
MO NE Y W SE 

Keeping up with the (Dow) Joneses -
A Turbulent Start to the Third Millennium 

Part II - 2003 to 2006 

Year four of the third millennium. 2003. started with most im'estment 
gurus predicting that, as had happened in the 192911932 crash, we 
would see a fourth consecutive year of market decline for only the 
second time in history. Instead, it turned out to be the first positive 
year since 1999 with the Dow gaining 2432%, up 2,11229 points 
to close the year at 10,453.92. 

In the July MoneyWise column, we 
had reviewed the performance of the 
Dow Jones in each of the first three 
years of the new millemlium. 
Counting the three "minus years" of 
6.2%, 7.1% and 18.8% gives a total 
decline of 32.1 %; yet the overall 
decline for the 3-year period ending 
31st December 2002 comes to 27.4%. 

The second three-year period saw the 
Dow Jones rise from 8,34l.63 on 31 st 
December 2002 to 10,717.50 at the end 
of2005, for an overall increase of28.5%. 
This marginally erased the frrst three
year loss of27.4%. However, the full 
six-year variation (end 1999 to end 2005) 
is still a points drop of779.62, or 0.678%. 

The following are the major 
year by year highlights: 

2003: During the year, despite 
mounting tensions, the Dow trended 
higher initially, retreating as war with 
Iraq became inevitable, and then soaring 
as the invasion of Iraq began in mid
March. Three weeks later, Baghdad was 
captured. Meanwhile, tax cuts, including 
a reduction in the dividend tax rate to 
15%, were approved by Congress. 
Unemployment peaked at 6.3% in June, 
a level which would have been 
considered close to full employment in 
the 1970s. On June 25th, Fed Chainnan 
Alan Greenspan, reduced interest rates 
to 1 % - where they would in fact remain 
until June 30th of the following year. 
The year ended with the capture of 
Saddam Hussein by the U.S. army on 
December 13th - two days after the 
Dow had closed above 10,000 for the 
first time in 18 months. 

2004: POSSIbly on the basis of the 
Massachusetts Institute of Technology's 
(MIT's) Professor of Economics, Paul 
Krugman's dictum: "Today's 
ma111ll1als are tomorrow's dinosaurs", 
the 8th April saw the replacement of 
Dow components Eastman Kodak (18th 
July 1930), AT&T (14th March 1939), 

and International Paper (3rd July 1956). 
The new components became 
American International Group (AIG), 
Pfizer and Verizon Communications. 
The dates between brackets for the 
replaced companies are the ones on 
which each company had, itself, 
become a component. 

It is easy to understand that George 
Eastman's original Brownie cameras and 
his Kodak company's film processing 
have been totally overtaken by today's 
digital cameras and film technology. 
Equally, if you think how email has 
replaced paper in your personal 
communications and apply this to every 
household and office worldwide, you can 
follow the logic ofthe removal of 
International Paper. This is proof positive 
of the Dow's dynamic development as 
its overseers select the companies that 
reflect the most relevant and vibrant 
sectors of the American economy. 

A look at the names of today' s 30 
companies includes AT &T 
Incorporated. Wasn' t this company 
replaced on 8th April 2004? Here is 
the full background: AT &T was first 
listed as "American Telephone & 
Telegraph" on the 4th October 1916, 
when the number of companies making 
up the Dow J ones was increased from 
12 to 20. It was dropped on the 1 st 
October 1928, when the number of 
component companies was increased 
to 30. This increase happened in 1928, 
not in 1938 as inadvertently reported 
in the July MoneyWise column. 

It was readmitted in 1939, changed its 
name to AT &T Corporation on 20th 
April 1994, and was again taken off the 
list on Rth April 7.004. On the 1 st 
November 1999, the Dow underwent the 
last face lift of the second millennium 
with 4 new companies: Microsoft, Intel, 
Home Depot and SBC Communications. 
The latter, upon completion of its merger 
with AT&T on the 21st November 2005, 
changed its name to AT &T incorporated 
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- which company name replaced SBC 
Comms. 

But how did the market itself perform 
in 2004? What were the major economic 
and political factors influencing it? 

Stock market prospects were not helped 
as the Fed raised interest rates for the first 
of five times during the year. U .S. interest 
rates more than doubled from I % in June 
to 2.25% on December 14th. Neither 
did the terrorist attacks in Madrid on 
March 11 th, and the kidnappings and 
beheadings in Iraq, create a climate of 
investment confidence. 

On October 25th crude oil future prices 
climbed to a then all-time high of$55.67 
a barrel, and the Dow responded by falling 
to 9,749.99, down 6.7% for the year till 
then. The re-election of President Bush 
in November, and the subsiding of 
inflation expectations, in tandem with oil 
futures ending the year at $43.45, helped 
to see the Dow c10se the year at 10,783.01. 
This was a gain of 10.6% from its 
October 25th close, but only translated 
into a full-year gain 00.15% based on 
the Dow's 2003 year-end. 

In 2005, the Dow fell 0.61 % to 
10,717.50, its smallest annual percentage 
change since 1926, and just the fourth 
time ever that its annual percentage 
change was less than I %. The year's 
major disasters were the London terrorist 
bombings on 7th July and hurricanes 
Katrina and Rita at the very end of August. 
The latter shut down oil and gas drilling 
operations along the Gulf Coast. This 
caused oil prices to climb to record highs 
as global energy demand, led by the 
Chinese dragon, rose to unprecedented 
levels, and supply from the refinelies 
dried up. Remarkably, the unemployment 
rate ended 2005 at 4.9%. Inflation 
expectations caused the Fed to increase 
interest rates by 25 basis points at each 
of its 8 meetings between 2nd Fcbruaty 
and 13th December to 4.25%. This 
inverted the yield curve (when short tenn 
mtes exceeolons hono yielos) - ;m event 
that some see as a harbinger of recession. 

The biggest loser on the Dow was 
General Motors with a mighty drop of 
51.5% while, out of the 14 gainers, 
Hewlett Packard topped the list with a 
whacking 36.5% gain. 

continue" on page 28 
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2006: On 1st February, Ben Bemanke 
was swom in as Chairman of the Federal 
ReselVe's Board ofGovemors, and its 
policyrnaking Federal Open Market 
Committee. The meetings of 28th March, 
lOth May and 29th June saw a further 3 
consccutive interest rate increases take 
the Fed Funds rate to 5.25%, where it has 
stayed after no increases were announced 
on the 8th August and 20th September 
meetings. By then, the oil price had 
slipped and slithered by more than 20% 
from its 2006 peak. These factors brought 
the Dow to within 100 points of its all
time high of 11,722.98 at the beginning 
of the millennium (14th January 2000). 

Quo vadis October 2006 to 
December 2009? 

In October, I will be attending MDRT's 
Top of the Table meeting in Palm Deselt, 
California. On the 20th, a star scheduled 
speaker is Jeremy 1. SiegeL He is an expert 
on the economy and financial markets, 
and is a regular columnist for Kiplinger 's 
and Yahoo! Finance, besides the Wall 
Street Joumal and the Financial Times. 

Mr Siegel will give his projection of stock 
and bond retums during the next five years. 
He will answer two questions fi"Om his 
latest book "Future For Investors": 

1. What have been the characteristics 
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of the best-performing sectors and stocks 
during the past 50 years? What does this 
mean for your current portfolio? 

2. What will happen when all the baby 
boomers try to sell their stocks and bonds 
to finance what, they hope, will be a long 

and prosperous retirement? 

Readers may feel tree to email me on 
joe@bonellofinancial.com for a "foresight 
saga" from 25th October, which will 
probably be Malta's Budget day!8J 
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