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The Economic Outlook

The U.S. economy continues to charge forward, growing at an annual rate of 4.3 percent. We anticipate this growth to continue throughout this year, although the rate may slow slightly depending upon the Federal Reserve's position on interest rates. In a recent speech before the Economic Council of New York, the Federal Reserve Bank Chairman noted that inflation was once again their primary concern. The Chairman noted that the Federal Reserve Bank will preempt any inflationary pressure with interest rate hikes. 

As a rule of thumb, stock prices tend to fluctuate with interest rates. Investors are almost always willing to pay higher multiples for stocks when interest rates are low. Thus, an increase in interest rates will tend to have a dampening effect on the stock market. It is our opinion that an interest rate increase of 50 basis points in the first six months of this year will cause an overall decrease in stock prices of around 10 percent. Even with rising interest rates, our Balanced Portfolio has recorded an impressive gain.

Stock Holdings

It is our opinion that technology will continue to be the driving force in the U.S. economy
.
 Even though technology stocks tend to reactive negatively to interest rate increases, we believe that any negative effects that interest rates may have will be more than offset by the steep growth curves of many technology companies. We particularly like companies that are building the new Internet infrastructure and semiconductor companies. Our top stock holdings appear in the following table. As you can see, technology companies dominate the list.

Balanced Portfolio Breakdown

Our Balanced Portfolio experienced a large influx of capital this year as more and more investors opted for the professional management and diversification this product offers. When compared to last year, the Balanced Portfolio has a larger percentage of assets allocated to stocks. In particular, we have increased our position in technology stocks. Diversification and aggressive growth are the primary objectives of the Balanced Portfolio. Although the portfolio has adequate diversification, it is heavily weighted with stocks in aggressive growth companies. 

Management Team and Strategy

Moving forward, our strategy will continue to be aggressive growth with large positions in technology companies. We also believe that the coming year will be an excellent time to invest in small cap stocks. Although large caps have outperformed small caps over the past three years, we believe small caps are poised for a rebound. For this reason, we will continue to move funds into the small cap arena. In addition, we will maintain an appropriate level of diversification in bonds, cash, cash equivalents, and REIT's (Real Estate Investment Trusts). Our management team consists of:

Sylvia Romero (MBA, Harvard)-Balanced Portfolio Manager

Sarah Gardner (MBA, Stanford)-Technology Fund Manager

Lisa Evans (MBA, U.C. Berkeley)-Bond Fund Manager

�I think we really need to stress this sentence.  How do the rest of you feel about this?


�I have no objection
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