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Stock Market Performance for October:  Historically October has been the second scariest 
month of the year for stock market performance (with September historically the worst).  
Fortunately, for this October stocks performed well, bolstered with an October 31st treat when 
the Federal Reserve announced a second consecutive cut in the discount rate.  For the full month, 
unadjusted for dividends, the S & P 500 rose 1.4%, the NASDAQ climbed 5.8%, while the 
Russell 2000 rose 2.9%.  Foreign equities and commodities performed well, while bonds rose 
modestly.   
 
MAM Performance for October:  For the month, MAM portfolios outperformed the  
S & P 500, with a composite rise of 2.2% (after all fees), versus a rise of 1.6% for the Vanguard 
Index 500 fund (symbol VFINX) with dividends reinvested.   
 
The five best performing MAM investments for August were Artisan International Small Cap 
(up 8.4%), Columbia Marsico 21st Century (up 6.4%), Capital World Growth & Income (up 
4.6%), PIMCO Commodity (up 4.4%), and Blackrock Health Science (up 4.2%). 
 
The five worst performing MAM investments were Cambiar Opportunity (down 1.4%), 
Yieldquest Total Return (bonds) (down 0.9%), Artisan Small Cap Value (no change), Oakmark 
Select (up 0.2%), and Allied Capital Corp (up 0.3%). 
 
The 0.6% out performance of MAM portfolios relative to the S & P 500 was primarily due to the 
favorable performance of the international mutual funds and U.S. large cap growth funds.    
 
Year-To-Date Performance:  For the first ten months of 2007, unadjusted for dividends, the  
S & P 500 rose 9.2%, the Nasdaq climbed 18.4%, and the Russell 2000 rose 5.1%.  MAM 
portfolios under performed the S & P 500 for these ten months, with a composite return of 9.0% 
(after all fees), versus a gain of 10.8% for the Vanguard Index 500 fund (symbol VFINX) with 
dividends reinvested. 
 
American Funds Conference:  On October 22nd and 23rd I attended a conference at American 
Funds’ Capital Research and Management’s headquarters in Los Angeles.  American Funds 
invited 110 investment advisors from all across America.  In my opinion, American Funds is the 
preeminent mutual fund company in the world.  I was therefore eager to attend.  I was not 
disappointed as I found the conference to be of great value.  I listened to the opinions and 
strategies of a number of American Funds portfolio managers.  The timing of the conference was 
fortuitous as what I learned reinforced my thinking regarding the themes of our current portfolio 
repositioning. 
 
In terms of assets under management, I believe American Funds is the largest mutual fund 
company, even exceeding Vanguard and Fidelity.  Despite their size and influence, American 
Funds and its fund advisor Capital Research and Management Group, are not well known by the 
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public.  This privately owned firm, which was established in 1931, does not market itself to the 
public.  Its funds are only available through stockbrokers and investment advisors.   
 
Prior to the current portfolio repositioning, approximately 21% of MAM’s managed assets were 
invested in funds offered by the American Funds.  These include American AMCAP, Capital 
World Growth & Income, Growth Fund of America, Capital World Growth & Income, and 
Income Fund of America.  All of these funds have consistently provided low operating expenses 
along with strong performance within their respective peer group.  Capital Research’s approach 
to managing money is based on the consistency of superior long-term performance.  Each of 
their funds use a multiple of portfolio managers who work independently, which provides 
another degree of diversification.  A unique feature of their management approach is that 
research analysts directly manage 20% to 25% of each portfolio.   
 
Jim Rothenberg, Chairman of Capital Research & Management Company:   Jim said that 
American Funds is as global as any other mutual fund company.  They are actually the largest 
emerging market manager.  In addition, he said that the average turnover rate of stocks within 
their portfolios is only ¼ of the average mutual fund and 1/8 of the average hedge fund.  This is 
important as it keeps costs down and helps make their funds more tax efficient (i.e. smaller 
capital gain distributions).  In terms of his investment outlook, Jim feels that the credit crunch 
will continue to unfold and he expects additional write-offs at major banks and Wall Street firms.  
While he would not speculate on the chance that the U.S. economy is heading into a recession, 
he feels that the global economies will support the U.S. economy.   
 
One of the questions Jim was asked by the investment advisors was what impact did he foresee 
of a Hilary Clinton Presidency.   He answered that hopefully other nations will start looking 
more favorably at the U.S.  Also, he predicted that highest ordinary Federal tax rate will climb to 
39.5% (from 35% currently) and the long-term capital gains and dividend rate will climb to 25% 
or 28% (from 15% currently).  He said that historically, an increase in tax rates is not good for 
the stock market. 
 
Emerging Markets:  Both Jim Rothenberg and Gordy Crawford, who is a portfolio manager of 
several American Funds, had very favorable things to say about their investment outlook for 
emerging markets.  Jim said that economies of the emerging market countries now make up 30% 
of the world’s Gross Domestic Product and 80% of the world’s population.  Currently, though, 
the total value of all emerging market companies make up only 10% of the value of the world’s 
total stock market.  This leaves quite a bit of room for appreciation.  Gordy feels that emerging 
markets such as China, India, Russia and various Latin American countries will be the dominate 
economic force in the world for decades.   
 
Economics also bode well for the outlook for emerging markets.  Currently, the Gross Domestic 
Product of most emerging markets is growing at 6% to 8% annually, versus 2% to 3% for many 
of the developed countries (including the U.S.).  Furthermore, unlike in the past, most emerging 
market countries are now running huge trade surpluses.  Finally, demographics are a plus for 
many emerging markets.  Their populations tend to be much younger than those of the United 
States and other developed markets.  This is a significant long-term positive factor for these 
countries. 
 
In the past I have avoided investing in emerging market funds due to their very high volatility.  
In addition, MAM portfolios have some emerging market exposure through the international 
funds being used (Artisan International Small Cap, Dodge & Cox International, etc.).  With the  
 



current repositioning for many of the portfolios, I am establishing a very small position in 
American Funds New World.  This is tamer version of an emerging market fund, as only 50% of 
the portfolio is invested in companies based in emerging markets.  The remainder is invested in 
companies based in developed countries which have significant operations in emerging markets.   
 
U.S. Economy:  One of the characteristics that struck me about the Capital Research 
organization is that the portfolio managers and analysts are encouraged to practice independent 
thinking.  Discussions regarding economic outlook provided a good example of this.  One of the 
portfolio managers was very concerned that the housing downturn, credit turmoil, and rising oil 
prices will lead the U.S. into a recession.  Another manager was more ambivalent, saying that he 
had become more cautious within his portion of the portfolios.  On the other hand, Darrell 
Spence, an economist with Capital Strategy Research, was quite optimistic about the U.S. 
economy and the outlook for the stock market.  I like that American Funds managers are allowed 
to use their critical thinking to independently form their own investment outlook.  This avoids 
the “groupthink” environment at some mutual fund firms which can be quite painful when the 
group is wrong. 
 
Update on the Economy and Corporate Earnings:  On October 31st, the Commerce 
Department released its preliminary estimate of the U.S.’s 3rd quarter Gross Domestic Product 
(GDP).  Per the initial estimate, the U.S. economy picked up speed in the third quarter, growing 
at a brisk 3.9% pace, the fastest in 1 ½ years.  The increase exceeded analysts’ forecasts for a 
3.1% growth rate.  The strength GDP growth for the quarter was attributed to increased 
consumer spending and strong sales of U.S. exports to foreign buyers.  GDP growth is expected 
to slow in coming quarters, though, as the impact of the housing slowdown and credit crunch 
continue to impact the economy.  
 
Corporate earnings for the third quarter of 2007 are expected to fall for the first year-over-year 
earnings decline since the first quarter of 2002.  The drop in earnings is primarily due to the 
impact of the credit crisis.  Excluding financial companies (which have been reporting very large 
credit losses during the quarter), most of the non-financial companies in the S & P 500 are 
expected to post growth in earnings from the 3rd quarter of 2006. 
 
Outlook for Stock Market:   Until concerns regarding the credit turmoil subside, I expect that 
the stock market will remain volatile.  With its second consecutive interest rate cut, it appears the 
Federal Reserve is willing to take action to try to prevent the economy from slowing too much.  
In addition, I am encouraged that the strong global economies will continue to support the 
growth in U.S. exports.  This bodes well for large cap U.S. companies. 
 
Portfolio Repositioning:  Starting this week and continuing for the next two weeks we are 
repositioning portfolios.  The major theme of the current semi-annual portfolio adjustments is to 
increase U.S. large cap growth exposure and reduce U.S. value stock exposure.  Secondarily, we 
are increasing our allocation to emerging market equities (see discussion above).  On the day we 
reposition your portfolios, we will send you a letter of explanation along with a copy of the Excel 
spreadsheet(s) detailing the changes to your portfolio(s).   
 
Please call or email me if you have any questions or would like to discuss your portfolio(s).   
 
 
Sincerely,  
 
 
Stephen P. McCarthy, CPA, CFP 


