Dear Investor,

For several quarters in a row, markets have either gone sideways or declined and most of us have viewed our portfolio reports with alarm. Why have markets been so disappointing for so long and what should we do? Here are some comments and suggestions.

Why have markets been so disappointing for so long?

We have experienced an unprecedented triple-whammy in recent years. First, the technology bubble collapsed in 2000, taking the North American economy with it. Then, in 2001, just as we were beginning to recover, the terrorist attacks on New York handed markets what they like the least – uncertainty.

Now, in 2002, we are seeing signs of an economic boom in Canada and a recovery in the U.S., but these signs are being ignored. Rather than focusing on good news such as employment, business fundamentals, GDP growth, and low interest rates, investors are engulfed in a crisis of confidence brought on by several corporate scandals.

The Enron collapse, Adelphia, Tyco International, Worldcom, Xerox, and others have given rise to skepticism. Investors are now selling as aggressively as they were buying during the height of the technology bubble two and a half years ago. Now, as then, economics and business fundamentals are being ignored.

One thing is certain. Reforms will occur and confidence will gradually be restored. This always happens. Then, valuation levels should return to historical norms and market opportunities will once again be greater than market risks.

What should we do in the meantime?

There are three positive steps we can take. First, follow experienced investors and take advantage of sale prices. As Warren Buffett says:

"If you expect to be a net saver during the next five years, should you hope for a higher or lower stock market during that period? Many investors get this one wrong. Even though they are going to be net buyers of stocks for many years to come, they are elated when stock prices rise and depressed when they fall. This reaction makes no sense. Only those who will be sellers of equities in the near future should be happy at seeing stocks rise. Prospective purchasers should much prefer sinking prices."

This could be a great time for dollar-cost averaging into the market at sale prices. You are at a long-term advantage if you invest today in funds that are buying shares of great companies at low prices.

Second, be a long-term investor. History has always shown that stock markets provide the strongest returns over the long term. Here’s a chance to let history prove itself again.

Third, be patient. Although bear markets are not positive for everybody, they always end.

In conclusion

Don’t be swayed by media wailers who sing a song of doom if stocks and mutual funds don't move up every day or every year. Although that tune sells newspapers and television time, it’s really unhelpful. A patient, long-term investor who takes advantage of sale prices will actually benefit from a bear market.

No one likes to see their investments decline in value. But those who panic and get out of the market hurt themselves in two ways. One, they turn temporary paper losses into permanent actual losses. Two, they prevent their portfolio from participating in the market gains that will inevitably occur.

I know it’s tough, but my best advice to you is to be patient and buy low. 

Please feel free to contact me if you would like to review your portfolio allocations or if there is anything else I can do for you.

Yours sincerely,

