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Too Late at the Ball

By Dauvid Andrew

¢ late comedian Eddie Can-
tor once told a joke that
today's investors can prob-

ably relate to, after the past 18
months of market turmoil. He said,
“They told me to buy this stock for
my old age and it worked perfectly.
Within six months, 1 felt like an old
man.” During the past year, the
stock market (as measured by the
Standard & Poor’s 500 Index) has
endured a drop of over 25% from its
record high and more volatility than
we've seen for some time. The fall-
out from the dot.com crash has
spread like a virus into other key
sectors bringing some stocks down
to multi-year lows. As the second
quarter ended, the S&P 500 was up
for the quarter but still remained in
negative territory for the first half
of the year.

The Federal Reserve is concerned
that the U.S. economic slowdown is
spreading worldwide. In attempting
to avoid a recession, the Fed has an-
nounced six consecutive interest
rate cuts this year — a historic
record. Still, corporate profits in
many sectors of the economy are
weak, forcing cutbacks in capital
expenditures, jobs and expenses.
More troubling, consumer debt is
soaring, most of it relating to credit
cards. Without more power to bor-

row and spend, consumers may be
unable to lead us out of the slump.
Most investors are hoping for recov-
ery later this year; however, it is
likely to take longer than expected.

According to a recent survey, inves-
tors still expect that stocks will de-
liver 15% annual returns over the
next ten vears. Before slumping in
2000, the S&P rose more than 20%
each vear from 1995 through 1999.
No doubt investors are still being in-
fluenced by the heady returns of the
past decade.

Recent studies indicate that inves-
tors should lower their sights. The
research firm of Ibbotson Associates
completed a study that suggests
lower future returns are far more
realistic. Over the last 15 years
through year-end 2000, stocks
gained an average of 16% a year. If
compared to a longer time frame,
these exceptional returns are nof
the norm. Ibbotson’s study divided
the past 75 years into 61 rolling 15
calendar-year atretches. Out of
these 61 rolling periods, there were
just 13 occasions when stocks gen-
erated 16% annual returns or more.
As the economy continues to strug-
gle, many knowledgeable investors,
academics, and economists are pre-
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