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Domestic Stocks

The media is replete with comments like “this market just wants to go up” and “Dow nearing all time high” these days. In fact, the stock market is behaving well, making upward progress even when bad news floods the airwaves. As we mentioned last month, on the margin, things are improving, and that’s what investors care about. The Dow turned in a storming 5.8% price gain last month, and the S&P wasn’t far behind with 5.0%. The NASDAQ lagged fairly significantly, thanks to a big decline in Apple stock, at 4.1%. 

The next phase in the stock market’s advance will be a period of disbelief and acute caution. Expect headlines debating the validity of the bull move, like “should stocks be going up?”, “should you jump in?” or “the next crash is just around the corner.” Disbelief can last for months or even more than a year, and every instance of volatility will be met with “told you so” until stocks power forward again. These headlines are part of the profile of a bull market. We don’t know if this new bull market is capable of record-shattering moves over several years, but signs are positive. Yes, there is much bad news in every issue of every newspaper, but looking inside corporations reveals that the massive restructurings of the last decade enabled more efficient use of energy, people, cash, trade, and technology, paying huge dividends in terms of the internal returns companies are able to generate. Whereas returns to capital investments in bonds and money market funds are declining or low, returns to shareholder equity have been rising. Record low borrowing costs are a relatively new impact that hasn’t yet fully accrued to corporate operations, but this phenomenon will be felt for yet another decade from today. 

This said, volatility is not out of the picture. Debt negotiations in the US offer an opportunity for stocks to sell off. Missteps in Europe will keep occurring, infecting our markets. Even earnings can falter from here. Nearly every calendar year contains a 5% to 10% correction, often commencing in the spring; we don’t think this year will be any different. The bull market’s test is coming soon: will stocks be able to look over the valley of an interruption and reach new highs, or not? If so, we’ll be even more confident that stocks can move ahead during 2013. 


Fixed Income 

We have said that the reason investors have heartily preferred bonds to stocks, despite the big move in stocks since 2009, has at least something to do with the fact that bonds have performed very well too. Sitting in the less risky asset class has not been painful; in fact it has been rewarding, though perhaps not as rewarding as stocks. 

That’s changing. Bonds have become painful, and the comparison with stocks is less tolerable. January gave us a taste of this, as the long bond rose in yield from 2.95% to 3.18%, producing price declines. The ten year wasn’t much better, moving from 1.76% to 1.99%. Bad news in particular for Treasury holders. Corporate bond investors got a bit of a pass, as rising stock prices and somewhat better credit stories tinged trading in this arena. Investors continued to bid up corporate bonds prices to a large extent. And munis mostly sat still, neither losing nor gaining much. But if the Treasury market keeps correcting – and that is an “if” - expect both these sectors to have a rough go. Mind you, this isn’t a reason to jettison bonds from a long term investment program; it’s merely a word of caution for investors who may be over exposed to certain sectors of the bond market. It could be that rates don’t rise much from here, and bonds earn their coupon – 2% or 3%, or 5% if you’re invested in corporates – and not much more. But bonds still offer a stabilizing influence to portfolios, which is very important during market downdrafts. 


International

Returns overseas were somewhat mixed last month. The Toronto index showed just a 2% improvement amidst an apparent slowing in the housing market; and in Brazil, stocks dipped 2%. The FTSE was up a huge 6.4% as Europe starred on the stock stage this month. The Hang Seng pulled a 4.7% gain, as investors forgot worries over China. But the real surprise was another big move over in Japan. The Nikkei rose 7.2% - more than any other market we follow. This return is on the heels of an awesome 10% move in December. The market that hasn’t gone anywhere in two decades might be about to go somewhere. I’m going to exercise my own form of disbelief however, and stay away for now. 


Note: You can now subscribe to our blog, “your stock”, and the market comment. Simply go to our website at www.cascadeinvestors.com and choose “Subscribe for updates” in the upper left on any of the pages containing these features. The new issue will be deposited to your email automatically whenever we post updates. 
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