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The second quarter proved to be very difficult for investors.  After more than a year 
of steadily rising markets, we experienced a correction with the S&P 500 declining 
11.9%. Worrisome was a sudden drop on May 6th in the Dow Jones Industrial 
Average of about 1000 points.  Most of the decline was reversed by the close of 
trading but damage to fragile investor psyches was not as easily repaired. 

In Europe problems in Greece exasperated and confused markets.  Confidence 
declined to levels not seen since March 2009.  Adding to concerns is a growing sense 
the USA is lacking leadership in business and in government. 

We are experiencing a period when markets are ensnared by emotion (fear) and are 
ignoring the facts.  While most measures of the economy are improving, fear 
overwhelms making investors believe the recovery is not sustainable. We believe the 
economic recovery is sustainable but many people believe it is not. Those who fear 
dominated the market in the 2nd quarter. 

Consider the following market indexes and market performance: 

INDEX 2ND QUARTER 2010 YEAR TO DATE LATEST 
12 MONTHS 

Domestic Equity 
S&P 500 Index -11.43% -6.65% 14.43% 
Dow Jones -9.36% -5.00% 18.94% 
Russell 1000 -11.44% -6.40% 15.24% 
Russell 1000 Growth -11.75% -7.65% 13.62% 
Russell 1000 Value -11.15% -5.12% 16.92% 
Russell Midcap -9.88% -2.06% 25.13% 
Russell Midcap Growth -10.20% -3.31% 21.30% 
Russell Midcap Value -9.57% -0.88% 28.91% 
Russell 2000 -9.92% -1.95% 21.48% 
Russell 2000 Growth -9.22% -2.31% 17.96% 
Russell 2000 Value -10.60% -1.64% 25.07% 

International Equity 
MSCI EAFE Index -13.97% -13.23% 5.92% 

Domestic Fixed Income 
Barclay’s Gov/Credit Int. Bond 2.97% 4.56% 8.29% 
ML 1-3 Year Gov 1.01% 1.94% 3.80% 
ML Muni 1-3 Year 0.89% 1.14% 3.00% 

Cash Equivalents 
Citigroup 3-Mo. Treasury Bill 0.04% 0.05% 0.12% 

 

We restate our opinion on the markets to be: 

HIGH QUALITY EQUITIES ARE EXTREMELY ATTRACTIVE FOR PURCHASE 
NOW.  Corporate earnings are improving and balance sheets are strong.  Company 
shares we are recommending and buying are selling at prices reflecting price 



 

 

earnings ratios lower than three years ago and in some cases even lower than those 
in the year 2000.  

 

Expenses are being controlled while profit margins are showing clear signs of 
improvement.  

FIXED INCOME IS NOT ATTRACTIVE EXCEPT TO MINIMIZE VOLATILITY IN 
BALANCED ACCOUNTS AND TO PROVIDE LIQUIDITY.  In spite of historically 
low interest rates, money is flowing from equities and real estate into bond funds.  
Investors are unwittingly taking risks in fixed income.   

Unwitting risk periodically occurs in all markets.  It occurred in real estate following 
9/11.  Disillusioned equity investors became attracted to double digit returns 
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offered by real estate. Fueled by cheap and abundant credit with near 0 down 
payments, 100% leveraged returns were possible but not sustainable. The market 
obviously became over heated as real estate prices advanced at rates everyone now 
realizes were not sustainable.  It is an example of “unwittingly taking risks”. 

In the late 1990s investors in stocks believed 20% and higher returns were 
sustainable. They obviously were not. The equity market’s historical rate of return is 
about 10%.  The great bull market in stocks that began in the early 1980s did not 
attract individual investors in mass until late in its advance or about 1995.  By then it 
seemed 15% and higher returns were reasonable and sustainable.  They were 
obviously neither reasonable nor sustainable.  Most individual investors did not 
become fully invested in stocks until later in the 1990s arriving a few years before 
technology and internet stocks imploded. 

Again investors unwittingly over invested in what came to be called “new economy 
stocks” which promised wealth without doubt.   

Today we believe investors are once again ignoring the history of markets and their 
sustainable returns surrendering again to emotion.   

The belief in the 1980s was interest rates would remain high.  It was yet another 
example of unwitting risk. While many waited for double digit rates to come back, 
they only went lower. About 30 years later in 2010, interest rates are nearly 0 and 
even lower when adjusted for inflation.          

Ironically, fear that made so many believe rates would stay high in the 80s now 
makes them believe rates will remain low now?  In spite of no historical evidence to 
indicate otherwise, investors are over invested in cash and bonds providing returns 
lower than 0 after adjusting for inflation. 

The cocktail party braggart today boasts how he/she sold all of their stocks at 
market highs and is now sitting comfortably in cash earning 0%.  We believe 
unwitting risk today is evidenced today by the so called flight to safety. 

Periods when extreme fear dominates like we are now experiencing, makes clear 
thinking nearly impossible.  Likewise euphoria like that experienced during the 
“roaring 90s” in stocks and the real state craze more recently, presents challenges to 
clear thinking and rational behavior. We call this process “unwittingly taking risk”. 

Unwitting risk by too many makes for wonderful opportunities for others. 

We believe the current market is providing a rare opportunity to buy great 
companies at attractive prices.  The opportunity costs that accrue by holding too 
much cash will eventually be understood.  The losses in long-term bonds will be 
very clearly understood when interest rates rise.   

We believe most holders of too much cash and/or higher than planned allocations 
to long-term bonds are not seriously questioning why they believe interest rates and 
inflation will remain low.  Nor do we believe they are considering the damage to 



 

 

their portfolios that occurs during periods of rising rates. In other words they are 
taking on unwitting risk. We believe their fear is dominating behavior excessively.   

No one is happy with the performance of the markets over the past 10 years.  
However we believe it is important to remember and know that since 1875 we have 
experienced in our country’s investment history a total of 5 miserable periods.  Each 
lasted 10 years or longer.  Returns averaged near 0 when adjusted for inflation.   

Most importantly we need to remember: Following each prior period when misery 
dominated; returns in the ensuing time frames exceeded 15% and lasted for at least 
10 years. 

Human behavior contributes to unwittingly taking too much risk during periods of 
euphoria and too little risk during periods of fear.   

We all understand that too much risk contributed greatly to problems in our 
economy.  Now we believe that taking too little risk can be damaging as well.  At 
Curran we work hard to be aware of risks and to avoid perils of false security 
inherent in all markets including both equities and fixed income.   

Our current strategy is to remain committed to highest quality stocks and high 
quality fixed income with maturities not exceeding 5 years maturity. 

We are optimistic and believe the economy will continue to gradually improve.  The 
continued pay down of debt by both individuals and government are an 
unavoidable drag on GDP.  However the longer term benefits are obvious and will 
be embraced by investors as confidence builds. 

All of us at Curran are grateful for your trust and respect.   

Curran Investment Management is Defining Quality.® 

Sincerely,  
 

 

Thomas J. Curran 
President                                                                                                                                                                 
 
 
This material was prepared by or obtained from sources that CIM believes to be reliable, but CIM does not guarantee its 
accuracy. The securities identified do not represent all of the securities purchased, sold or recommended and the reader 
should not assume that any listed security was or will be profitable. Market indices referenced are unmanaged and 
representative of large and small domestic and international stocks and bonds, each with unique risks. Information about 
them is provided to illustrate market trends and does not represent the performance of any specific investment. You cannot 
invest directly in an index. Past performance cannot guarantee future results.  
 
 


