t seem to be a housing market; and, the US auto industry is near collapse.  Other than these, everything is just great.  One other small item, the US Treasury is printing money like crazy to fund the billions of dollars Congress is spending to bail us out of trouble.  

In 2008 the stock markets fell by percentages not seen since the 1930’s.  The S&P 500 dropped 38.5%.  Only two of the stocks in the Dow Industrial Average (McDonalds and Wal-Mart) stayed in the black in 2008.  As bad as US markets performed, however, we finished in the middle of the world’s markets performance.  This reinforces the notion that we are experiencing a global recession.  Pity the poor Icelanders, as their stock market lost 97% for the year.

What’s Next?

According to the research firm, Morningstar, of the 4,934 US stock mutual funds with more than $100 million in assets, none saw gains in 2008.  As we look to 2009, we are cautiously optimistic that markets will improve, but there are major issues to consider.

High prices and the slowing global economy reduced demand for oil producing a temporary oil surplus. The price of crude oil has fallen from $147 per barrel to $40, or less. The “break even” cost for some oil producing countries is $70 to $80 per barrel.  They probably won’t keep producing at today’s lower prices.  At some point, we believe demand will move prices back up to those break even levels.  Will the fragile economy be able to absorb this additional cost?  How much time will be needed before the multiple “stimulus plans” approved by the Congress actually impact local communities?  And, what is the extent to which the rate of inflation will increase as a result of all the increased government spending?

Some Observations

No one can predict with certainty what conditions will be like in the months ahead.  There are several observations, however, that are apparent.

· The Federal Reserve Bank has committed to keeping short-term interest rates very low for the near term.

· The President-elect and his administrative team have pledged to “spend whatever it takes” and Congress has agreed to spend billions in attempts to stabilize the economy.

· The stock markets are forward looking.  The dismal economic statistics reflect what has happened in the past.  This may bode well for 2009 performance.

· It is possible the stock markets will continue with positive reactions to the changes in Washington.

· The massive amount of dollars injected into the economy by the government’s stimulus programs will likely produce higher interest rates later in 2009.

Focus in 2009

Many bonds with interest rates between 5% and 6% have been “called”; meaning we have been paid our principal before the stated maturity date.  This is not unexpected; in fact, “callable bonds” are purchased because they generally pay a much higher rate of interest than fixed maturity bonds.  As a result, cash levels in many accounts are higher than normal.  During these volatile and uncertain markets, it is prudent to hold cash.  A result of the FED lowering short-term interest rates, however, has meant that money market rates are very low.  You will notice a portion of this excess cash will be invested in government bonds and dividend paying “blue chip” stocks as higher yielding substitutes for money market funds.

Collapsing stock prices have left many strong companies at undervalued prices not seen in years.  The Congress and their stimulus programs seem focused on rebuilding the nation’s infrastructure and on developing alternative sources of energy.  We will buy stocks in these sectors, for we believe they represent good value.

Some commentators have advocated selling all stocks, at this time.  That position may be appropriate for a trader, but most of us are investors.  The fact is, no one knows when the market has bottomed until long after it has past.  By that time, one has missed the best opportunities to buy.  Just as we have seen in 2008, when the market changes direction, both on the up side and the down side, the moves tend to be sudden and substantial.

Nearly everyone owning stocks saw market values decline in 2008.  As we mentioned above, just about every stock in the major indices saw lower prices.  We know that markets always over-react.

Wall Investment Group will continue to focus on good companies with good earnings and sectors that are more likely to perform well in the current troubled economy.
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