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Our latest blog entries include tips to protect your computer and personal information against hackers (with a nod to The Girl With The Dragon Tattoo), and comments on the prediction value of good stock performance in January. Check out cascadeinvestors.com/blog/.


Domestic Stocks

Despite the paltry returns over the calendar year 2011, the last four months have been stupendous. The third quarter of 2011 saw the S&P up almost 11%, and January’s return was about 4.48% - coming to 15%, all told. The Dow and the NASDAQ have performed similarly well. Just in January, the Nasdaq was up 8%. That would count as a good year, let alone month.

Barreling down the pike is the Greek debt issue. Americans have grown weary of the news from Greece so it hardly warrants front page mention in the Wall Street Journal these days. But sometime late in March, Greece needs to come up with a few billion Euros to pay off and reissue debt. And seeing as how Greece has done exactly nothing to better its economy or impose austerity, the Euro-pols are not eager to lend it more. We feel certain a default is near – soft or hard barely matters: it will happen. If the US market yawns in the face of the default, that will be a good sign. But with the surge in stocks lately, we’ve been led to sell several issues that have become overvalued, so just in case the market pulls back, we’ve got some cash on hand. 

Those of you who know us will be surprised to hear that a small slice of that extra cash went to buy a few shares of Intel for equity portfolios. We’ve bashed Intel for quite a number of years, largely for its exposure to the aging, commodified PC market. But the times they are a changin’, and Intel has made some modest forays into mobile device and tablet chips, and of course they make server processors which facilitate use of “cloud computing”. Netbooks – those miniature, basic model PCs – have been selling briskly, and Intel is reaping some benefit from their popularity. We don’t love the acquisition of McAfee, but on balance, two dividend hikes in one year, the cognizance around the changing market for processors, and most of all, a stock price that hasn’t gone anywhere for over a decade despite a 50% increase in earnings power tipped the balance in Intel’s favor. 


Fixed Income 

The long Treasury was clinging to the 2.94% yield level at the end of January, but is selling in the 3’s as we write this. The rest of the curve flattened a little in January, as the Fed kept moving its balance sheet power out of the short end of the maturity spectrum into the long end. The Fed is forcing everyone to take more risk by squeezing the yields on safe paper down to nothing, and consequently, we eschew the Treasury market, and have even reduced our holdings of government agency paper. We think that yields will eventually rise on government paper, sideswiping investors who commit now. 

About the only game in town is to sift through the hundreds of corporate bonds available, looking for pricing anomalies. The analysis is like looking at stocks: it takes a long time and requires some creative thinking. For instance, just recently, RalCorp (RAH) spun off Post, the branded cereal company. RAH bonds are rated BBB-, and the longer paper is priced to yield around 6.5%. But as a condition of the spinoff, Post will borrow about $1 billion, of which roughly $900 million will be paid to RAH. These funds will help RalCorp pay down debt, which inures to the benefit of bond holders. Once we were assured that the RAH bonds we liked best will indeed remain obligations of RAH, and not go along with Post, we bought this bond. The cash infusion and the riddance of Post will increase flexibility over at RalCorp, which had a perfectly good private label business before management became distracted by acquiring Post in 2008. With the focus back on private label, RAH should thrive, and so should the bond holders. This is just one example of our bond analysis; if you’re reading this and wondering why you don’t own RAH bonds, keep in mind that we’ve applied the same analysis to the bonds you do own. 


International

We don’t have much room to comment on international markets this month. Suffice to say that the usual suspects – the volatile Brazilian and Hong Kong markets – performed very well on the updraft this month, with roughly 11% returns; the other indices will have to wait for next month, when we promise to make more space for them.
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