
 

 

“May you live in interesting times.” — Reputed to be the English translation of an ancient Chinese proverb 

 

2008 is definitely off to an interesting start.  Is this the worst market in recent memory?  Or is it a great time to dollar cost 

average into the markets?  Last year around this time, some analysts were throwing around phrases like ñgoldilocks economyò 

and ñsoft landing.ò  While some predicted a housing collapse, very few expressed a belief similar to the contagion that has 

spread throughout much of the financial sector today.  Without a crystal ball, not adhering to our investment policies could be 

the biggest risk to our portfolios at this stage in the cycle.  So what news do we have for you in light of the turmoil that has taken 

place in the financial Markets so far this year?  We have some good news and some bad news. 

 

The Good News é well, it has definitely been worse.  The Bad News é it has certainly been better.  Although the exact origin 

of the quote we included at the top of this commentary is somewhat in question, there is little doubt that the curse it wishes upon 

the receiver has definitely been afflicting the US Economy so far this year. 

 

In fact, according to Ibbotson, the first two months of 2008 has marked the worst start to a calendar year for US stocks since 

1933 when the S&P 500 Index dropped 17% during that same time period.  With the S&P 500 Index falling 9.45% for the 1st 

Quarter of 2008, the pain that many Americans have felt within their portfolios has been significant.  When you couple that with 

rising fuel prices and declining home values, it is quite easy to become pessimistic or ñbearishò on the Markets and  the 

economy as a whole. 

 

CONSENSUS 
 

Combine bad loans with lots of leverage and the unthinkable becomes the inevitable ð a collapse in the house of cards of home 

loans.  The most immediate issue is whether credit markets and the lenders who operate within them will stop lending to good 

businesses and responsible consumers.  Keeping the virus from spreading from Wall Street to Main Street is what worries 

economists today.  The consensus is that the domestic economy is weak, but while we wait to learn our fate, the financial 

Markets have not.  The S&P 500 was down 9.45% in the 1st Quarter of 2008.  The technology sensitive NASDAQ Composite 

Index fell 14.07% for that same period.  The challenge is that the global Markets are following the US Markets in this decline.  

The MSCI-EAFE Index which tracks foreign developed Markets fell 8.90% in the 1st Quarter. 

 

TUG OF WAR 
 

As we enter the Spring Quarter of 2008, the U.S. economy is teetering on the edge of a recession, pulled in that direction by the 

impact of the widening credit crunch and 

pulled back by the aggressive monetary, 

fiscal, and more recently, legislative policy 

actions aimed at shoring up the economy.  

The battle began in the Summer of 2007, 

persisted into the 1st Quarter of 2008, and 

continues today. 

 

In our view, while the outcome of the 

contest is still in doubt, the aggressive 

lending actions undertaken by the Fed late 

in the Quarter, along with cumulative 

impact of the Fedôs rate cuts since the 

Summer of 2007 and the fiscal stimulus 

package enacted by Congress in early 2008 

suggest that the U.S. economy may at 
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Index 1Q 2008 Five Years 

(Annualized) 

Ten Years 

(Annualized) 

One Year 

Lehman Aggregate 2.17% 4.58% 6.04% 7.67% 

DJIA  -7.55% 8.94% 3.37% -0.74% 

S&P 500 -9.45% 11.32% 3.50% -5.08% 

NASDAQ Composite -14.07% 11.19% 2.19% -5.89% 

Russell 2000 -9.90% 14.90% 4.96% -13.00% 

MSCI-EAFE -8.90% 21.40% 6.18% -2.70% 
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worst suffer a mild recession, or at best endure a prolonged period of sub par, but still positive, economic growth over the course 

of 2008. 

 

DO NOT FIGHT THE FED  
 

The Federal Reserve has taken several steps during the 1st Quarter to attack the problem.  The Fed has both lowered interest 

rates and made credit facilities available to non-conventional lending institutions ð the investment banks.  It is hoped that these 

actions will stimulate the economy in a few ways (See our article, ñThe Federal Funds Rateò, in the most recent copy of True 

Wealth). 

 

The fact that just one prescription is not enough to help the credit markets highlights the potential severity of the problem at 

hand.  Our economy, in a weakened state, cannot operate efficiently without a functioning credit market.  Banks must be willing 

to lend to qualified borrowers. 

 

OUR PHILOSOPHY  
 

Whether or not we are on the road to recovery in the economy is debatable.  In any case, we should remember the importance of 

staying rational, and continue to monitor the situation at hand. 

 

Our philosophy has always been that a sound portfolio is one built upon the prudent investment strategy of embracing 

diversification and asset allocation.  Our definition of ñinvestmentò is filled with concepts such as long periods of time and due 

diligence.  Our belief, that the emphasis should be ñtime inò the Markets not ñtimingò the Markets, has had the greatest impact 

on the financial health of our clients.  That does not preclude us from recognizing opportunities that the Markets present due to 

their cyclical and sometimes seemingly fickle nature.  As wealth managers our role is to counsel clients regarding the 

stewardship of the assets they have worked so hard to accumulate.  As part of that counsel, we would like to talk briefly about 

that worst start to the calendar year mentioned toward the beginning of this Market Commentary. 

 

It is true that January and February of 1933 marked the worst opening to the calendar year for US stocks in history.  However, it 

is interesting to note that the following three year period, March 1933 through February 1936, marked the best three year 

performance in history with the S&P 500 Index returning 195%.  2008 and 1933 are obviously different in innumerable ways.  It  

is not our contention that the past is any indication of how things will progress in the future.  However, we do feel that history 

has proven one thing.  Markets go up and Markets go down.  Often it is those that are able to keep their emotions in check 

during turbulent times that come out on top when the dust settles.  We look forward to being your calming counsel as we 

continue through 2008. 
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