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DEBT AT VERY HIGH LEVELS:  THE ECONOMY HAS 

NEVER STRONGLY REBOUNDED FROM THESE LEVELS



AVG. HOUSEHOLD HAS LOW CASH RESERVES



CORPORATIONS OVER-BORROWED IN BOOMING ‟90s

Jan „02



“Higher yield corporate bonds have been out of favor since  ‟98…as the outlook

For the economy and corporate cash flow improves, the risk perception should

Improve, favoring a reduction in the spread of corporates over T-Bonds…”

CORPORATE BONDS WERE ATTRACTIVE IN 2002



CORPORATE BOND YIELDS HAD RISEN SIGNIFICANTLY

ABOVE THEIR NORMAL SPREAD OVER TREASURIES

The market was fearful of  lending to companies because they had taken 

on so much CAPEX debt in the booming ‟90‟s…for similar reasons they 

are also fearful of STOCKS! Fear is reflected in the spread.



In Jan ‟02, Fed Monetary Policy wasn‟t working very well because

Banks were reluctant to lend to corporate customers!…. Other forms

of economic stimulus were needed (I.e. Fiscal Stimulus).



Fed Policy wasn‟t working not only because banks weren‟t 

Lending, but also because companies weren‟t borrowing!







STOCK MARKET BECOMES A PRIMARY

DRIVING FORCE OF THE ECONOMY

From 2002 Outlook:  “…Because the average American household

Is very heavily in debt and low on cash, the performance of the

stock market (as it ebbs and flows) will have a pronounced effect

on Consumer Confidence, buying habits, etc…Thus the “linkage”

between the market and the economy is more acute than ever…”

MARKET / ECONOMY  LINKAGES

1) Wealth Effect

2) Consumer Confidence

3) Corporate Financial Strength / Weakness



From Stock Market Outlook, 1-04-02:

“Stocks and bonds decoupled in 1997, following the Asian

Contagion. This situation continues today. Expect bonds to 

provide a „brake‟ on stock market upside…consistent with a

sustained period of sideways stock index choppiness…”

STOCKS & BONDS NOW MOVE INVERSELY: WHEN STOCKS RALLY, 

INTEREST RATES INCREASE, CREATING  A “HEADWIND”



THE “HEADWIND”: 

INTEREST RATES PRESSURE P/E‟s &  STOCK PRICES



WARREN  BUFFETT DISCUSSES THE EFFECTS

OF INTEREST RATES ON STOCK PRICES

Case 1:

Case 2:



The impact of

Rising vs. falling

Interest rates



IF INTEREST RATES ARE FIGHTING STOCK PRICES,

ARE WE HEADED FOR ANOTHER SIDEWAYS MARKET?

From Jan. ‟02 Outlook



In Jan. ‟02, Global Stock Markets were Generally Weak



We forecast a rally to 1190 by mid Jan., ‟02…thereafter the picture

was unclear.  This was only 3 months after 9-11.



Jan. ‟02: Our forecast for the OTC

“2100 by Late Jan.”…hit 2098





MARKETS HIT THE FORECASTS THEN COLLAPSED





Jun ‟02: WORLD MARKETS ARE STILL FALLING:

It‟s difficult for the U.S. market to rally by itself



Bearish forecasts continue:

6-18: “Plunge to 1410”

7-08: “1275 to 1325 by late Jul”

SUMMER of ‟02 REMAINS BEARISH



8-14-02 Forecasts

OTC Targets:

“1070 to 1190 by late Sept”



Sept ‟02 Forecasts:



10-18-02: MARKET OUTLOOK IMPROVES SHARPLY



IMPORTANT INGREDIENTS of the OCT ‟02 LOWS



From 10-18-02 

Seminar

10-02: GLOBAL STOCK OUTLOOK HAS GREATLY IMPROVED

Bottoming:



Jan ‟03 - 2003 Outlook: Have We Bottomed or is a Major Crash Coming ?





Jan. ‟03 ANALYSTS SLASH ESTIMATES & GET THEM RIGHT!



Feb, ‟03: CORPORATE vs. TREASURY SPREADS HAVE PEAKED OUT



1ST QTR ‟03: ANALYSTS KEEP CUTTING ESTIMATES



2-9-03

Estimate

Cuts !



3-21-03: MAJOR GLOBAL STOCK MARKETS HAVE BOTTOMED OUT!



CORPORATE BOND SPREADS CONTINUE TO FALL

AS CONFIDENCE RETURNS TO THE MARKETS…

April 20, „03

…CONFIDENCE IN BONDS INCREASES CONFIDENCE IN EQUITIES !



4-17-03

U.S. STOCK INDICES RALLY in NICE PATTERNS



4-16-03
GLOBAL MARKET RALLIES CONTINUE



6-19-03: CALLING A MAJOR TOP IN BONDS



7-16-03: DRAMATIC BOND SELLOFF CONTINUES



Jul ‟03: BANKS  EASING  LOAN  TERMS & RATES…

…FUEL FOR AN ECONOMY THAT RUNS ON CREDIT!



Jul ‟03: IMPROVING WEALTH EFFECT on CONSUMERS…

…WEALTH UP = CONFIDENCE = SPENDING & INVESTING



DOWNSIDE OF CONFIDENCE: DEBT MOUNTAIN GROWS



Jul ‟03: Non-stop

New home building

Raises apartment

Vacancies to near

Record highs…

Boom can lead

to Bust!



SEP ‟03:  CORPORATE CASH FLOW IMPROVES….

…BUT COMPANIES ARE RELUCTANT TO INVEST



IMMINENT DOLLAR RALLY IS LIKELY12-5-03



$64 QUESTION: After any pullback, then what ?

From 12-5-03



Short-term: toppy

Longer-term: more upside

11-26-03







OUR BIGGEST NATIONAL CHALLENGE

“…out of Control 

budget Situation…”

Bank Credit Analyst



Increase the figure by $7 Trillion for the Prescription Benefit !
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