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Domestic Stocks

Apparently, equities are dead. We didn’t know of their demise until the headline quoting Bill Gross, leader of PIMCO and best known for bond management, flashed on our news services. I guess the slow economy did them in, and we’re not to expect a resurrection, pretty much ever. 

Don’t tell that to the S&P 500. It’s up over 10% so far this year. In fact, though everyone likes to say that stocks haven’t done anything for ten years, that’s patently untrue. (Our clients should know that!) For a certain portion of the last 15 years, the S&P performed very poorly, but the trailing ten years has seen returns of about 7% per year. It won’t be long before stock returns begin to trounce bond returns. Folks who are buying the ten year Treasury at 1.47% are not going to be too happy then. 

July maintained the gains accrued in June, adding modestly to the total – the S&P rose 1.2%, the Dow was up 1.0%, and NASDAQ inched forward 0.1%, held back by a bit of trouble at Apple. As we write this, investors are feeling a little better about Europe – a somewhat groundless sentiment since nothing has really changed – and stocks are up even more. We’ve noticed that most investors, including apparently Mr. Gross, are simply waiting for the boom to fall, so there’s no cheering about stocks this year despite the results. We don’t mind the gloom. Good opportunities are born of gloom, and that’s what led us to the auto parts stocks. Shellacked by slow European car sales, these perfectly good companies were on their backs a couple of weeks ago. We noticed, and we also noticed their strong operating results through the Mother of all Recessions of ’08/’09, their wads of cash and low debt, and generally world-leading positions in their industries. We couldn’t stop ourselves once we began our research, so four auto related stocks landed on our buy list. We think the whole lot will make excellent long term investments.


Fixed Income 

Let’s be clear: we don’t like the Treasury market. We haven’t liked it for some time, even as Treasuries appreciated against our opinion. (Fortunately, our being wrong hasn’t been costly to clients, because we are invested in bonds we like better, which have also performed well.) But if we didn’t like it before, July clinched the deal. Now we hate it. The long bond closed July at 2.55%; the ten year ended at 1.47%. These are odious yields. A lot of Treasury buyers don’t care what the yield is – and when we say “a lot” we mean it. They are foreign countries using Treasuries to manage their currencies; they are US or foreign banks parking what extra capital they have, they are pension funds who have to meet liabilities. These buyers command billions, and they would be in the market no matter what the yield. With tons of cash floating around the world from all the easings, stimulus packages and whatnot that every Central Bank in the world is pursuing now, there’s a seemingly endless supply of funds that will flow to Treasuries no matter what.

Fine – have at it. We managed to scratch up a few attractive municipals with excellent payment coverage and one mid–tier junk bond, all with yields far in excess of the Treasury market. If you have to buy bonds these days,  better to look away from the Treasury market. However, finding these gems has become ever more difficult, and if rates stay low, eventually all the nooks and crannies will be exploited. At that point, even we won’t be able to find exceptional bonds.   


International

The Nikkei was a bit of a stinker last month, being the only major market index we follow that declined (-3.5%). Japan’s market is up just 2.8% this year as it struggles with growth, politics, and debt. The Hang Seng pulled a 1.8% price rise – not bad given that everyone is worried about China’s growth. Over in Latin America, Brazil had a nice rebound, up 3.2%, and Mexico rose 1.3%. Brazil is more tied to commodity markets, which tend to perform best when investors are expecting good growth. But this month, we think Brazil’s move was more of a bounce from an oversold condition that’s been building for months now. Toronto’s exchange, which also tends to reflect commodity movements, was up a more modest 0.6%. Canada’s economy is soft at the moment, and its market is down for the year in response. The FTSE index of large Euro companies was up 1.1%, and coincidentally, that’s been its return for the year as well. One would expect worse from the region that’s giving everyone such fits, but apparently there’s enough diversification at the companies themselves, which sell all over the world, to be protective. 
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