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Domestic Stocks
The cessation of the government stalemate goosed stocks out of the doldrums that set in early in October. In fact the S&P and the Dow are again at all time highs, leading to another positive month for returns. The S&P rose a hefty 4.5%, the Nasdaq was up 4%, and the Dow lagged slightly with a 2.8% increase. No question that this is shaping up to be a great year, if we can just hold on through December. However, third quarter earnings are upon us, and so far, not so good. Hit and miss results are making some individual names crater, moving sharply against the overall market trend. At the same time, certain technology stocks are skyrocketing. These diversions aren’t a great sign. But then we’ve been expecting more volatility and at least a minor correction for a while now, and it hasn’t happened. Valuation is middling, as it has been for some time. Finding cheap stocks remains challenging. Perhaps our expectation of a correction is really more of a hope – putting cash to work is much easier at low prices. 

We are occasionally asked – how do we invest “after such a big bull market”? The perception of a bull market is forgivable since everyone remembers how low prices were just a few years ago. Under $2 per share for Ford! Banks in the single digits! However, when viewed from a longer perspective, this market move qualifies as a “recovery”, not a bull market. Up until February or so, the Dow was still trading below the high water mark it reached in 2007. Only the last couple of months have brought stocks to all time highs, and then, barely – by about 1500 points or 11%. Measured from the last peak, it’s taken 6 years to earn that 11% (which doesn’t include dividends). No wonder investors preferred bonds. 

From here on out, though, we have to consider whether we are in another epic bull market like the one that started in 1982 – or not. Even a mini-bull would be welcome, after a decade of so-so returns, but first, Santa, can I please have a small correction? It’s a lot easier to deliver than a pony!


Fixed Income 
Bonds were basically flat last month, with a slight bias to rising prices. In the thirty year tranche the Treasury fell in yield a whole four basis points to 3.64%. The ten year dropped from 2.61% to 2.55%.  

Economic signals are particularly important to the bond market at the moment, because everyone is wondering when the Fed will taper – quit buying bonds onto its balance sheet in order to assure that rates to stay low. The consensus is that taper is just around the corner, and at every positive news item – a better manufacturing number, better employment figures – the bond market sells off. We wish this would be over with, like pulling a Band-Aid off fast. But in fact speculating about taper looks like it will be with us for some time, because the economy continues to show only slow progress, and occasionally appears to backslide. The longer this goes on, the more “hooked” on low rates we become, and the worse the damage from taper. We’re at the point now where the mere mention of the Fed pulling back causes new loan and refi applications to skid. Let’s not even talk about what kind of damage would occur to the US budget situation if rates were twice as high in the short maturities. 

Munis remain our favorite bond market sector but selectivity is critical, as mentioned last month. No matter how thoroughly you research an issue, the lack of standardized disclosure in this arena can sideswipe investors. 

International
Returns overseas were generally solid last month. Only the Nikkei was down, by -0.9% but we can forgive that small step back since last month this market surged 8.0%. The Hang Seng, tied to China, was up 1.4%, a respectable showing. Canada, where most of our foreign investments are headquartered and traded, made up for a poor month in September by rising 4.5%. That was competitive with US returns, and comes just after we said we were resigned to poor performance here for a while. What caused the turn? Better news on the commodity front, particularly lumber and gas futures prices, is our guess.

Elsewhere, Mexico was up 2.1% and Brazil was up 3.7%. In Europe, a market that has captured our attention lately, the FT-SE index rose 4.2%. We like valuations in this market, where companies seem to have adjusted to the “muddling through” that is Europe’s economy right now, and yet are capturing sales in other parts of the world where things aren’t so bad. We’d like to find more stocks in Europe, but many we’ve seen deserve to be cheap and don’t offer much upside. 
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