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Dear Fellow Shareholders: 
 
A number of fundamental factors have led us to take an increasingly cautious stance 
toward US stocks in general.  These include the following: 
 

 An explosion in margin account borrowing.  Recent margin debt levels exceeded 
$230 billion, almost double year-ago totals.  At the same time the US savings rate has 
fallen to an all time low of 1.5%.  Such borrowing against inflated asset values is 
dangerous and can lead to mass liquidations in the event of a market downturn.  Be 
fearful when others are greedy. 

 
 An overheated economy.  The second half 1999 GDP grew in excess of 5.75%.  This 

is well above the 3% Fed target.  The inflation picture has been deteriorating as labor 
markets continue to tighten.  The recently re-elected Fed Chairman can be very 
aggressive in raising rates.  Four rate hikes in seven months have done little to slow 
the economy. 

 
 The bond market finished 1999 with the worst decline in 50 years.  The 30-year bond 

was off over 12.5%.  There have been two years in the past thirty (1981, 1987) where 
bond prices lagged stock prices by such a wide margin.  In both cases the stock prices 
caught up---on the downside. 

 
 Normally stocks with the highest dividend yields are the most defensive; however, in 

1999 if you bought the highest yielding stocks on the S&P 500 (2% or better) at the 
beginning of the year, you ended the year with a decline in excess of 12%.  (Source: 
Barron’s) 

 
For these reasons we are exercising greater scrutiny and care.  Now is not the time for 
complacency. 
 
Strategy 2000 
 
We are constantly working to identify superior businesses that can make money in any 
economic environment.  I recently spent three days at a Salomon Smith Barney 
telecommunications conference where leading CEOs from the fiberoptic, wireless, cable 
and media industries presented.  The most important theme had to do with 
communications capacity referred to as  “bandwidth”. By some estimates, the cost of 
communicating is dropping by half every nine months.  Bandwidth is rapidly replacing 
computer power as the driving force of technological advance.  Microchips historically 
have been dropping in price by 50% every 18-24 months for over 20 years.  Look at the 
value created on the personal computer today as a result.  Going forward, bandwidth is 
predicted to double at a rate four times faster than the semiconductor industry.  That 
might explain why last year the top performers in the market were in the telecom 
(wireless) area.  The fundamentals are extremely powerful. 



Other noteworthy developments in the wireless area: 
 

 The US domestic wireless sector should more than double its penetration from 32% 
today to more than 67% by 2007. 

 
 The most highly valued companies in Europe and Japan are wireless related.  The US 

currently trails both regions. 
 

 Wireless data has begun to represent more than 10% of revenues within one year of 
inception.  The volume of data is doubling every six to seven months. 

 
 Global wireless subscribers should move from 300 million today to one billion by 

2002. (Source: Nokia) 
 

 The number of mobile Internet users will exceed the number of fixed line users by 
2003. 

 
We have identified and are closely monitoring the best managed companies in this sector 
and will invest for the long term as attractive opportunities present themselves. 
 
Thank you for your trust. 
 
Sincerely, 
 
 
 
J. Jeffrey Auxier   


