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A Bubble Is A Bubble

By Ralph Weil

s most of you know, Clifford
Associates has a long
history that dates back to

1915. While none of the current
principals were around at that
time, many of us have a long his-
tory of managing investments and
advising clients on their financial
needs. Also, we have had the ben-
efit of reviewing past records and
comments from our predecessors.
The point of this is that we learn
by previous examples and per-
sonal experiences. These experi-
ences and formal education help
us to form our investment philoso-
phy and expectations for the stock
market.

In establishing our outlook for the
next twelve months and longer, we
review both current and historical
data. We have been writing these
guarterly comments to clients for
many years. Usually, at year-end
we incorporate our forecast for
the coming twelve months. For a
historical perspective, we would
like to quote from a prior newslet-
ter:

Have basic conditions so
changed that the old stan-
dards of value are no longer
applicable and must be either

drastically revised or com-
pletely discarded? Is the
United States - now a
wealthy capitalistic nation -
entering upon an era of such
industrial prosperity, that
Corporate Earning Capaci-
ties will mount in the geo-
metric progression and
within a reasonable time sup-
port the present high prices
for Common Stocks?

Or are we wandering from
the straight and narrow path
of financial virtue, and pur-
suing a dangerous course,
resting upon false financial
doctrines, which will ulti-
mately lead to distress and
disaster?

The writer is inclined to the
opinion that the present rise
of Common Stocks has been
carried to excessive levels
and that the time will come
when we will look back to
this period as a wild orgy of
speculation during which we
lost our sense of financial
equilibrium.
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S&P 500 Historical Stock Index

300

1925-1933

250

A

1

’

150 -
100 -
50
0 \ —

Te) © ™~ ©
IN IN N IN
) ) ) )
— — — —
o o) o) o)
o} o) o) [0
] [a) [a) [a)

Dec 1929
Dec 1930
Dec 1931 |
Dec 1932
Dec 1933

“A Bubble Is A Bubble” continued from page 1

Those comments could, most certainly, have
come from one of our quarterly pieces in 1999,
because as you remember, we were very cautious
about the technology bubble at that time. In fact,
those comments were written by A.M. Clifford
in December of 1928. A bubble is a bubble is a
bubble, and we have seen them before and our
guess is we will see them in the future, most
likely the distant future when a new crop of in-
experienced professionals try to convince us that
it is different this time around. The last big
bubble prior to the 1999/2000 spectacle was in
1971/1972, which some of us witnessed first hand.

The cycles in the investment markets correspond
with the major cycles in the economy. The ex-
treme peaks in economic activity and the subse-
guent dismal troughs occur at the end of a long
growth phase. At the peak, the equity market will
also go to an excess which requires a long and
painful correction. We believe we are now
through the most painful part and the equity mar-
ket is poised to move upward from here.

So what is the current condition of the economy?
On the positive side, we see that real Gross Do-
mestic Product (GDP) grew at a 4% rate in the
third quarter of 2002, and grew an estimated
1¥%:% rate in the fourth quarter. Productivity con-
tinues to improve, orders for durable goods are

showing positive trends, and consumer senti-
ment is holding steady. Housing remains strong,
interest rates are down, and inflation remains
low. All is not positive, however. The employment
picture looks fuzzy at best and businesses in gen-
eral are still working through excessively high
inventories. Because of over-spending on capi-
tal items by businesses in the latter part of the
90’'s there is still a great amount of excess capac-
ity in certain industries. Both state and federal
governments are running large deficits, as well.
Overall, we feel that at this time the positives
outweigh the negatives by a small margin.

Both the current environment and history sug-
gest to us that the recovery in economic activity
will continue at a slow pace and result in GDP
growth in the range of 3% for at least the next
couple of years. This translates into a more av-
erage growth rate in income and cashflow at the
corporate level. Earnings increases over the next
couple of years should be in the 8-9% range for
most of corporate America.

In this environment, valuations play a very im-
portant role in estimating stock price movement
in the future. Currently, the market overall,
when measured by multiples of either earnings
or cashflow, could be considered fairly valued.
Price Earnings Multiples (P/E’s) are in the range
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Portrait of a Recession & Recovery
U. S. Quarterly GDP
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“A Bubble Is A Bubble” continued from page 2

of 15 to 16 times 2003 estimates. Historically, this
is high for a market bottom, and would normally
concern us were it not for the current low infla-
tion and low interest rates.

Our outlook for the fixed income market is not
strongly positive. Increasing economic activity
generally results in rising inflation rates, which
in turn causes higher interest rates. Given cur
belief that this recovery will be slow, inflation
pressure shouid not return quickiy and cause an
ertly end to the recovery. Even with that said,
we expect tie boind market will likely turn nega-
tive some time this y2ar with hond prices falling
and yields rising. This ricans we will remain cau-
tious with our bond investments and generally
purchase short maturities in quality issues.

Our new equity purchases will reflect our long-
held belief that companies we establish positions
in should demonstrate an ability to control their
own destinies, have demonstrated management
success and commitment, exhibit increasing
rates of profitability and offer attractive current
and future valuations.

In summary, we believe the economy has bot-
tomed and is in a slow growth recovery. The eg-
uity market has successfuily tested its July lows
and should move up from here and have a posi-
tive return for the full year. The fixed income
markets will most likely have mildly negative re-
turiis this vear, reflectina what we believe will
Ve a rising interesu race environment. S
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Stimulus Proposal

By Jim Fox

he administration’s tax

change proposal has been

presented and the usual
political challenges are surfacing. As
a result, what is enacted will likely
be different from what has been
presented. We are analyzing the
components of the plan in an attempt
to understand the investment
implications of each element. While
it is too soon to offer clients a detailed
reaction, we do feel every item will
have a generally favorable impact on

the financial markets and therefore
investors in stocks and bonds. In
contrast to those who scream that this
part or that part will not add to
economic growth, we feel each part
will contribute in some way to an
improvement in the psychological
atmosphere which may be as
important as a direct economic
benefit. L5

A Warm Reception For Clients

By Peter Boyle

or those of you who visited
Feither our Huntington Beach

or Pasadena offices last year,
you realized 2002 was a year for
remodeling. In Pasadena, after seven
years of expansion in our current
location, we were bursting at the
seams and in need of a facelift. A
similar facelift was sorely overdue
for our Orange County office.

To close out the year and just before
the holidays, we welcomed our clients
to an open house not only to showcase
our facilities, but to express our
gratitude for their continued support.

As we commented during during the
evening, many of our new clients are
referred by existing clients.

Over wonderfully prepared food we
listened to comments by two of our
partners on the basics of planned
giving vehicles and Clifford’s
thoughts on the economy and markets
in 2003, (Ralph Weil has summarized
his comments in the lead article.)

We have received nothing but
positive comments from those who
were able to attend. For those of you
who were not able to join us, please
call us and make a point to visit our
new offices in the coming year, and
hopefully you can join us next time.
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