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Letds oRaise Oneod to Chairman Greenspan!

After an eighteen year run, the venerable Federal Reserve head has stepped down. Long-
term interest rates dropped under his tutelage while inyation was controlled and the
stock market produced annualized returns of roughly 12%. These achievements were
not without tumultuous moments and the country (and world) should thank him for his
steady hand. In this newsletter we will celebrate Mr. Greenspanis record and lay the
groundwork for our current investment strategy.
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earnings of the S&P 500 companies grew approxi-
mately 8.2% per year, while the underlying total re-
turns to shareholders was an even greater 10.4%2.
The difference, and added gain for investors, came
from an expansion of the overall marketds price-
earnings (P/E) ratio. Simply put, due to the mar-
ketis conpdence in Fed policy and the downward
trend in interest rates, combined with improved
productivity and favorable tax policy, the overall
P/E multiple with which investors value the stock
market has risen.

What do we think is in store for the new Chair-
man, Mr. Bernanke? Unfortunately, we do not see
todayis fairly low interest rates dropping much

in the coming years; if anything, they may trend
higher. The ongoing inyation question is difpcult to
predict. All told, since we project continued pro-
ductivity gains due to advances in technology and
global sourcing of labor, we expect a relatively calm
2% - 3% inyation rate going forward. The scarcity
of some natural resources may drive certain prices
higher. There is also the likelihood that the United
States continues to borrow to fund trade and budget
depcits and must pay higher interest rates to attract
investors. While we do not have calamitous projec-
tions in regard to interest rates, we simply cannot
imagine that they will go much lower from here.

So what does this mean as we position our cli-

entsi portfolios? First, now that interest rates have
bounced off their unusually low opost 9-116 lev-
els, our bond portfolios are earning higher current
income. Among our stock portfolios, those same
higher interest rates are a mild headwind for stocks;
in a similar vein, gains from higher P/E ratios alone
are, probably, mostly in the past. The challenge for
us, then, is to target equity investments in those
companies and sectors that offer ovalue-to-growtho
prospects exceeding that of the overall market.
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Accordingly, we have aligned our Global Core
equity portfolio to include higher growth stocks

in the medical products, natural resources and
technology industries, among others, and have
increasingly favored somewhat smaller, 0oMid Cap0
companies in the $1.0 - $20.0 billion range where
we feel the value-to-growth relationship is reason-
able. For fully diversiped equity portfolios, we
have also repositioned our global investments in
favor of additional developed market and emerg-
ing market offerings, which we believe offer excel-
lent diversipcation and may have opportunity for
higher growth.

In conclusion, investors should be mindful that
the broad equity market may deliver more modest
returns going forward than in the Greenspan era,
and that efforts to improve diversipcation toward
global and growth investments may be advis-
able. As for Mr. Greenspan, we are thankful for his
service and as the title of our newsletter indicates,
oLetis Raise One to Mr. Greenspan!6 His pscal
response to our toast was typical of late...as he too
oraised one,0 an interest rate that is, on his last day
at the ofpce. Thanks!

Your comments and questions are always welcomed.
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