
 
2006: Crystal ball is cloudy 
Interest rates, energy prices, terrorism and the lingering fallout 
from hurricane season all muddle the outlook for 2006 
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For bad reasons, we will remember 2005.  

The year brought monster Hurricanes Rita and Katrina and one of the nation's 
worst natural catastrophes, a widening of the Iraq War, and record high prices on 
gasoline, heating oil and natural gas.  

Their collective effect brought pain to consumers and an even higher cost in 
human suffering.  

What could they mean for investors?  

The effects of these in-a-sense cataclysmic events will be felt in 2006. Experts 
say the environment in months ahead could be more challenging than normal.  

The war is not generally seen as a major factor. But higher energy prices, one of 
the many unwelcome consequences of the hurricanes, could be significant.  

How high prices rise or for how long is anybody's guess. But, because they could 
affect consumers' confidence - where consumers spend their money and how 
much they spend - their impact on the economy and inflation might extend 
beyond the short-term. Worries about recession are beginning to rise.  

In September, several individual and professional investors weighed in with 
thoughts about 2006 and what they thought an investor should know.  

"I call it 'Goldilocks and the 3 Bears'," says William Dwyer, president and chief 
investment officer of MTB Investment Advisors, an arm of M&T Bank.  

The 3 Bears are interest rates, energy prices, and terrorism.  



But with the impact of Hurricane Katrina and - less than four weeks later - 
Hurricane Rita spinning out of the Gulf of Mexico to bludgeon parts of the South, 
Dwyer says he is adding storm after-effects to the mix.  

New Orleans, which got drowned by Katrina in late August, is one of the 
country's major refining and shipping centers. In addition, more than 130 drilling 
rigs are in the Gulf. And Texas, which Rita hit in late September, is where a 
quarter of the country's oil is refined.  

Dwyer said the economic impact of losing contributions from the Gulf Coast and 
then from the Galveston area would seriously affect Gross Domestic Product 
growth.  

"Consumer spending would be weaker than today and the equity markets would 
start questioning corporate earnings growth over the next six to nine months. 
That would make the stock market soft," said Dwyer, whose Baltimore-based 
investment operation manages more than $1.5 billion in stocks, bonds and 
money-market investments.  

Notwithstanding Mother Nature's wrath, though, many economists and 
investment managers - Dwyer and Gary Keith, M&T Bank's economist in Buffalo 
among them - expect the U.S. to continue to enjoy healthy growth. Pessimists 
seem to be in the minority.  

Robert Zelin, an investor living in Clarence Center, sees no reason to alter his 
philosophy, which has doubled the value of his portfolio in 21 years.  

"I don't think I'd do anything different this year. Besides, you never know what will 
happen in the future," he said. "The things that we've seen - most of them, 
anyway - are short-term events. The hurricane season will be over."  

Zelin, 58, retired three years ago as an auditor for the Buffalo Board of Education 
and is president of the Buffalo Chapter of BetterInvesting, a national organization 
of investors and investment clubs formerly known as the National Association of 
Investment Clubs.  

"NAIC does not look short-term," he said. "They look for companies with 
consistent earnings and growth which will be the same whether there is a war, 
natural disaster or whatever. If a company has good products or good service, 
they will make money."  

Zelin says that when determining where to invest, he looks at individual 
companies rather than industry sectors.  



"I look to see if their earnings are growing faster than their peers. If a company is 
growing faster than its industry, it's a good company to buy regardless of whether 
there are hurricanes, war, or disasters.  

"I also look for companies that not only are paying dividends but whose dividends 
have been increasing for the last 10 years. That's my general rule. If a company 
hasn't increased their dividend or doesn't pay one, I'm not interested," Zelin says.  

Before Katrina's destruction in late August, the economic signs were good. 
Unemployment was low, inflation was contained and economic growth was 
sufficient to improve people's standards of living, many experts were saying. 
Consumers, the economy's driving force, were consuming at a 3 percent to 3.5 
percent level, even though record high gas prices (which spiked even higher after 
Katrina) were forcing them to spend larger portions of income to fuel their cars. 
The economy was looking to continue growing for the next two years.  

Even after Katrina took away some of the growth momentum, the underlying 
pinnings were still there, Dwyer said.  

Then came Rita. The possibility of a Katrina-scale disaster from Rita was on 
Dwyer's mind on the eve of that monstrous storm's coming ashore two weeks 
ago.  

"If it is as devastating as it could be, consumers definitely are going to pull back 
and consumption will be more toward home heating oil and cars than 
discretionary items," he said.  

The immediate impact of Katrina alone in terms of personal and business loss is 
certain to make it the worst natural economic disaster in the nation's history.  

In economic terms, though, it could have an upside. Except for the loss of lives, 
which seemed destined to total more than 1,000 before Rita, much of the short- 
and long-term recovery could be good for investors and the economy.  

Dwyer says the massive rebuilding will benefit a number of companies. These 
include oil-service companies, pipe manufacturers, waste-management 
companies, makers of electric systems and producers of prefab housing. He also 
sees industrial companies in general benefiting on the theory that a stronger 
economy will help them. Dwyer is pulling back from the stocks of restaurants and 
other leisure companies, as well as some retailers.  

Some of the experts say Katrina and Rita might hold the stock market back, as 
rising oil prices and shipping disruptions hurt corporate profits and economic 
growth. But others say the hurricanes actually could help stocks in the longer 
term because the rebuilding should spur consumption and investment in new 
equipment.  



After Katrina - but before Rita - Allen "Pete" Grum, president and CEO of Rand 
Capital Corp., a Buffalo venture capital firm, said that if Katrina had any impact, it 
will be positive.  

"We have companies in the machine tool business with quite a few customers in 
shipbuilding and oil in New Orleans. They just got orders because their 
customers had machines that were flooded and were no longer working," he 
said.  

Grum likened the rebuilding of hurricane-damaged areas to the reconstruction of 
Europe after World War II, though on a smaller scale. Unlike Europe, however, 
the U.S. economy was growing before the storm hit and was strong enough to 
absorb the impact.  

From an investment standpoint, "we see nothing but positives," Grum said. He 
forecasts a strong year in 2006 with the stock market climbing 8 to 10 percent.  

For investors with diversified portfolios, the post-Katrina/Rita period presents an 
opportunity for them to re-tune or fine-tune their investments, Dwyer says. Long-
term investors can use it as a chance to buy attractive growth stocks that may be 
coming down in price and dump weaker ones.  

"I am not suggesting someone go out and sell outright and park the money with 
hopes of jumping back in at some point of time," he said. "I'm saying take 
advantage of being able to improve your position in the environment given you, 
but stay true to why you are investing and what you are trying to accomplish."  

Anthony Ogorek of Ogorek Wealth Management in Williamsville said that the 
economy probably will slow down going into 2006.  

However, if the high energy prices blamed on the hurricanes come down within a 
reasonably short time, storm-recovery activities - some of which will take years to 
complete - will stimulate the economy.  

With so much uncertainty and almost three more months to go in 2005, though, 
Ogorek said there's plenty of time left for unforeseen events and circumstances 
to change everyone's economic forecast.  

"As it looks now, I would summarize what I see this way: Slowing economic 
growth, slowing growth in corporate profits and probably lowered investor 
expectations," he said.  

"But when times are bad, the opportunities are there if one is astute and buys at 
the right time."  
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