Portfolio strategy: Ken Fisher

Forbe’s Magazine’s Portfolio Strategy columnist and Fisher
Investments chief executive KEN FISHER is positive on the outlook
for 2003 and explains why historical evidence shows that US
presidents’ third terms are always good for the economy
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tion. There have been more negative
than positive first years by a factor of 10
to 9 and almost as many negative sec-
ond years, counting 8 to 12.

By contrast, the entire back half of all
President’s terms suffered only five neg-
ative years ever—1931to0 1932, leading to
the Great Depression’s bottom, 1939 to
1940, as the US approached the Second
World War, and 2000 as the technology
bubble first burst. All of these five are
big, unusual negative phenomena. That
last negative third year was all the way
back in 1939 and was down merely 0.4%.
The third year US median return? 22%.
They have traditionally been up big.

What causes this? First, as you know,

normal people hate losses much more |

than they like gains - in fact, more than
twice as much. Second, Presidents
always plan for the absolute historical
political rule that President Bush just
spectacularly upended. Normally a
President’s party loses at least some

long. When government threatens
property rights (or wealth) materially, it
scares the foundation of free markets -
hence it scares the stockmarket.

Examples? Here are two of many:
1969, the first year of Nixon’s first
term, he gave the US the
Environmental Protection Agen-
cy, drastically changing property
rights. In 1994, Clinton’s second
year, he attempted, but failed, to
nationalise healthcare.

In Presidential third years all this
stops as administrations focus on
campaigning for the next election
rather than legislating. Talk, not action.
Despite Bush’s mid-election upset of
tradition, he still has a paper-thin
Congressional majority. His 2003 actions
will be ordinary as he focuses on build-
ing his political capital via the 2004 elec-
tion rather than spending his it on
heavy legislation. The prime goal will be
to get re-elected with a bigger

ever

leader, Halliburton, sells for 60% of rev-
enue with a 3.1% dividend yield. If infla-
tion picks up unexpectedly, it will boost
both stocks materially.

Eastman Kodak was a glamour stock
for decades and now has been a dog for
a long time. But this dog will have its
day. Still the world's photography power-
house, the stock is a steal at 80% of rev-
enue with a 45% dividend yield.

Finally, look across the channel at
French telecom equipment maker,
Alcatel. In a beat-up field, Alcatel has
done relatively well while its stock,
plagued by the tech bubble collapsing
around it, plunged 94%. At 30% of rev-
enue with a2.4% dividend yield, itis now
worth owning. Meanwhile, clothes

retailer The Gap, which | recommend-
ed buying in our November 2002
issue, has gone up too much, too
fast, and can be sold. M

ken@fisherinvestments.co.uk

The foregoing constitutes the general views of Fisher Investments and should not be regarded as personalized investment advice or a reflection of the performance of Fisher
Investments or its clients. Nothing herein is intended to be a recommendation or a forecast of market condition. Rather it is intended to illustrate a point. Current and future markets may
differ significantly from those illustrated here. Not all past forecasts were, nor future forecasts may be, as accurate as those predicted herein. Investing in the stock markets involves a
risk of loss. Investing in foreign stock markets involves additional risks, such as the risk of currency fluctuations. Past performance is never a guarantee of future returns. This article is
from the year 2003 and statements made as of this date may no longer be applicable.
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