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Dear «Dear»,
I trust this finds you and your family well.  While you may not be as panicked as some investors are, you are likely worried about the markets so I thought I would make a few clear points right now.

First off, the credit markets have virtually seized up now and banks do not trust one another’s solvency.  This would and should make anyone worry because healthy credit markets are essential to the economy, and they should be “worked out” (not bailed out) by agencies of the federal government.  Our politicians are failing to properly explain this to us and so are essentially failing to lead.  This worries not only U.S. citizens but global markets as well.  It creates a crisis of confidence and the damage can spread like wildfire.

And you’ve heard on a daily basis about the oldest money market fund “breaking the buck” (The Reserve Fund); forced investment bank mergers (Merrill Lynch to Bank of America); FDIC takeovers of troubled banks or thrifts (Washington Mutual); a large insurance company insolvency (AIG); and most incredibly the conservatorship of the twin government-sponsored entities, Fannie Mae and Freddie Mac.  The U.S. stock market is now more than 25% off its peak of a year ago, while foreign stock markets are down far more.  This all leads some to tell you that this meltdown really is different, that “this is the big one” and money should be hoarded in gold or placed under your mattress.

Well, it says here that this current market malaise is NOT the big one.  Very scary it may be, however it is not the end of our market-based economy.  What we have here is the smell of raw fear, and sheer panic is taking over some investors’ ability to reason clearly.  However, where there is fear there is opportunity – and to quote from my letter to our clients dated September 13 of 2001: “I can not emphasize enough the importance of staying calm and not selling any of your stock holdings.”

A FEW SPECIFIC POINTS

· The money market funds we invest your money in through Charles Schwab are very safe and well-run.  We recently had close to $5 million invested on our clients’ behalf 

· across several Schwab money market funds so we of course monitor their holdings and performance quite closely.

· Many brokerage firms have encountered tough times.  Charles Schwab is financially sound and holds net capital of $1.2 billion, more than four times in excess of the regulatory minimum.  Enclosed is more detailed information.

· Main Street Advisors is not an aggressive Registered Investment Advisor (RIA) firm.  You very likely are in a less-aggressive asset allocation model(s) than most other financial advisors would normally suggest for your personal situation because you have less in stocks and more in cash and bonds than many of your peers.  On top of that we have muted our MSA asset allocation models, with even less than “target” growth positions plus gold bullion (SPDR Gold) in most accounts.  As I wrote in January “our portfolios are prepared to defensively handle a difficult year should one arrive.”

· For those investors currently drawing on their accounts, there is still plenty of cash and bonds to draw upon without selling mutual funds that have suffered the worst losses.  For those with many years until funds are needed, patience during tough markets has almost always been rewarded in one to three years.

Over the past eighty years there have been almost a dozen instances of bear markets in the Dow Jones Industrial Average, that is, drops of more than 20% from any peak to any trough.  Every time, the resulting recovery from an ultimate bottom has never been less than 28% one year later; the average recovery has been about 36%.  Just six years ago stocks reached a multi-year low on October 9, 2002; exactly one year later they were up by 32% from that low.

Understand that whatever the Federal government finally does will not instantly end the credit market crisis.  In the next week or so your quarterly reports will be sent out and the numbers will be pretty ugly.  We will briefly explain the major factors behind the credit market crunch as well as what moves we contemplate making.  The fact that we have “held our hand” and not made any meaningful purchase moves this year has been to our benefit.  As markets inevitably recover, though, adding to positions at huge discounts to their year-ago prices has proven to be beneficial for long-term investors.

Please do not hesitate to call upon us to discuss any of your financial issues.

Sincerely,

David R. Peloquin, CFP

President

Enclosures
