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Alan Greenspan's "Correction"

Market declines at the end of the first quarter are, in our view, primarily an overreaction to the Fed's raising short-term interest
rates.  This sequence of actions had the avowed intention to lower long-term rates to foster sustained non-inflationary
economic growth . . . thus good for equity markets.  The apparent paradox of lowering long rates by raising short-term rates is
explained by the Fed's view that long rates were already too high relative to actual inflation from a historical perspective.  The
Fed believed that the market should let long rates decline because inflation is low in fact and that the market could rely on the
Fed to quell any incipient inflation by operating on the short-end of the maturity spectrum.  Notwithstanding this logic and all
the advance heralding of the Fed's moves and of its rationale, the stock market behaved as if it didn't understand or it didn't
believe that message.

We suspect it merely provided an excuse for many market participants to give vent to all their fears.

Is the concern about rising inflation warranted?  Possibly, but a sharp upward spike in inflation in 1994 is very unlikely.
Historically, leaving aside years affected by oil price shocks and the inflationary impact of the Vietnam War, only once has the
rate of inflation jumped more than 1/2% in one year.  That year, 1978, was characterized by accelerating wage levels.  Today, unit
labor costs are increasing only 1% annually and, for now at least, no oil price shocks appear on the horizon.  These statistics,
provided by Laura Tyson, Chair of the Council of Economic Advisers, suggest to us that inflation is not a significant factor for
investors.

The Fed's' other reported motive, to put the brakes on excess liquidity flowing into financial assets, resulted from its belief that
short-term rates were too low.

As rates, long and short, rose, longer term bond values started falling sharply.  This had at least two impacts on the equities
market -- one driven by traders, one driven by fundamental factors.  Many institutional bond traders were using huge amounts
of relatively inexpensive short-term debt to buy higher yielding long-term instruments because of their confidence that long-
term rates were not headed upwards.  That is, they would borrow at, say, 3.85% and purchase bonds yielding 6% or 7%.  But as
long-term rates rose, the leveraged bond portfolios dropped in value forcing sales to meet minimum margin requirements, further
exacerbating the stability of the bond prices.

The fundamental change is that with bond rates rising, bonds became more attractive relative to stocks, and tended to drive
down the acceptable price earnings ratios.  This, in turn, caused the so-called "correction" in stock prices, which many had been
expecting.  Still, the S&P 500 is now trading at a multiple of about 14 . . . well within the narrow range of its long-term average.
It's difficult to say, therefore, that the market is overvalued by historical standards.

Regrettably, this action by the Fed makes it seem like it has a tool more powerful than it is.  This in turn could give rise to a
notion (appealing to politicians) that all we need to do is get the Fed to reverse itself and, suddenly, everyone will be feeling
good about the stock market again.  We hope that the authorities will have the good sense to avoid that temptation.  History is
replete with the disasters that can flow from the short-term manipulation of the money supply as a political expedient.  In fact,
however, many commentators now expect perhaps one or more upward adjustments of short-term rates and President Clinton's
recently announced appointments to fill Fed vacancies have avoided stating a view different from the current Fed consensus.
Perhaps once those further adjustments occur and investors' inflation expectations moderate, the expected decline in long rates
will come about.
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Another product of this too close apparent relationship between Fed moves and market results is that some people, already
skeptical of the stock market, will see it as a "rigged game".  It's not rigged . . . but much more important, it's not a game.

Regrettably, many people tend to take a gambler's mentality to the stock market, wanting to buy when the market is "up" and
eager to sell when it's "down" on the belief (not, by the way, justified either by history or by the logic of statistics) that the most
recent "trend" will continue.

While there is some role for short-term opportunistic trading in many people's portfolios, the vast bulk of almost all of our
clients' portfolios should be . . . and is . . . oriented toward long to very long-term ownership of equities as the representation of
a valuable set of assets.  If you view the holding of broadly diversified common stocks as the direct ownership of the nation's
and the world's productive enterprise, you can take an entirely different perspective on short-term fluctuations in the market
valuations of that enterprise.  If it were attractive to own the S&P 500 at, say 482 on January 31, 1994, then stocks were even
more attractive on March 31, 1994, at 445.  For reasons that won't matter given your 10, or 20, or 30 year horizon, this valuable
asset has temporarily gone "on sale".

International Markets

The international markets were a mixed bag this quarter.  Some, but not all, of the "emerging markets" gave back some of their
spectacular gains from late 1993.  Overseas markets, generally, were unsettled by rising international political uncertainty
(Mexico's assassination, North Korea's nuclear intransigence, and US-China diplomatic and trade turmoil).  However, some of
the mature markets showed net gains in the quarter as their economies made convincing beginnings to recovery from earlier
recessions (Japan) or from local political uncertainty (Italy).  This good news was even stronger in dollar terms as the US dollar
depreciated somewhat against some foreign currencies, particularly the yen.

This was an especially happy result for investors exposed to those currencies since, all other things being equal, the dollar
should have appreciated in response to higher domestic interest rates.  This demonstrates the great difficulty of making reliable
short-term predictions about the behavior of markets and why we so strongly focus instead on the fundamentals that drive their
longer term results.  If you have the luxury of time, you can largely ignore short-term volatility.

The recent behavior of overseas markets also illustrates one of the reasons why your investment plan allocates a portion of
your funds to international equities:  to diversify your total portfolio among opportunities that can counter-balance the short-
term movements of individual components.  This will help reduce the short-term volatility of your portfolio given the return
objectives.

Where Do We Go From Here?

The market volatility we are now experiencing is, in fact, quite routine.  Over the past fifty years, the stock market has suffered
declines of 10% or more no less than 33 times, an average of about twice every three years.

The potential for volatility can never be zero when investing in equities.  Even when investing in something as apparently
riskless as Treasury obligations, there is the volatility in real values, at any one time, caused by interest rate changes and by
underlying inflation.  Stripping those factors out over the long term does leave a zero . . . approximately the rate of return of non-
equity investments over most of this century.  The higher return experience of bonds over the past decade or so was an
anomaly, not to be repeated.

Consequently, it is only for goals that are near that we have our clients use money market funds, maturity-matched bonds, and
balanced or income funds that hold stocks and bonds.  This component is meant to provide a stable piece of the portfolio that
will be consumed fairly soon, say, within the next three years, since these investments are expected to have relatively low
returns, sometimes even less than inflation.
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For longer-term goals, we have our clients intentionally take stock market risk because over long periods equity investments
historically have not only beaten inflation, but have far surpassed the fixed income alternative.  Data from Ibbotsen &
Associates reveals that where the US stock market is expected to fluctuate in the short term (and has had one year inflation
adjusted returns as bad as negative 60%!), the market in long holding periods has always had positive returns.  More
specifically, looking at every twenty year holding period since 1926 (measured month to month, this is more than 560 different
20-year periods), the market, as represented by the S&P 500, has at worst broken even with inflation, at best has beaten inflation
by about 16%, and has averaged a return of about 7% more than inflation.

The market of small company stocks in these same twenty year holding periods has had lower lows, higher highs and higher
average returns.  Less data is available for international markets, but what does exist shows yet a broader range of results, again
with higher average performance.

Since the percentage of stocks in any one client's portfolio is the result of the amount allocated for long-term investing, the core
strategy is to maintain that asset allocation:  holding for the long-term rather than trying to engage in the market timing required
to sell high and buy low.  After any sale, there is another decision:  what to buy.  Since maintaining the asset allocation among
equities is the most probable way to target a desired long-term equity return, proceeds from the sale of an equity position need
to be reinvested into the same asset class from which they came.  So, unless the sale has a tax advantage, it accomplishes
nothing toward the planned results of the portfolio and incurs transactions costs along the way.  Consequently, we have not
sold any positions because of this market decline and we have no current intention to do so.

Fund Watch

The following comments will review what we did for our clients' portfolios during this quarter and why.  Each client portfolio is,
of course, highly individualized.  Nevertheless, some of what follows applies to almost all of our clients' portfolios and all of it
applies to some of those portfolios.

The accompanying table presents returns of our most commonly used funds for the last quarter and the trailing 12 and 36 month
periods.

• Small Capitalization Domestic Funds

We decided to sell Sit Growth (formerly called Sit New Beginning Growth) and replace it with other funds.  Sit Growth is a
small cap growth fund that had generally lackluster results for the past couple of years.  However, our decision was not
driven by performance alone.  There was significant turnover in the fund's investment personnel, suggesting that future
results might not be based upon the same sort of decision making that attracted us to the fund initially.

We replaced Sit Growth with two small cap funds -- the DFA Small Cap Value Fund and the Berger Small Company
Growth Fund, a deliberate attempt to balance the prospective merits of the "growth" and "value" styles.  Historically,
"Growth" and "Value" returns have tended to be out of phase with one another.  A combination of the two styles should
capture the return of the small cap market while also reducing volatility.  Because of greater inefficiencies than in the large
cap world, we attempt to find managers who will add value above index returns for this component of the investment
spectrum.

The DFA fund is based on recent, rigorous academic research which indicates that the relatively low P/E, high book value
to market price small cap stocks outperform stocks in general.  Therefore, the strategy is, in theory, value added; but the
portfolio construction is rather mechanical.  The fund can be thought of as a cousin of an index fund.  We also like it
because, like an index fund, it has relatively low operating costs.

The Berger fund is a new fund that seeks capital appreciation by purchasing rapidly growing small cap stocks.  Typically,
we invest in funds with substantial historic records.  While the fund is new, the manager is not.  William R. Keithler, who is
primarily responsible for day to day portfolio management, previously managed funds for INVESCO, including the
successful Invesco Emerging Growth Fund.  A new and thus small fund with a manager who has a good historical track
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record can be a formula for success.  The manager's small volumes do not move the market when he moves in and out of
stocks, and he can purchase truly small cap issues.

In a generally down quarter, we seem to be off to a good start with this decision.  Both Berger Small Company Growth and
DFA Small Cap Value had positive returns for the quarter, while Sit Growth lost about 2.5%.

Several of our clients have Mutual Discovery in their portfolios.  This is a small cap value fund run by the highly regarded
Michael Price.  Unfortunately, just as we started taking positions in the fund, the fund was closed to new investors.  The
closing of a fund is a mixed blessing.  It is frustrating to find a manager and a style that we like and then find that we cannot
use it for new clients.  But we do respect managers who conclude that they can operate with greatest efficiency if they limit
the dollars under their management.

For those of you with taxable accounts, your transaction ledgers reveal a sale of Twentieth Century Ultra and a purchase
of Brandywine in mid-January.  This was an unwinding of an earlier (December) tax transaction and reflects no change is
our basic allocation which includes both Ultra and Brandywine.  Because of a large year-end distribution, the net asset
value of Brandywine dropped significantly in December (when a mutual fund makes such a distribution, the net asset value
drops -- this is not an economic loss because you either get cash, or you reinvest and get new shares).  Consequently, we
decided to sell Brandywine to create a capital loss to be realized in 1993.  Under the tax law's "wash sale" rules, you cannot
take a deduction on a realized loss unless you remain out of the sold security for a full month.  Therefore, to keep you fully
invested in your small cap stock allocation, we took the proceeds of Brandywine and purchased an extra allocation of
Twentieth Century Ultra.  The trade was unwound in January when we sold the Ultra (at a nice profit as it turned out) and
repurchased Brandywine.

In the small cap arena, three of our funds were up slightly for the quarter, but Brandywine, Meridian, and 20th Century Ultra
were down.

• International Funds

Closings have affected a number of our international funds.  Harbor International and Acorn International have both closed
to new investors.  For new investments, we have replaced Harbor with Warburg Pincus International Equity, as a core
international equity fund, and we are starting to use Montgomery International Small Company fund as a substitute for
Acorn.  The Montgomery fund is another new fund which we have chosen primarily to get this particular exposure (small
company/international) into the portfolios.

Core international funds such as T. Rowe Price, Harbor, and Oakmark had a down quarter, but generally performed better
than the S&P.

1993's stellar performer, the so-called Emerging Markets suffered bigger declines.  In hindsight, there is little doubt that
many of these markets, the Pakistans, Brazils, Turkeys of this world, overheated during 1993 in reaction to a large number of
dollars bidding up their relatively illiquid stocks as "emerging markets" became fashionable.  Nevertheless, we remain
committed to allocating a portion of your international equities to the emerging markets sector because, over the long term,
we believe that these markets will provide excellent growth.  Tactically, we are considering switching some of this portion
from Montgomery Emerging Markets, an open-end fund to Morgan Stanley Emerging Markets, a closed-end fund.
Closed end funds trade like stocks; i.e., they are not purchased or redeemed at net asset value.  Rather, there is a finite
number of shares and they trade at however the market prices them.  In a hot market, closed end shares often trade at a
premium above net asset value (as was the case for the Morgan Stanley fund for much of 1993); now that the market has
cooled off, we may be able to purchase this very well managed fund at a discount; i.e., below net asset value.
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• Large Capitalization Domestic Funds

Our allocation to large cap domestic stocks remains committed chiefly to index funds, either the Vanguard Index 500 or the
Schwab 1000.  The market for the stocks of the largest US companies appears to us to remain very efficient, and we prefer to
access this investment category through these relatively low cost funds.  These index funds were down approximately 4%
for the quarter, reflecting, as expected, the performance of the large end of the domestic market as a whole.

First Quarter 1994 1-Year 3-Year

Large Cap
Janus -2.6% 2.6% 11.4%
Schwab 1000 -4.0% 1.1% N/A
Vanguard Index 500 -3.8% 1.3% 8.9%

Mid-Small Cap
20th Century Ultra -1.8% 19.7% 17.1%
Brandywine -0.1% 20.5% 18.4%
Berger Small Company Growth 1.2% N/A N/A
Meridian -3.9% 8.4% 17.7%
DFA Small Cap Value 1.3% 16.0% N/A
Mutual Discovery 3.1% 24.8% N/A

International
Acorn International -0.6% 32.1% N/A
T. Rowe Price International -2.4% 27.2% 12.6%
Harbor International  -3.2% 28.1% 13.9%
Oakmark International -1.1% 28.3% N/A
Montgomery Emerging Markets -9.2% 38.0% N/A
Montgomery International Small Cap -1.6% N/A N/A
Warburg Pincus International Equity -1.7% 33.4% 15.4%

Balanced
Wellington -3.9% 3.7% 10.0%
Linder Dividend -1.9% 5.4% 16.1%
Dodge and Cox Balanced -1.3% 7.4% 11.7%
Wellesley Income -4.5% 2.5% 11.2%

Indexes
S&P 500 -3.8% 1.5% 9.1%
EAFE 3.5% 22.8% 8.4%
Russell 2000 -2.7% 11.0% 16.1%
Lehman Bros. Aggregate

Bond Index -2.9% 2.4% 8.9%

*****


