VISION

We envision an
investment world
in which markets
are fair, safe,
understandable,
rewarding and
accessible to

all people.

MISSION

We seek to manage
investment portfolios
Jor U.S. based
Jfoundations, nonprofit
organizations and
individuals, using
the highest level

of professional
investment advice
together with
genuinely caring,
personal service.

VALUES

Utter integrity,
confidentiality, honesty,
and ethical conduct

Utmost concern
and respect for clients

Highest level of

professionalism

Genuine
understanding

of each client’s
individual situation
and careful attention
to all clients’
investment

needs

AN UNSTABLE WORLD

A few weeks ago, while watching the NewsHour,
I caught the following exchange in an interview
that business editor Paul Solman was conducting
with former Treasury Secretary Robert Rubin:

PAUL SOLMAN: So when you talk about the
'90s, . . . you were concerned about this famous
vicious circle, I take it, of higher interest rates,
lower confidence and so forth?

ROBERT RUBIN: Yes, I'm very concerned
about it, Paul. I think the probability that. . .
the fiscal course that we are now on is going
to lead to serious trouble is exceedingly high.

PAUL SOLMAN: Seventy percent?
Eighty percent?

ROBERT RUBIN: No, I think it's probably
materially higher than that. . .

I did a double-take at that comment. Not
because I was shocked by it. But rather, because
I had recently been having similar thoughts.

As investment advisers, we annually prepare
a Political, Economic and Capital Markets
analysis. I enjoy this analytic process. What it
requires is that one turn off, as best as one can,
all personal biases, fears and hopes for the future,
and take a cold hard look at whatever the facts
are that are out there. Of course, once having
done that, one can turn back on the emotions
and become human again. But for a time, the
point is to try to take all feelings out of it, look
at as much information as possible, and simply
figure out what's really going on.

The problem is, that late last November, after
I had cheerfully launched into that process,
the conclusion I was coming up with was rather
disturbing: we're clearly on the path towards
a major global crisis.

Well — it’s one thing to have a good under-
standing of what’s going on in the world. But
global political or economic disaster? This is not
the message that I really want to put out to
my clients — or anyone else, for that matter!
Nor is it the message that I think most people
want to hear.

So I was starting to feel rather uneasy about
it. First, at the prospect that the world is
actually headed in that direction. Of course,
my analysis could simply be wrong — although
the conclusions I was coming up with seemed
increasingly obvious. But, beyond that, what
was | going to do about it? How would my
business associate react? Do I tell my clients
what I'm honestly thinking? Or should I just
quietly keep my mouth shut, and pray that it
turns out nothing bad happens?

And now here was Robert Rubin saying pretty
much the same thing. In fact, it wasn’t only
Mr. Rubin from whom I was hearing this
message. As I read the commentary of others
in the investment profession, those who are the
wisest and for whom I have the most respect,
one after another were hinting that they were
having similar thoughts. Furthermore, as I began
talking with my associate, colleagues and friends,
I began to find out that the thoughts I was
having weren’t all that uncommon.

So I decided to tell people what I really thought.
But then I was confronted with a whole new
set of problems. Given that 'm in business as
an investment adviser, what kind of advice am
I supposed to provide for this scenario?

First, let me emphasize that in the near term —
2004 — we actually expect things will be fine.
Granted, we see tensions and imbalances
building beneath the surface. But for 2004, we
expect the U.S. Economy will continue on its




current course of recovery, and that the stock markets will
continue to climb — albeit not as strongly as last year.

Nevertheless, let me be explicit on our crisis scenario: if that
comes about, we expect it will be in the 2005-2006 time
frame. Furthermore, we expect we will start to see signs of
the growing problems in 2004 — in the bond markets (rising
interest rates), currency markets (ongoing dollar weakness),
and resurgent inflation.

So, what kind of advice do we provide? Do we just tell everyone
to sit tight until November, then bail out and buy Krugerrands?
Or, do we jump on the current bandwagon and stuff our clients’
portfolios with hedge funds?

I don’t mean to be flip about this. Part of my reluctance in
writing about global crisis is my fear that doing so helps
such a tragedy take place. I like to think that a devastating
nuclear war or biologic terrorist disaster can never happen.
Once we start to seriously envision such an event, does that
help it come about?

One thing I know: were all in this together. As for one’s
investment portfolio, if conditions seriously deteriorate, hedge
funds won’t be the answer.

If investment is to have any meaning at all, we must believe
in the future. And yet, if one hasn’t the time or the stamina
to ride through a year or two of interim upheaval, there are
some sensible things one might do. For example, right now
for nearly every investor, we recommend U.S. Treasury Inflation
Protected Securities (“TIPS”). And there are some additional
less risky investments that might help people get through a
period of turmoil.

In all honesty, though — if 'm to come clean about what I really
believe — I'm an optimist. What I really see going on in the
world today are the growing pains of globalization. While we
see stresses and strains all over the world, reflected in terrorism,
trade disputes, military conflicts — these are really struggles as
we attempt to establish stronger global authorities and a higher
world order. Much of these stresses and strains can be seen in
economic imbalances between the United States and the rest
of the world, such as our current negative balance of trade, and

growing foreign ownership of U.S. assets. What these imbalances
really reflect, however, is the diminishing preeminence of the
United States. On the other side of these disruptions are the
tremendous development and growth taking place with so many
other people and countries around the world.
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From an investment perspective, if one can look past the near
term, we see opportunities in these emerging markets. Of course,
in that development and growth, it’s critical that we protect
our global environment. For the longer term, however, we
believe that the best investment strategy is to invest in that
global future.

Can we evolve to that higher level without going through a
major crisis?> When I look around me, I see many people all
over the world, working so hard, with great wisdom and out
of the depths of their beings, to bring goodness into the world.
Whatever disruption we might need to get there, I believe we
are on the path to a better world.

~N
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Ifyou would like to read our full 10-page Political, Economic ¢ Capital Markets Review and Outlook for 2004, it is now posted
to the Newsletter page of our website (www.hamrickinvestment.com). Or contact us and we would be happy to send you a copy.
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