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Panel suggests upturn, altered expectations
Economy( Stocks may be the place to be in '02, with a pre-bull outlook, some say.
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o help put 2001 in perspective - and pre-pare for the opportunities and challenges ahead - the Orange County Register's business staff members asked eight local finance and eco-nomics experts to come together around one table this month to discuss what they'd learned over the past year and what they expect for 2002. Yesterday, we ran the panel's thoughts about the year just ending. Today: their thoughts on the year ahead. 

What's in store for the economy in 2002? 
Esmael Adibi: Our projection is that next year there will be a recovery, but a very mild recovery, principally because there is no particular sector right now that is likely to stage a big turnabout in 2002. Real estate is already doing well. Business investment is not going to come back. So what's going to come back? It will probably be the consumer because of refinancing, because of the tax rebate, because of the reduction in taxes. There are lots of pluses out there. To me, we're going through a very mild, shallow economic down-turn, which is exacerbated by this big drop-off in technology. People are aware of this because of the stock market. Look at the unemployment rate. It's not that bad. Income is growing.
Jane Hall: If you look at the consumer level, the lower gasoline prices - and they really have tumbled over the past couple of months - put more money in a household's pocket. So they're going to be buying more things, going to more movies. That's another cushion for the economy. If you look at crude oil, it's a more mixed picture. The low prices to consumers are very nice short-term, but medium-term there's a real risk. If you look at all the recessions since World War II, all but one or two were preceded by an oil-price shock. If you look at the rapid growth periods, they all coincide with low petroleum prices. So, when I look at the Middle East, with the Saudis holding 25 percent of the world's reserves, the only country that can run production up or down really fast, it's just not a pretty picture.  

What does a mild recovery mean for financial markets? 

Rick Keller: I can't call myself a bull because I think the market is expensive here. I think it's already priced in a recovery for next year. But at this point of the cycle I feel that, as risk goes, the bond market is far less attractive than equities. A lot of the analysts and CEOs of these companies were reluctant to bring their numbers down. Now they're reluctant to bring their numbers up. I think when you look at PEs (price-earnings ratios) for 2002, they're probably on the very conservative side. I think there's some room for those numbers to come up. When we think of the Y2K spending, most companies updated their technology, both hardware and software, by June of 1999. The obsolescence factor starts kicking in somewhere in the three- to five-year range and three years would be June of 2002. 

Adibi: We've probably seen the best of bonds. If forecasts are correct and the economy starts to expand next year, I think long-term bond yields are going to start going up. So the stock market is the best place to be. But when we start talking about sectors, that's where we may have some disagree-ments. I think technology is overpriced based on income for 2003. 

Tom Lydon: So what happens to the average investor who was heavy in technology? They've had the guts to hang in there. What do they do? 

Hall: Defer retirement. Plan again. 

Al Gobar: Tell them to buy selected REITs (real estate investment trusts) and not to worry. 

Lydon: To add insult to injury, if we do see a recovery next and if we see the market coming back, we see the technology sector lan-guishing. Then a lot of those investors are in trouble. These people just want to break even. They can't sell. 

Branch Talley: I don't want to see technology prices get too far ahead of the real recovery in earnings. Everyone's happy to see Intel go from $20 to $32. But now it's trading at 59 times next year's earnings. What I hope would happen would be a steady rationalization of pricing in technology as the capacity gets worked off. We've still got dregs of some technology stocks in house that we haven't been able to sell -- the EMCs, the Ciscos. But that's not where any of the new money is going in my shop. 

Keller: The drift in the technology area is the decline of profit margins because of increased competition. We could never get back to the margins we had before and so we could have the sales growth come back in the next cycle, but I don't think the margins are going to be there. 

Adibi: I think this is a good long-term investment opportunity. I believe in index funds; I don't go after selected stocks. I think it's a good time to be adding to your positions slowly through index funds, diversified funds, global funds -- definitely have some global stocks -- because I think there's a real possibility that European and Asian markets will outperform the U.S. in the next 10 years ... but people also have to lower their expec-tations. People had expec-tations that stocks were going to go up 20 percent, 25 percent every year. That has never happened except for the last five years. 

Talley: When I joined Dean Witter in 1986, the average annual return had been 9.1 percent, inclu-ding dividends. But the last 15 years were so good that it has raised that average. So people need to revert to the pre-bull market expectations. 

Keller: My advice would be rebalance your portfolio. Stick to your long-term allocation that you originally set out with. If it was 60 percent stock and 40 percent bonds, as most balanced pension plans are, it's time to rebalance back. If you were fearful of the market at the bottom and did reverse asset allocation and moved yourself back to a conservative picture -- if we're right, and the economy improves, and interest rates trend higher -- then you've potentially gone from the risky asset being stocks to the risky asset being bonds, the "safe asset" you just went to. 

Chip Hanlon: Professor Adibi suggests we should lower investors' expecta-tions. I'm in that camp. People need to be reminded that there have been extended periods of time in history where stock returns have been close to nil. It may be a time to take a more active role in your portfolio. 

Lydon: Buy-and-hold worked so great for so long, and people have been told for so long that market timing doesn't work. We're telling people to look at a simple 200-day moving average. Run it on everything in your portfolio. You get it free on Yahoo. And make sure that you have a solid reason for keeping those stocks in your portfolio that aren't above their 200-day moving average.
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