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RAINIER GROUP INVESTMENT ADVISORY LLC
500-108th Avenue N.E., Suite 2000, Bellevue, WA 98004

Telephone  (425) 463-3000 Fax  (425) 463-3044

Memo

Date: October 15, 2008

To: Investment Clients



From:  Mark Pellegrino, Chief Investment Officer
What Is It About October?

While it’s no longer fresh in our memories, I couldn’t help but be reminded today – when the Dow was down close to 800 points -- of an October day in 1987 when the U.S. stock market suffered a huge single-day meltdown. The issues were different then, but there was one obviously common ingredient – a crisis of confidence. Today’s crisis du jour is the deepening fear that the global economy is ailing beyond the capacity of policy makers’ ability to cure it.

Today’s sell-off was triggered largely by signs that the financial crisis is cracking the foundations of the European banking sector. Over the weekend, France’s BNP Paribas took control of the Belgian and Luxembourg operations of Fortis. Germany’s Hypo Real Estate Holding secured a new bailout after an earlier deal unraveled. Italy’s UniCredit launched a capital increase. Iceland sought new capital for its banks, while Germany issued a blanket guarantee on all of its consumer bank deposits. These moves sent the markets in Europe and Asia into a tailspin, with Asian markets slumping to multi-year lows and the pan-European Dow Jones Stoxx 600 Index suffering its worst percentage point drop in its 20-year history. By the time U.S. markets opened later in the day, the dye had been cast and they began trading down precipitously. 

As I pen this, there is talk on Wall Street that the Fed will move to shore up the 

$1.6 trillion commercial paper market, which has virtually dried up, sending shock waves through the credit markets. Commercial paper is a short-term financing mechanism that many companies rely on to finance their day-to-day operations, such as purchasing supplies or making payroll. It’s a way of borrowing money for short periods, typically ranging from overnight to less than a week. The Fed’s purchase of this paper will be a much-needed “band-aid” on the credit crisis. However, to avoid the kind of meltdown in the global financial markets that is now certainly possible, the world’s central banks must launch a concerted counter-attack on the economic issues of the day, likely including further interest rate cuts. 

The ban on short selling of financial services stocks ends this Wednesday. In the final week of this month, the Fed’s Federal Open Market Committee (FOMC) is scheduled to meet to cast its interest rate policy. We believe there’s a good chance the Fed will 

pre-empt their FOMC actions by lowering interest rates prior to the lifting of the short selling ban (tomorrow seems likely), in hopes of avoiding an anticipated sell-off in the already-battered financial services stocks. This move, hopefully along with concerted moves by other central banks across the globe, will likely trigger a stock market rally. We’ll use that rally to sell additional equity positions, like we did in last week’s rally. How much we sell will be dependent upon the strength of the rally. While it’s tempting to reach for the end of this bear market, we haven’t seen the kind of capitulation, or fevered selling, that usually marks a major market bottom. It was a big move down today for much of the day, but there definitely wasn’t the sort of trading volume that would confirm that there isn’t another wave of sellers still waiting on the sidelines.

As stated in last week’s memo, we no longer have confidence in governments’ ability to keep us from a global recession, or from the inevitable unwinding of all the bad debt in the credit markets. We believe only time will heal these wounds.   

The defensive measures we’ve taken, along with those we may take in the days ahead, are making a big difference in stemming the damage to your portfolio. We’ll stay that protective course until recessionary and bear market influences draw to a close. That includes keeping those dollars we take out of equities in money market vehicles until we see more rational behavior in the credit markets.

We’re fast at work producing your third quarter report, which will be sent to you at the end of the month. As we move into November, we will connect with you to share fresh results and tactics.

Until then… 
