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Monthly Investment Commentary- April of 2003:
Stock Market Performance for April:  The market rose sharply in April, the second consecutive month of appreciation.  For the month, the S & P 500 rose 8.1%, the Russell 2000 climbed 9.3%, while the Nasdaq appreciated 9.2%.  MAM portfolios generally rose slightly less than the S & P 500.  For the month, ten of the fourteen U.S. equity mutual funds used by MAM outperformed the S & P 500.  MAM portfolios, however, were held back by the performance of bonds and REITs.  Although high-yield bonds and REITs did well, they rose less dramatically than did equity prices.  For the year-to-date, though, high-yield bonds and REITs have outperformed the S & P 500. 

The four best performing MAM mutual funds were Oakmark International Small Cap (up 14.2%), Artisan International (14.0%), Firstar Micro Cap (11.7%), and PBHG Clipper Focus (10.0%).  The four worst performing MAM mutual funds were PIMCO Total Return (up 0.8%), Pioneer High Yield (up 4.0%), Cohen & Steers Realty (4.2%), and Loomis Sayles Bond (4.6%).

The S & P 500 started this year at 880.  It reached a low of 801 on March 11, 2003, just before the outbreak of the war with Iraq.  It closed April 30, 2003 at 917.  This represents a rise of 4.2% for year-to-date 2003, and a rise of 14.5% from the March 11, 2003 low.  The stock market has responded very positively to the fact that the war with Iraq was brief (three weeks) and that none of the feared calamities occurred (terrorist reprisals, use of biological or chemical weapons, or mass burning of the Iraqi oil wells).

Whether the stock market will continue to recover will depend upon how consumers and businesses respond to the end of hostilities and the lessening of other geopolitical risks (North Korea, Israeli-Palestinian tensions).  It is hoped that higher spending will result which will lead to increased employment and higher corporate profits.

Corporate Profits Better Than Expected:
So far, corporate profits for the first quarter of 2003 have been relatively positive.  To date, approximately two-thirds of the S & P 500 companies have posted quarterly earnings.  Of these companies, only 16% have missed estimates, which have been reduced for several months by the analysts.  More significantly, 62% have exceeded estimates, while 22% reported in-line results.  The average increase in first-quarter profits has been 12.1%, which is well above the expectations that had been lowered after a disappointing pre-announcement season.
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Economy Showing Mixed Performance:  

Economic reports released this past month have been mixed.  On April 25th, the Commerce Department said that U.S. Gross Domestic Product (GDP) for the first quarter of 2003 grew by only 1.6%, falling short of economists’ forecasts.  While the GDP report is a backward looking indicator, the Conference Board reported earlier in the week that its index of leading economic indicators dropped 0.2% in March.  Since the index is designed to indicate where the overall economy is headed in the next three to six months, a negative reading is disappointing.  The March reading, though, was a slight improvement over the revised 0.5% decline posted in February.  The final piece of disappointing economic news was the Labor Department’s discloser on May 1st that unemployment benefits fell last week by a seasonally adjusted 13,000 to 448,000.  While it was good to see that unemployment benefits fell, the report still represents the second highest reading of the year.

On a much more positive note, the New York-based Conference Board reported on April 29th that the Consumer Confidence Index rose sharply to 81.0 from a revised 61.4 in March.  The index had fallen for the previous four months.  

MAM Strategies:  

I have not changed any of my strategies.  Although I am guardingly optimistic, I remain cautious in my approach.  For portfolios with cash, I continue to gradually invest on a monthly basis with a conservative asset allocation mix that includes a 20 to 30% bond position and a 7% REIT position.  For the bond allocation, I am continuing to favor high yield bonds (Pioneer High Yield and Loomis Sayles Bond) which have performed very well over the last six months.  

Most MAM accounts have a much lower bond position (approximately 10 to 15%).  As I reposition existing portfolios, I will consider making a small increase in the bond allocation.  Until the recent rise in the market, I have been hesitant to sell equities and purchase bonds.  I feel that a continued rise in the market this year could provide an opportunity to take this step to reduce the future volatility of portfolios.  My expectation for the next few years is that while equities will outperform alternative investments (bonds, money market instruments), gains will be relatively modest and the market will remain volatile.  For most investors, the best approach is to diversify their portfolio across various asset classes to reduce the volatility, while still benefiting from any stock market recovery.

Please call me if you have any questions or would like to discuss your portfolio.
Sincerely,
Stephen P. McCarthy
