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Greetings from LFS 

I ]  Dear Clients and 
Friends: 

Here is my quarterly 
newsletter, Invest. The 
goal of Invest is to keep 
you abreast of what is 
happening in the 
financial market, inform 
y o u  a b o u t  n e w  
investments and keep 
you informed about your 
current investments. 

Td Douglas Ruth 

Invest 
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Strange Market 
For the first time in memory, America has two 

distinctly different stock markets: 

The Technology Market in which many 
companies are trading for more than 100 
times this year's projected earnings. 

Everyfhing E k e  where many stocks are 
trading for as little as 5 times this year's 
projected eamings. 

If a company isn't technology, Internet or 
biotechnology, then nobody wants its stock. 

Parting Company: The Nasdaq index has left 
the Dow industrials in the dust in the past six 
months, as tech stocks have soared. How 
much longer can the disparity persist? 

Byron Wen, domestic strategist at Morgan 
Stanley Dean Witter observed: 'The New Economy 
stocks are being priced as if there is no risk and the 
Old Economy stocks are being priced as if there is 
no opportunity. Investing used to be driven by a 
rational analysis of companies but it is now derived 
by a clever analysis of momentum." 
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Momentum inwsfing has been a popular strategy 
on and off for many decades and is used in many 
other parts of life. For example, Regis Philbin has 
been a furture on television for many years. The 
television show LIVE Regis and Kathie Lee has been 
on television for about 15 years. When Regis 
became the host of the show Who Wan& to be a 
Millionaire? and the show became successful, he 
became one of the most sought after personalities in 
the entertainment business. He is featured 
pmminently in ads for Wards Department Stores and 
has been making appearances on shows such as 
DavidLefteman. Regis has momentum. Wards and 
the other people who have hired him are hoping that 
his momentum can help them sell more of their 
products. 

Another example o f  
momentum was illustrated in the 
Sports Sed in  of the February 
27, 2000 Chicago Tribune. The 
following table is from that 
section and shows the Western 
Conference team standings in 
the National Basketball 
Association. included in the 
standings is each team's 
performance over the last 10 
games. 

NBA Wstern Conkrence 

Midwest W L PCT GB LIO STRK HOME AWAY CONF 
- - -- 

San Antonio 36 19 .655 - 7-3 W2 21-5 1514 22-12 
Utah 34 19 -642 1 7-3 W5 22-8 12-11 21-12 
Minnesota 31 23 .574 4W 55 W3 18-10 13-13 21-15 
Denver 25 30 -455 11 4-6 L1 1910 6-20 14-22 
Dallas 23 31 .426 12% 6-4 W l  13-14 10-17 14-18 
Houston 21 34 382 15 3-7 L4 14-15 7-19 13-21 
Vancower 17 -37 - .315 - 18% 5 5  L l  8-19 9-18 7-24 

Pacific W L PCT GB LIO STRK HOME AWAY CONF 

L.A Lakers 44 11 .800 - 10-0 WlO 24-4 20-7 24-9 
Portland 44 11 .800 - 10-0 W10 22-3 22-8 26-7 
Phoenix 34 20 .630 9W 9-1 L1 23-5 11-15 17-15 
Seattle 34 22 .607 10% 5-5 L l  18-9 16-13 22-11 
Sacramentof 31 23 .574 12% 3-7 L3 20-6 11-17 18-12 
Golden State 15 40 -273 29 3-7 L2 9-18 6-22 7-25 
L.A Clippersf 11 45 .I96 33% 0-10 L13 8-16 3-29 528 

I ' Late aame not included 1 

We can see that both the L.A. Lakers and 
Portland have momentum. Both teams havewon the 
last 10 games they played. The L.A. Clippers seem 
to be in the midst of a temble losing streak. They 
have lost their last 10 games, and, in fact, their 
losing streak stretches to 13 games. 

Gamblers use momentum as a guide when 
placing their bets. For even the casual gambler, 
betting that the Lakers or Portland will win their next 
game seems to be a relatively safe bet. 

Eventualty, Regis' popularity will not be as high as 
it is now, and both the Lakers and Portland will lose 
their next games. The momentum people will then 
shift to others and the momentum investors will shift 
with them. 



Cisco Sydems has momentum. 
Cisco assists companies, which use 
various operating systems, to 
communicate with each other. An 
operating system is the equivalent of 
a language. 

In the United States, the majority of people 
communicate by speaking and writing in English. 
Microsoft and Apple Computer each provide 
operating systems. The systems are very different 
from one another. A lay person could differentiate 
between the systems by considering the following 
example: 

Microsoft uses the "English languagew to 
communicate. 

Apple Computer uses the "French languagen 
to communicate. 

With a world economy, the 
need to communicate both 
domestically and internationally 
is more important today than 
ever. Cisco's products allow ! 
companies to communicate and '.- 

overcome the problems of 
language, distance and time. 

A simple example of a C i m  
product is watching a soccer game on television. The 
viewer can change the language of the announcers 
by using the remote control. All the viewers are 
watching the same program but the sound could be 
broadcast in English, Spanish or Polish depending 
upon the language selected by the viewer. 

Cisco has enjoyed tremendous revenue and 
earnings growth as the following information 
illustrates: 

Revenue per Share 
;a 

1990 

Earnings per Share 
1 .Z I 
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The question being 
debated is: Haw inwsttm 
bid up the p k e  of Cisco 
beyond& fair value? Robert 
Marcin, a portfolio manager 
at Morgan Stanley Dean 
W i t t e r  I n v e s t m e n t  
Management has computed 
some intriguing data that 

suggests it may be tough for technology leaders to 
maintain their hyper rates of earnings growth. He 
states: "People look around and see the increased 
pace of technological innovation and assume there 
has been a significant increase in technology 
consumption. That hasn't been the case. The market 
for technology is good and solid but there has been 
no material acceleration in technology over the past 
1 0 years." 

Big Challenge: Even though technology stocks 
have soared the past two years, revenue growth of 
the tech companies in the S&P 500 Index has risen 
at a much slower pace. Revenues were up 15.8% in 
1999, after rising 7.4% in 1998. Skeptics maintain 
that moderating revenue growth may be the tech 
sector's undoing. 

Mr. Marcin notes that the technology stocks in the 
S&P are expected to generate 22.5% profd growth 
in each of the next fwe years, a tall order given that 
revenues are expected to expand at a far slower 
pace" 

You can see that Cisco is trading at the highest 
pricelearnings ratio ever. The financial publication 
Value Line, predids that Cisco's pricelearnings ratio 
will drop back to the 1998 level. 

1992 
1 993 
1 994 

1997 
1 998 
1 999 
2000 

' cum 

- 
PIE 
Ratio 

Avg Annual PIE Ratlo 
T o o  7 m, 

i / 

Barrons Financial 
Newspaper featured a 
cross section of Old 
Economy stocks in its 
February 21, 2000 
edition. All of the 
companies have a long 
history of proffi growth. 

In fact, the projected growth for the next fnre years 
is respectable but the projected growth is small in 
comparison to a similar cross section of the New 
Economy stocks (see charts on pages 5 and 6). 
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markat wlue. High 

Exodus Comm Leading Web-hosting d ~ t  soars despte 

a a d e  rival scores big in past year. 
Sews gxndh powered tig 4Q prdt gain. 
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Comparing the two charts explains the extreme 
differences in valuation between the Old and New 
Economy stocks. Why should an investor buy stock 
in a company that might grow earnings at 8 - 16% 
when they can buy stock in a company that might 
grow earnings at 20 - 50%? The answer is that there 
is a vast difference between saying you are going to 
do something and actually doing it! 

The Old Economy stocks have a proven track 
record of success while the New Economy stocks do 
not. Through the passage of time, it will become 
more evident which of the New Economy stocks 
actually achieve earnings of 20% per year or better 
per share and which cannot. When this happens, the 
valuations will change again. Patient investors can 
use the recent market weakness to build positions in 
Old Economy stocks while waiting to see how the 
New Economy stocks will change. 

There is no question that some of the technology 
companies are well run and very proftable. They 
could and should be considered core investments for 
long-term investors. Many (possibly most) of the 
technology companies are probably not worth the 
price at which they are currently trading. 

The classic story that is used to explain this 
phenomenon is "the can of sardines." Two friends go 
to the grocery store and one buys a can of sardines 
for $1.00. Later in the day, the person who 

Source: Baseline 

purchased the sardines sells 
the can to his friend. for 
$2.00. The friends keep 
trading the sardines back 
and forth to each other, 
always charging a dollar 
more per transaction. 

Finally, the price reaches $1 0. The friends decide 
they should eat one sardine and see how they taste. 
They both reach the same conclusion 
simultaneously; they don't like sardines! The morale 
of the story is that sardines are for trading, not 
eating. 

Many people believe that the technology stocks 
are similar to the "can of sardines." Everyone is 
happy because they can always sell the tech stocks 
for more than they paid for them. This is great until 
investors start to demand earnings in exchange for 
the price they are paying for the stock. Then, like the 
can of sardines, they may realize that they don't 
really like tech stmks after all. 

Investors should only buy stock in companies that 
are making money or have the potential to make 
money in the near future. 



If you can't beat 'em, join 
6em! Warren Buffet has 
recently been buying stock 
in Liz Claiborne. The 
company has momentum. 
Liz Claibome designs and 
markets better lines of 
clothing under Liz Claibome, 
DKNY, and Kenneth Cole 
labels as well as Emma 

James (moderately priced apparel)and RussNillager 
(popularly priced apparel). 

The company sells its products through 
department stores including Sears, J.C. Penney, 
Kohl's, WaWrt ,  K-Mart and others. 

The company's sales and earnings are growing 
and, since 1994, has been buying back its stock. 
Also, the company has no debt. 

Year 

I994 
19% 
1- 
1 997 
I998 
1999 
awo 

Sales 
$ Million 

21 m.9 
2081.6 
221 7.5 
2412.6 
2535.3 
2820.0 
3170.0 

* 

Sales 

I I $Million I 
* Estimated 
I I t I 

Earnhgo Per Sham - 
3.5 , 

15 F- 

Year 

1994 
1 995 
1996 
1997 
1998 
1- 

Year 

1 994 
1 995 
1996 
1 997 
1998 
1999 
2MO 

Earnings/ 
Share 

($1 

1 .XI 
I .69 
215 
263 
283 
3.10 

Shares 
Outstanding 
in Miilions 

2000 3.461' 

'Estimated 

Apparel stocks have been tossed into the bargain 
bin, whether judged by their pricelearnings ratio or 
their individual stock prices. The pricelearnings ratio 
for the group woefully lag the S&P's. The stock 
prices have been battered in recent weeks. 
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A company such as Liz Claibome 
offers the opportunity for terrifn: 
appreciation for the patient investor. 
I encourage you to consider buying 
the stock at its current level. 

Contact: 
Lenox Financial Senrices, lnc. 

81 5-485-5559 

Fax: 81 5-485-91 30 

For Assistance with: 
1. Stocks and Bonds 
2. Mutual Funds 
3. Qualified Retirement Plans 
4. Financial Planning 
5. Variable Annuities 
6. Insurance 
7. Tax Preparation 


