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ENERGY-INTEREST-EURO-INFLATION-OH!!

Volume VII, Number 3 October, 2000

Add to this refrain from Old MacDonald's farm a third "E"--
earnings--and you have the full litany of market woes this
past quarter.  Early in the quarter, many feared that there
would be further increases in interest rates to cool a too
robust rate of domestic growth.  The Fed, it now appears,
had accomplished its goals with its earlier rate hikes, so the
markets settled in for a strong August.  September reversed
as rising oil prices and a continued tight labor market raised
new concerns about inflation.  Meanwhile, the euro
continued to lose ground and several major corporations
warned of slowing in earnings growth or outright earnings
disappointment as the quarter drew to a close.

Any one of these factors might have sent the markets
reeling.  In contrast to the volatility of the second quarter,
this quarter’s response was subdued, resulting in a
relatively flat overall result as the markets continue to
digest some of the excesses of last year.  Since the start of
2000, two key domestic indexes are plus or minus a few
percent from zero (S&P 500 -2.23; Russell 2000 + 3.29).
The tech-heavy Nasdaq is down a much more severe
9.74%.  Instead of experiencing dramatic retrenchment
from some of the valuation excesses of last year, 2000
appears to be delivering for most of our clients a slow,
gradual absorption of those valuations, letting the economic

fundamentals catch up.  Thus, returns for the past twelve
months are still strong by historical standards, even with
the last nine of those almost flat.

As we discuss in articles to follow, the near term outlook for
investment markets is clouded by uncertainty over the
results--both for the White House and Congress--of next
month's election.  Beyond that, the current plight of the euro
and its consequences for the US trade deficit presents, in
our view, the greatest current threat to happy results for
domestic markets over the coming quarters.  Overseas
investments are poised to benefit from the correction of
currency valuations and trade imbalances that must
eventually occur.  And, more than this near term opportunity
for a rebounding euro, the long-term fundamentals for
successful investment in Europe, we believe, remain
strong.

However, we hope that the correction in favor of the euro is
not sudden and extreme.  No one without a very large
appetite for risk would benefit from that.  We are
encouraged by the recent exercise of strategic prerogatives
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to increase supplies (tapping the strategic reserves) to
smooth out crude oil price pressures and the co-ordinated
effort of central banks to halt the drop of the euro.  The
prospects for a "soft landing" are fairly good.  However, we
have no crystal ball and we have been wrong, for sometime
now, about the direction of the euro.

Meanwhile, estate and gift tax reform is postponed at least
until next year, so some of its investment subtleties that we
described in our last Commentary are probably not on the
immediate horizon.  However, we are likely to have very
significant pension and IRA reform legislation before year-
end, to go into effect in 2001.  We will of course report to you
in detail once the specific provisions are enacted.  At this
point, it seems clear that you will be able to enlarge your
opportunities in these areas.  Further, the expanded tax-
favored investment opportunity, generally, is likely to add
support for positive market performance next year as both
more people are brought into participation and existing
participants are permitted to do more.

Also on the very near horizon is a new ruling by the SEC,
effective October 23rd.  Under this new Rule 10b5-1, certain
advance stock sales arrangements to occur on "automatic
pilot" will be exempt from the "inside information"
restrictions that normally apply.  This could significantly
facilitate diversification efforts by corporate officers and
directors faced with heavy stock and option concentrations.
Because of the great importance of this development to
many of our clients, we will forward a separate report once
we have had an opportunity to thoroughly study the Rule's
detailed provisions.

Tim Kochis, Editor

ELECTION 2000

With November fast approaching, the presidential race
between Al Gore and George W. Bush looks like it will be
the closest fought contest in twenty years.  The race is so
close that by now, even if you live in California or Texas or
Massachusetts, you actually may have seen a political
commercial on television!  We're of mixed feelings about
whether that's a good thing…in any event, we think now is
an appropriate time for us to offer our perspective, as
comprehensive wealth managers, on some of the economic
and financial issues in the campaign.

The central political/economic issue in the campaign
concerns what to do with the large and growing federal
budget surplus.  Both Al Gore and George W. Bush have
spent a great deal of time describing how they would
respectively allocate, spend, and/or partly return those
tremendous sums of cash that you, the American taxpayer,
keep pouring into the Treasury.  Here are some of our
thoughts.

Paying Down the National Debt.  Somewhere up there,
Andrew Jackson must be smiling.  Using a significant
amount of the surplus to pay down the national debt is an
idea that has become accepted as wholesome as
motherhood and apple pie.  It's also something that the
majority of wealth managers and the enormously influential
Alan Greenspan enthusiastically support.  Both candidates
have agreed to earmark a large amount (Gore virtually all,
Bush about one half) of the projected Social Security
surplus ($2.39 trillion out of the $4.56 trillion total)* to paying
down the debt.  Gore has gone even further by enlarging his
"lockbox" to cover the Medicare surplus as well.

The economic arguments for debt reduction are strong and
include the following: (1) America remains today the world's
largest debtor in absolute terms; and, while the debt as a
percentage of GDP is quite manageable, paying it down
creates flexibility to solve other large national problems in
the future; (2) paying down the debt is a form of national
savings that helps offset the otherwise dismal personal
saving rate and thus contributes toward further capital
formation and business investment.  Government saving
may be especially useful going forward in light of the fact
that the other primary source of capital and savings in the
US recently has been from foreign investment.  These
foreign savings in the US could dissipate quickly when (not
if) foreigners start purchasing fewer dollar assets with the
expected attendant effect of reducing both the current
account deficit and the exchange value of the dollar; (3)
paying down the debt should exert meaningful downward
pressure on interest rates, producing lower costs (an
indirect tax cut, if you will) for millions and helping to sustain
strong economic growth.

As wealth managers, we are particularly interested in the
positive effects of lower rates on equity valuations.  Lower
interest rates help support higher stock prices by permitting
higher than average price-to-earnings multiples and
inducing higher levels of investment.  The upshot for our
clients is improved prospects for long-term wealth creation
to broaden and enhance their financial objectives.  Although
neither of the candidates nor their parties argue against
paying down the debt, they do differ about the degree to
which debt reduction should be the focus of fiscal policy.
That leads to our next topic:  taxes.

Tax Cuts.  George W. Bush has proposed broader, more
sweeping tax cuts (projected to cost $1.3 trillion...$1.6
trillion when you add the interest expense on debt not
repayed) than has Al Gore ($.48 trillion).  Proponents of
such reductions make Reaganesque arguments that cutting
taxes will spur greater economic growth and foster more
investment by increasing incentives to invest and
unleashing more entrepreneurial activity.  In addition to
those economic rationales, advocates of larger tax cuts also
espouse a more fundamentally philosophical view that
individuals know as well or better how to spend their money
than the government.  On both of these grounds, therefore,

*Projections from 2001 through 2010 based on figures from the Congressional Budget Office.



many believe that at least part of the surplus should be
returned to those who created it: all tax payers, rich and
poor.  We are sympathetic to these views.

Critics of Bush's tax cutting plan contend that it is too large,
lacks fairness, and is an inappropriately stimulative fiscal
policy at a time when the economy is already growing
rapidly.  We, also, believe that Bush's tax cut plan may be
too grand.  We have deep skepticism about the accuracy of
any 10-year budget forecast.  As often occurs in investing,
surplus optimists are looking at the surplus projections
through a rear view mirror and extrapolating far forward the
very recent, unusually strong performance of the domestic
economy.  Further, it strikes us as prudent to scale back the
size of Bush's tax cuts to leave policy-makers with some
dry powder for another time, unlike today, when tax cuts
may be required to give the economy a shot in the arm.

Al Gore's smaller tax cuts are targeted chiefly toward lower
and middle income taxpayers and are designed to reward
certain social activities and behaviors.  Gore supporters
argue that the smaller size of his plan leaves more room for
deficit reduction, shoring up Medicare, and funding other
spending initiatives.  Supporters also applaud the narrow
focus because they think it's more equitable-with the
economy so strong, the well off don't need extra help.
Some fiscal conservatives favor Gore's approach over
Bush's simply because it's smaller and thus less a threat to
debt repayment.  

Critics assail Gore's tax cut proposal as too narrow, too
socially engineered, and too complicated.  Paul Krugman,
a professor of economics and a columnist for the New York
Times, and no conservative, recently poked fun at Gore's
tax cut plan: "As best I can figure, they are targeted on a
middle-income widow with many children, all about to enter
college, who does not receive health insurance from her
employer, is enrolled in a training program, drives a fuel
efficient car and is about to inherit a farm".  We still have
not forgotten that previous efforts to narrowly target tax
benefits, entangled us for awhile with the 28% capital gain
rate on property held for over 12 months but less than 18.

Our view is that unless you're a zealous advocate of paying
down the debt and thus favor no tax cuts whatsoever, then
some compromise between the candidates' two tax cutting
plans makes the most sense.  Republicans should scale
back their tax cut because its size is problematic given the
likelihood that the actual surplus will be smaller than
projected.  Although, we, too, have been truly surprised by
the rate at which the projected surplus keeps growing and
are tempted to be optimistic going forward, past experience
reminds us how fast the fiscal environment can change.
Bear in mind that those surplus projections assume that
government spending rises no faster than inflation and that
no other policies are enacted or changed.  In fact, however,
retirement legislation is currently moving through Congress
today that will impact the surplus figures, as will the routine
extension of numerous tax credits, and all kinds of
"emergency" spending.  

Moreover, the Republican plan calls for a complete repeal
of the estate tax but with provision for carryover of basis
(we discussed these issues in last quarter's Commentary),
which is farther and more complicated than we think reform
in that area need go.  On the other hand, we think it would
be helpful if the Democrats could overcome their aversion
to providing virtually any tax relief to the so-called "rich".  A
more broadly based, simplified tax cut has a lot going for it;
and to an extent that no one can quantify, we do believe
that greasing the wheels of capitalism by reducing the tax
burden on everyone, including the "rich", is conducive to
greater economic growth and prosperity.  It's just a thought,
but such a compromise may result from a divided
government.

Overlooked in both parties' tax plans is a fix to the
alternative minimum tax.  If you live in a high tax state
and/or the term "ISO" has meaning in your financial life,
you should be screaming to get Congress to significantly
reform the dreaded AMT.  We think that the entire rationale
for that whole scheme of taxation has been mooted by
other tax legislation in recent decades and that the reach
and complexity of its implementation are now
unsupportable.

Social Security & Retirement.  Bush has proposed a plan
to reform Social Security by permitting workers to invest a
portion of their payroll taxes in self-directed retirement
accounts.  He plans to use approximately half of the
projected Social Security surplus to help pay for this
change.  Gore has spoken less about reforming Social
Security and is certainly against diverting payroll taxes to
self-directed accounts.  On that topic, Gore's Vice-
presidential nominee, Joseph Lieberman has recently done
some quick backpedaling away from his earlier support of
creating individual accounts.  On the topic of Social
Security reform, we are reasonably convinced that
campaign rhetoric and hyperbole will far outpace
meaningful and honest discussion.  Social Security reform
is such a controversial topic, touching so many lives, and is
so tempting to exploit for political purposes that we don't
think that issue can be properly addressed in a presidential
campaign.  In that context, it does not surprise us, or
probably you, that Bush has provided very little detail about
how his plan really adds up over the long haul.  And Gore
would have you believe that paying down the debt will solve
much of the Social Security problem.

As wealth managers, we are eager to see significant
progress made on shoring up the Social Security system so
that millions of Americans can plan for their retirement and
be confident that the promised benefits will really be there.
We are happy that Bush is at least talking about Social
Security reform, but we think it likely that after the election,
whoever wins will need to appoint yet another bipartisan
commission to provide appropriate political cover for any
meaningful reform effort.  Our concern is that good
economic times will make it easier for lawmakers to push
Social Security reform to the back burner again because
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there is no current "crisis".  We believe that tackling
financial problems early and head on almost always makes
the solutions that much easier; we only hope that Congress
and the next President feel the same way.

Gore proposes to supplement Social Security by
establishing Retirement Savings Plus accounts for lower
and middle-income taxpayers.  His plan would permit
eligible individuals to create tax-deductible retirement
accounts and also receive a government match.
Republicans think that Gore has seriously underestimated
the ultimate cost of this plan and that it's a budgetary time
bomb.  We don't know about that, but we would prefer to
see expanded retirement savings opportunities for virtually
all Americans.  In that context, we are delighted that almost
exactly that kind of legislation is currently moving through
Congress with passage likely this year.

Domestic Spending.  Unsurprisingly, Gore proposes more
Federal spending on education, Medicare, and the
environment than does Bush.  That said, Bush is proposing
increased spending on Medicare, health care, and
education, but at lower levels than Gore, reflecting both his
different philosophical approach, and to some extent, the
impact of his tax cutting plans on his flexibility to pursue
other initiatives.  Curiously, Bush is only proposing to
increase military spending by $45 billion over the next
decade, which is less than seems warranted by his and ex-
defense honcho, Dick Cheney's, rhetoric in this area.
Nevertheless, if we do get more divided government in
November, it seems reasonable to assume that the
Congress will materially alter the winning candidates
spending plans.

Government Regulation.  Perhaps more important than
these differences in spending between the candidates are
the perceived differences in regulatory approach.  Bush is
more philosophically opposed to government regulation
than is Gore; at the same time, both can be expected to
oppose in deed what they sometimes don't oppose in
speech: regulations that adversely impact any significant
campaign contributors.  Remember campaign finance
reform?  John McCain, we hardly knew ye.  That said, a
Gore Administration would almost certainly be tougher on
the pharmaceutical, tobacco, and oil companies than a
Bush Administration, and would also undoubtedly propose
greater environmental regulation.  A Bush Administration,
on the other hand, could be expected to be softer in the
area of antitrust enforcement, which a certain software
company in Redmond, Washington might welcome.
Happily, regardless of the outcome of the election, Alan
Greenspan can be expected to continue his able
stewardship of the monetary aspects of the economy.

Tom Tracy

DOLLARS ARE (TOO?) HOT!

For the second consecutive quarter, investors have
endured mostly negative returns from overseas
investments.  The primary culprit is the decline in the value
of the euro, which has hurt the earnings of European
companies as their earnings are translated into dollars.
(The same effect has damaged the dollar-denominated
earnings of domestic companies with European
operations.)  We (again) profess surprise at the continued
fall in the euro (it declined 16% against the dollar in 1999,
it's inaugural year…when we expected it to
appreciate…and it had declined another 18% through
September 21st).  In concerted action, the central banks of
Japan, Britain, Canada, and the US joined the European
Central Bank on September 22 in selling dollars for euros,
in an attempt to stem the decline in the value of the new
currency.  The euro managed to increase against the dollar
4% in the final week of the quarter even in the face of the
Danes declining, for now at least, to join in the common
currency.

Central banks go to great lengths to keep the value of their
currency, vis-à-vis the currencies of their major trading
partners, within a range which will help them achieve their
macroeconomic goals.  Although our government is a vocal
proponent of free markets, it has intervened in the currency
markets on numerous occasions, through many
administrations.  Sometimes the interventions reflect a
conclusion that the dollar is too strong (1985, 1988, 1990,
1998, 2000), other times not strong enough (1973, 1978,
1987, 1991).  Thus, what's especially notable about the
recent intervention isn't that the US participated in it (that
appears to be routine: every few years the dollar's value
seems to need major correction…up or down), but that a
multinational consensus emerged that the euro should
trade at a higher value, relative to all major currencies.

Looked at in reverse, then, there is consensus that the
dollar should come down; and there are several
macroeconomic indicators which suggest that the dollar's
surprising strength has gone about as far as it can go.  

In part, the strength of the dollar reflects the great demand
for dollar denominated investments (bonds, stocks, outright
purchases of US companies) by non-US investors.  If and
when the supply of dollars in the hands of foreign investors
overwhelms their appetite for those US investments, the
imbalance will be corrected by a decline in the relative
value of the dollar.



The signal that such an imbalance is brewing is contained
in the following chart.  It shows the US current account
deficit, on a quarterly basis, from the beginning of 1960
through the end of the second quarter of this year.

The current account deficit hit an all time high--again--in the
quarter ended June 30.  Although the numbers for the
current quarter won't be tabulated until December, they are
likely to eclipse the previous quarter's levels.  The deficit is
on target to reach a remarkable $425 billion for the full
calendar year.  Historically, deficits of this level (as a
percentage of gross domestic product (GDP)) have been
approached, but never sustained, as foreign investors
eventually decline to hold the increasing quantity of
greenbacks.

Some of the implications of the strong dollar/weak euro
relationship are easy to see.  Americans have enjoyed
great values as they've traveled in Europe over the past
year, while the value of their European investments, as
mentioned previously, has suffered when translated into
dollar terms.  

If the imbalance is corrected, what are the implications for
US investors?  The "soft landing" scenario has the dollar
declining in value gradually.  Helpful conditions would
include a softening in cartel-managed oil prices (priced in
dollars) thus reducing the demand for the currency,
combined with a mild winter, while the economies of
Europe and Japan enjoy moderate growth.

However, this scenario would add to the mild inflationary
pressures already in the domestic economy.  First, the cost
of non-oil imports increase as the dollar depreciates (keep
in mind that we imported over $354 billion of goods and
services in the most recent quarter!).  It would also
stimulate already robust domestic production as the cost of
our exports decline.  Lastly, US investors would enjoy
currency gains from their investments overseas.  The Fed
might be prompted to raise interest rates to ameliorate the

inflationary impacts; but its recent track record of getting
the adjustments "just right" is very good.

A far less comfortable outcome could result if the dollar
declines rapidly in value, perhaps as the result of a sharp
decline in the value of the US stock market.  Under these
circumstances, the Fed might be forced to increase rates
more dramatically to bolster the dollar, check inflationary
pressures, and coax overseas investors back into dollar
denominated securities.

In any event, if you haven't been to Paris lately, this might
be a very good time to go.

Mike Fitzhugh

OPPORTUNITIES AND CHALLENGES IN EUROPE

While the euro's problems may lead some to fear that the
European monetary community, currently 11 countries, is
failing...we believe that other events, somewhat
overshadowed by near term currency concerns, are a
better gauge of the region's future potential.

From a fiscal standpoint, the news is very good.  Nine of
the euro nations are projecting budget surpluses, the first
time in many decades.  While this comes after many years
of cost-cutting policies, recent strong economic growth and
sales of third generation mobile-telephone licenses have
added handsomely to the coffers.  Governments are taking
advantage of these surpluses to carry out tax reform.
Germany stepped to the plate first, instituting the boldest of
these reforms.  Staged over the next five years, personal
income tax rates are reduced by 9% for the wealthiest, and
corporate tax rates of 40% are pared by 15% to 25%.  Very
significantly for Germany's interlinked corporate ownership,
corporations can now sell positions in other companies free
of capital gains tax, allowing for a long overdue incentive to
restructure and putting large additional share blocks into
the retail market, allowing the market’s price mechanism to
put that capital to more efficient use.  Germany's tax
reductions have forced other euroland economies to follow
suit.  In late August, France announced similar reforms and
Italy is expected to mirror this action later this fall.  

The great challenge for these economies will be
maintaining and enhancing growth in a low inflationary
environment.  The goal of 2% inflation set by the European
Central Bank (ECB) prompted the Bank to raise interest
rates in recent months as inflation crept up to 2.4%.  The
mere fact that the ECB is constantly taking the pulse of this
new monetary union should discipline participating nations
to closely monitor their fiscal policies, thus restraining
inflationary pressures.

Fundamental changes in labor are also enhancing
economic growth.  Jobs are being created as governments
relax job-protection rules that had previously restricted
part-time employment and short-term contracts.  As a
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Record-setting US Current Account Deficit May Presage
 A Decline in the Dollar's Value
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YEAR-END TO-DO LIST:  FOR YOU AND FOR US

It feels like year 2000 just began, but the end of the year is just around the corner.  In order to help you focus on the
more fun year-end events…like holidays…we wanted to remind you--early--of some financial deadlines that fall on
December 31, 2000:

RETIREMENT PLANS

Keoghs.  Clients with self-employment income who plan to contribute to a Keogh plan for the first time in 2000 must
establish a Keogh account by December 31st.  However, your contribution to the plan can be deferred until you file
your tax return in 2001.  

Roth IRA Conversions.  Clients who choose to convert their Traditional IRA to a Roth IRA must do so by December
31st.  The converted balance will be included in your taxable income for year 2000.  Unfortunately, under present law,
clients with adjusted gross income over $100,000 and married clients who file their tax returns separately are
precluded from converting their IRAs.

Required Retirement Plan Distributions.  Clients who turn 70 ½ this year are required by law to take minimum
annual distributions from their IRA accounts.  These distributions should occur by December 31st.  We will be in
contact with clients in this situation in November to coordinate these distributions.  

INCOME TAXES

Charitable Contributions.  You can deduct charitable contributions you make before December 31st on your year
2000 income tax return.  Appreciated long-term capital gain property, such as stock or mutual fund shares you've
owned for more than one year, is the ideal type of property to contribute to charities because you can deduct these
items at fair market value without paying tax on the built-up appreciation.  As we mentioned in our last Commentary,
if you have charitable intentions, but have not identified the charity (or charities) you wish to benefit, you can donate
securities to a charitable gift fund, like the one available at Charles Schwab & Co.  By doing this before December
31st, you can secure your charitable deduction for this year and direct the gift(s) at a later, more convenient time for
you.

Year-End Portfolio Transactions.  During the 4th quarter, we will be in close communication with the managers of
our selected mutual funds in order to understand their expectations about year-end distributions.  We can then make
any special transactions, (including, of course, harvesting any material tax losses) in your portfolio before year-end to
minimize your overall taxable income, while still maintaining the integrity of your portfolio's asset allocation.  

Year-End Tax Payments.  You can deduct state taxes you pay by December 31st on your 2000 federal income tax
return.  Upon request, we will provide your accountant with year-to-date summaries of taxable income, gains, and any
tax deductions generated by your investment portfolio in order to assist them with your year-end tax projections.  Also,
we can provide your accountant with a summary schedule of mutual fund distribution expectations, as available, that
should be included in their calculations.  

If you are a new client or if you've changed accountants during the year, please provide us with your accountant's
name and telephone number if you have not already done so. 

DON’T WAIT TILL DECEMBER!

Please let us know as soon as possible if we can help you with any of these matters.  We receive a large number of
client requests as the year draws to a close and we want to be sure to handle each one promptly and flawlessly.

Sandra L. Bragar 
and Young S. Kim, 
Investment Operations Supervisor
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result, more than 5 million jobs have been created in
participating countries since the euro was launched.  And
while unemployment remains at 9.1%, twice the US rate,
this is approximately 2% less than in 1998.  Meanwhile, the
euro-zone GDP growth rate now stands at an impressive
3.8%…a significant increase from the 2.4% average of the
past five years.

The investment landscape is also changing dramatically as
European financial markets integrate.  Euronext, a merger
of the French, Dutch, and Belgian exchanges is to take
place this fall.  The London and German exchanges had
been in talks to merge but the deal has been sidetracked by
shareholder concerns and the emergence of the Stockholm
exchange and the US NASDAQ as additional suitors.
Regardless of who is the victor in these merger/acquisition
battles, the expansion of market penetration along with the
elimination of internal currency risk and the lifting of
restrictions on cross-border investments by pension funds
will create much more liquid markets.  Older companies will
need to be responsive to shareholder demands to remain
viable in this changed environment.  Also encouraging,
many more new companies are emerging.  In previous
years, only a few IPOs were introduced annually...now, as
many come to market every month.

The technology revolution is also a major positive factor.
While the map is crowded with intertwining technologies of
wireless, broadband, handheld, pcs, voice recognition, and
so on, the reality is that information technology systems
(ITS) have contributed significantly to long-term growth in
the United States over the past decade.  Many economists
believe that this technological investment will help sustain
US growth in the 4.5% range.  With many of the euro zone
countries still in the very early stages of ITS
implementation, the coming installation of newer and, in
many cases, less expensive technology (“leapfrogging”)
could substantially enhance the future growth rate of this
region to levels even surpassing the US in the very near
term.

Some of the new participating countries in the European
Union (Greece and the Czech Republic in 2001; Hungary
and Poland once they clear certain economic hurdles
required for admission) are not as wealthy as existing
members but present significant upside potential over the
longer term.  So, while we see challenges ahead in Europe,
we have selected overseas managers who are committing,
on average, about 50% of our clients' Developed Overseas
asset class targets to European markets, leaving 50% to be
invested elsewhere outside the US.  We think it's
appropriate to make a large bet on Europe, but it's not the
only overseas bet we make.

Jane Zaloudek

FUND WATCH

ASSET CLASS AND STYLE DIVERSIFICATION .  A review of the
graph and the "Quarterly Results" table on page 7 reminds
us of the effects of diversifying.  Quarter over quarter,
different asset classes and different investment styles can
be the winners.  This quarter, domestic investments,
greatly outperformed international in contrast to a year ago
when the only positive returns were in the developed
overseas markets. Also back then, the value style of
investing produced the weakest and most negative
domestic returns; this quarter, value was strongly positive.
Further, and happily for most of our clients, our US small
cap mutual fund choices won the race against our domestic
large and overseas selections.  Over all, since most of our
clients have meaningful commitments to overseas
investment, most client portfolios were slightly negative for
the quarter.  Still we believe that benefits of broad
diversification are becoming clearer.  The cheerleaders for
an all domestic, large cap, growth portfolio have been
rather silent in recent quarters.  We believe that our clients
will continue to benefit from portfolios capable of playing
more than one note.

BENCHMARKS AND PERFORMANCE.  To review our reasons for
our fund selections, please refer to the 3rd Quarter 1999
Commentary (Vol VI, No. 3); it tells the story for most of our
current choices.  (That document is in the client's-only
section of our website, www.KochisFitz.com, or we could
put a copy in the mail if you request.)  For the 3rd quarter
2000, the performance of our domestic large cap and
domestic small cap growth (Navellier, up 8.8%) funds
compares very favorably to the "benchmarks" we've
identified (the readily available, low cost alternative of the
Vanguard index fund representing each asset class).  

However, three categories of our funds trailed their
benchmarks: domestic small cap value, developed
overseas large cap, and emerging markets.  Although the
3rd quarter overseas returns are disappointing, our
selected funds generally beat the benchmarks (often
soundly) over longer timeframes.

OVERSEAS MANAGERS.  This quarter saw another significant
downturn for emerging markets.  Although our three
emerging markets funds are, deliberately, quite different
from each other, none was able to fight the flight out as the
markets negatively reacted to the technology meltdown and
increasing oil prices.  Brad Aham, manager of the SSgA
Emerging Markets fund (which holds about 400 stocks),
has had the helm at this fund during this tough year and
shared his thoughts with us recently.  He expresses
optimism about the future performance of developing
economies, emphasizing that with privatization has come
opportunity for new and more effective management which
will be open to efficiency-oriented, capitalist decision-

CONTINUED ON PAGE 8
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QUARTERLY RESULTS: 3rd QUARTER 2000
3 Years

3rd Quarter 12 Months Annualized
2000 to 9/30/00 to 9/30/00

CLASSIC HEDGE
* Kochis Global Diversified Investors, L.P. 0.4% 19.0% 5.6%
LARGE CAP: Domestic
Index Benchmark Index: S&P 500

Benchmark Fund: Vanguard Index 500 -0.9% 13.4% 16.4%
* Schwab 500 -1.0% 13.1% 16.2%
* Schwab 1000 0.4% 16.6% 16.7%

Value Style Benchmark Index: S&P 500/BARRA Value
Benchmark Fund: Vanguard Value Index Fund 8.8% 13.6% 11.2%

Berkshire Hathaway 19.7% 17.1% 12.9%
* DFA Large Cap Value 8.7% 4.4% 4.6%
* DFA Tax Managed Marketwide Value 10.1% 5.2% N/A

Guardian Stock Fund (Annuity) -1.1% 27.3% 16.8%
AST/Am Century Inc. & Growth (Annuity) -0.6% 7.7% 8.2%

Growth Style Benchmark Index: S&P 500/BARRA Growth
Benchmark Fund: Vanguard Growth Index Fund -8.7% 12.5% 21.0%

AST/JanCap Growth (Annuity) -5.6% 16.1% 28.9%
Value Line Centurion (Annuity) 1.2% 22.1% 16.2%

LARGE CAP: Developed Overseas
Benchmark Index: MSCI EAFE
Benchmark Fund: Vanguard Total International Stock Fund -8.3% 3.7% 6.1%

Artisan International -11.1% 40.3% 28.3%
* Deutsche International Equity -8.3% 12.9% 8.9%
* Janus Overseas [Closed] -7.0% 51.6% 24.3%

Baillie Gifford International (Annuity) -7.7% 6.7% 8.8%
DO MESTC S MALL CAP

Growth Style Benchmark Index: S&P Small Cap 600/BARRA Growth
Benchmark Fund: Vanguard Small Cap Growth Index Fund -0.9% 30.9% 7.2%

Brazos/JMIC Small Cap Growth 6.3% 42.4% 18.8%
Navellier Aggressive Growth 8.8% 36.2% 20.1%

Blend Benchmark Index: Russell 2000
Benchmark Fund: Vanguard Small Cap Index Fund 0.9% 23.8% 6.6%

Gabelli Capital Asset Fund (Annuity) 1.3% 13.0% 12.8%
Guardian Small Cap Stock (Annuity) 7.4% 63.5% 12.5%

Benchmark Index: MSCI Small Cap Emerging Markets
Benchmark Fund: DFA International Small Company Portfolio -5.0% -0.7% 2.3%

* Liberty Acorn International -4.2% 30.6% 21.1%

EMERGING MARKETS
Benchmark Index: MSCI Select Emerging Markets Free
Benchmark Fund: Vanguard Emerging Markets Index Fund -9.7% 5.3% -3.8%

* Pilgrim Emerging Countries -13.6% 8.0% -2.4%
* SSgA Emerging Markets -12.9% 2.2% -4.0%
* Templeton Developing Markets -11.9% -5.8% 11.5%

Baillie Gifford Emerging Markets (Annuity) -12.0% 15.7% -4.9%
Montgomery Emerging Markets (Annuity) -12.1% 10.5% -11.4%

* PREFERENTIAL ACCESS THROUGH KOCHIS FITZ

SMALL CAP: Domestic

SMALL CAP: Developed Overseas

Value Style Benchmark Index: S&P Small Cap 600/BARRA Value
Benchmark Fund: Vanguard Small Cap Value Index Fund 7.8% 16.4% 3.4%

AXA Rosenberg US Small Cap 1.8% 16.4% 3.4%
* DFA Tax Managed 5-10 Value 5.8% 16.7% N/A
* DFA US 6-10 Value 5.3% 18.7% 3.7%
* Longleaf Partners Small-Cap [Closed] 5.0% 6.0% 8.4%

AST/T. Rowe Price Small Co. Value (Annuity) 5.3% 26.1% N/A



making such as raising prices, closing plants, and firing
workers.

Wondering whether "emerging markets" investments are
beginning to be heavily represented in portfolios labeled
"developed overseas markets" and thus, perhaps,
inadvertently over-weighted in our clients' portfolios, we
asked those fund managers about their emerging markets
percentages.  Their responses suggest that our managers
are not exactly loading up in this higher risk area but some
exposures have been increasing.  Janus Overseas, for
example, had had an average exposure of about 7%; in
recent quarters, co-managers Helen Young Hayes and
Laurence Chang, have pushed that average up to about
13%, and they had over 17% in emerging markets in the
second quarter of this year.  

Of our other two large cap developed markets funds,
Deutsche International's emerging markets exposure has
been the most consistently lean with an average of about
7% in the past four years, (but ranging between about 1%
and about 11%).  Michael Levy, one of the three co-
managers, reminds us that they would limit their exposure
to 15% in any case.  Levy's low percentage is not surprising
since he sees this as the decade that belongs to Europe,
and he organizes that fund along global sector lines and
emphasizes "growth at a reasonable price" (GARP).
Artisan also has varied its emerging markets holdings by
about 10 percentage points (between 15% and 5%)-and
recently is at about 9%.  Artisan's manager, Mark Yockey,
says he generally expects to be less than 10% in emerging
markets. 

We also checked with Acorn International, our sole
representative in the small cap developed markets to learn
how much co-managers Leah Zell and Margaret Forster
fulfill their mission of finding small and medium growing
companies outside the US by looking in emerging markets.
In recent years, their emerging markets exposure has
gradually dropped from nearly 25% in early 1996 to less
than 10% now.

On balance, then, we are not too concerned that clients are
"over-exposed" to emerging markets.  Nevertheless, we
will continue to monitor these weights and we will be eager
to review target exposures as we have ongoing
discussions with clients regarding appropriate asset
allocations.

CHANGES IN DOMESTIC POSITIONS.  The French financial
giant, AXA, has been on a buying spree and "AXA
Rosenberg Small Cap Value" is the new name of our Barr
Rosenberg small cap fund.  Meanwhile, an S&P 500 index
continues to occupy the "growthy" component of most
clients' overall domestic large cap positions.  Here we've
made a prospective change, to try to eke out a few more
basis points of return.

SPIDERS.  As previewed in our 2nd Quarter Commentary,
our study of exchange traded funds (ETFs) continued this
quarter, and culminated in our decision to use the ETF
known as a "Spider", Standard & Poor's Depository
Receipts (SPDR), in the future in taxable accounts in lieu of
an S&P 500 index fund.  Spiders should have a (very
slightly) higher after-tax return for our clients because the
annual cost is even cheaper than the bargain-basement
Schwab Institutional 500 fund.  Further, it is capable of
being (and has been) more tax-efficient than any index
mutual fund, producing virtually no capital gain
distributions.   Readers of last quarter's Commentary will
recall that to make this decision we had to satisfy ourselves
that any ETF we selected would have sufficient trading
volume to attain pricing efficiency to eliminate any premium
or discount.  We believe that the Spider can accomplish
this; since 1993 when State Street Global Advisors (SSgA)
first introduced this product, the asset base has grown to
$21 billion and Spiders trade millions of shares daily.  It can
be found in AMEX listed under the symbol SPY, where it
trades like a stock.

Linda J. Fitz
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When the Acorn fund company completes its sale to the
Liberty mutual fund group, our favored fund there will be
renamed "Liberty Acorn International".  It will still be
available to our clients with no sales charges or
transaction fees, despite the introduction of such
charges for new retail clients.  

FUND WATCH
CONTINUED FROM PAGE 6


