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Credit Crisis, Record Commodity Prices, Recession, Stagflation, Plunging Dollar 

 
 
Alarming headlines, designed to scare and sell newspapers. Headlines that make it hard to 
remain focused on our investment objectives – long-term wealth production and 
protection. These headlines play on the near term uncertainty, causing fears and anxieties 
to drive us to “do something” to protect ourselves. The market decline induces an emotion 
to sell, resulting in divestment as the market bottoms. The stunningly rapid fall of Bear 
Stearns, a prominent Wall Street firm, only magnifies the desire to seek safety. 

This pattern has played out several times in the recent past. Looking back just a few years 
ago to late 1999 and 2000, we see individual investors chasing the “New Economy” 
investment thesis, resulting in substantial losses as the reality of the “Old Economy” 
resurfaced. By 2002, few would risk entering the equity markets, when the outlook was 
bleak and investor attitudes towards stocks were at a low. More recently in 2005-06, the 
pattern repeated with the housing bubble and the prevalent view that home prices always 
go up and that limited land supply would support the market. Unfortunately, as seen in the 
past, reality resurfaces in tumultuous fashion. Again, we are enduring the corrective phase 
with a bleak outlook and low investor attitudes toward stocks. This scenario may be 
replaying in the commodity markets as they have been reaching record highs. 

However, when looking beyond the headlines with a clear head and a long-term focus, we 
find that the S&P 500 has returned (through 2/29/2008) 10.6% over the past three years 
and 58.2% over the past five years! People that remained invested or continued to invest 
during the bleak times reaped the rewards over the ensuing five years.   

The current credit cycle is a painful but healthy process that clears out the excesses and 
strengthens our financial system for the next cycle of growth. Once this is behind us we 
would expect asset prices to expand considerably, as many high quality companies are at 
their cheapest valuations in decades. Looking forward, prospects for the next growth cycle 
have never been brighter as the world economy appears poised to create more wealth than 
at any point in our lifetimes. With more than two billion people in developing countries 
joining the world economy, the opportunity for global prosperity is unprecedented. Rest 
assured, we are monitoring the current situation closely with an eye towards improving the 
quality, diversification and growth potential of your portfolio. 

 Sincerely, 
 
 Keating Investment Counselors, Inc. 

 


