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REsoOLUTIONS

Sometimes in my investment work I’'m
accused of being a spoilsport. Take our
recent investment projections for 2003,
for example.

In December we completed our outlook for
2003. Let’s skip over the details for the
moment and jump right to the bottom line:
we think the outlook for the stock market
looks pretty good. After three years of declin-
ing stock prices, this projection, if accurate,
comes as most welcome news, right?

Before we load up on growth funds and
break out the champagne, however, let me
take a step back and fill you in on some of
the reasons why we think the stocks will be
heading up in 2003.

One reason is because we expect the U.S.
will go forward with war on Iraq. Major
spending on such a campaign will provide
economic stimulus to our economy. It will

also help reduce unemployment.

Another reason is that we expect the federal
government will cut taxes. This may take
the form of incentives to business, reducing
taxation on corporate dividends or perhaps
accelerating tax cuts already in place.

A third reason we think the markets may
be headed higher is that the federal govern-
ment will be stepping up spending in other
areas as well — such as on homeland security,
on prescription drug benefits, or in providing
financial assistance for bankrupt corporations
or cash-strapped state and local governments.
The impact of all these government policies,

we believe, will be to invigorate the economy
and the markets in 2003.

Well — no one is anxious for war. But lower
taxes and a stronger economy — that sounds
pretty favorable, doesn't it?

True. But when we look at the longer term,
the outlook is less rosy. With regard to Iraq,
for example, we suspect the government
will become enmeshed in an ongoing expen-
sive commitment to sustain an unstable
regime — such as the scenario that already
appears to be playing out in Afghanistan.

As for the kinds of stimulus the federal
government will be providing, we note that
much of it is “one-time” in nature, or in-
volves assumption of expense by the govern-
ment that won't necessarily translate into
ongoing stimulus for the overall economy.

Finally, we note the recent return to govern-
ment deficit spending. With the clear
outlook for lower tax revenues and rapidly
increasing expenditures, this shortfall is
likely to quickly widen, resulting in large




budget deficits. We think the longer-term impact of all
this deficit spending will be inflation. What initially may
look like a strengthening economy and a robust stock
market may subsequently turn out to be sluggish real
economic growth and less valuable Dollars.

O.K. I admit to being something of a perennial pessimist.
As an investment analyst, it’s one of those things I'm
supposed to be: skeptical. However, in this New Year, |
promise I'll try to lighten up a little. So let’s just go back
to my initial premise: higher stock prices in 2003. Nothing
wrong with that. Furthermore, I may be way off base with
regard to the longer-term inflationary outlook. And even
if inflation eventually cuts into those stock market gains,
we still think that equity-related investments will turn out
as one of the best places to be in 2003.

But if I may, I'd like to leave you with one additional
thought.

As we were putting the final touches on our 2003
projections, including our favorable stock market forecast,
| was also noting our expectation that terrorist activities

will continue, and reading reports in the news about
voluntary small pox vaccinations and renewed spending
on homeland security.

It occurred to me that even if our stock portfolios are up
in 2003, what kind of world is it that we are creating for
ourselves? Are we going to be required to get vaccinations
to protect ourselves from each latest bio-terrorist threat?
Will we have to undergo a strip search each time we want
to get on an airplane and go somewhere?

Let me not be naive: much of the intelligence we hear
about is chilling. Certainly there are vast stores of hugely
destructive weapons, and | acknowledge that there are
plenty of people who would make use of that weaponry
if given the opportunity to do so. Clearly we need to
establish safeguards to protect ourselves.

Nevertheless, | wonder if getting vaccinations and building
missile defense shields will really solve the problems that
are confronting our world today. I grant you, there are no
easy solutions. But if we are truly to diminish the threats
of terrorism and massively destructive weapons, | think
we may need to take a different approach.

In 2003, as an investment manager, | will be working
diligently to strategically position portfolios and maximize

returns for our clients. At the same time, as a human

being, I'll be searching hard for any way I can find for us
to work together to build a world in which we all want

to live.

With best New Year’s wishes to all for a prosperous, and
peaceful, 2003,
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If you would like to read our full Review and Outlook for
2003, you may find a link to it on the “Newsletter” page on
our website: www.hamrickinvestment.com/news. html.
Or contact us and wed be happy to send a copy of it to you.
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