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   January 14, 2008
“Those who do not remember the past are doomed to repeat it.”







George Santayana, Spanish Poet

History does indeed repeat itself, there is no denying that.  The moral of the last couple of recessions is that investors would be better served if the recession had already begun.  Here is a brief summary of the last two “hard” recessions:
July 1990 – March 1991
Fed funds were already coming down from much higher levels when the recession officially began in July 1990.  The Fed lowered .25% basis points to 8.0% in July, and there were seven more rate cuts before March, leaving rates at 6.0%.  The Fed continued to act and another seven cuts later left rates at 4.0%.  Still the Fed was not finished and acted three more times in 1992 and the last cut in September left rates at 3.0%.  At the bottom, the market lost 22% and was breakeven by the time rate cuts ended.
March 2001 – November 2001
The March 2001 recession had its roots in faulty Fed action as Greenspan-led Fed raised rates to stem the market’s dot-com bubble.  The Fed raised rates seven times from June 1999 to May 2000, followed by six rate cuts in 2001 before recession was declared.  The Fed cut three more times after the recession finished until rates stood at 1% in June 2003.  They stayed at 1% for one year, which many blame for today’s woes. (ie. Rates stayed too low for too long) Markets responded hitting near highs by 2006-2007.
Current Dilemna
The Fed has cut rates three times since August from 5.25% to 4.5%, but that comes after seventeen consecutive rate hikes.  In my opinion, the Fed wanted to moderate the housing boom, but now I believe the Fed must be aggressive to the latest challenges facing the US economy.  The sooner this action is taken the better, but futures right now have built in 100% chance of .50 basis points by the January 30th FOMC meeting.
While I expect continued volatility, interest rates will once again fall more than anyone expects, maybe to 3.0% or even lower.  While I concede it’s tough to get any serious market moves on the upside going until the financials settle down, I do think remaining exposure will be disclosed in the next 60 days as they all go to “confession”.

Stay Tuned, 

Vito Finucci

Vice President & Director

Private Client Division

The information contained herein has been obtained from sources believed to be reliable at the time obtained but neither RBC Dominion Securities Inc. nor its employees, agents, or information suppliers can guarantee its accuracy or completeness. This report is not and under no circumstances is to be construed as an offer to sell or the solicitation of an offer to buy any securities. This report is furnished on the basis and understanding that neither RBC Dominion Securities Inc. nor its employees, agents, or information suppliers is to be under any responsibility or liability whatsoever in respect thereof. The inventories of RBC Dominion Securities Inc. may from time to time include securities mentioned herein.

RBC Dominion Securities Inc.* and Royal Bank of Canada are separate corporate entities which are affiliated. *Member CIPF. ®Registered trademark of Royal Bank of Canada. Used under licence. RBC Dominion Securities is a registered trademark of Royal Bank of Canada. Used under licence. ©Copyright 2007. All rights reserved.
� EMBED MSPhotoEd.3  ���








[image: image2.png]


_1192871435.bin

