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Domestic Stocks
March came in like a lamb, but ended like a leaping lion, with a very respectable gain for stocks. For once, the three indices came in with nearly identical returns – 3.7%, 3.6% and 3.4% respectively, for the Dow, the S&P and the Nasdaq. With this return added to the year to date, stocks are up over 10% for 2013. It’s reasonable to expect a hesitation or perhaps a small decline from here, but the market has a head of steam, and the next direction is anyone’s guess (see our note below on Market Timing). All we know is that stocks remain reasonably valued, not overvalued, and dividend increases over the last year have been tremendous, benefiting shareholders handsomely. 

Weirdly, despite the big move, we are still finding values. Ordinarily when a market moves this far this fast, we become “priced out” and find ourselves becoming sellers, not buyers. But we’ve bought into several retailers, mentioned last month, and now a REIT yielding 6%, and Oracle, back onto our list after about a year’s hiatus during which it was too expensive. A severe correction recently allowed us another crack at the stock. That’s not to say some stocks aren’t overvalued. We have generally pared back industrials and some basic consumer staple stocks like Kimberley Clark. These have reached all times highs and valuations are stretched. But on net, we’ve been adding to stocks. 

Fixed Income 
Wow, could the bond market have moved less last month? Changes across the yield curve were one basis point. That is 0.01%. Other factors affected the non Treasury markets – the bankruptcy of Stockton, CA sent a chill through the muni market, and the continued reach for yield buttressed the corporate market. Overall, the muni market was a disappointment in the first quarter while the corporate market performed well. We think munis will rebound a bit; the first quarter is typically a tough time as supply comes into the market at the same time that tax payments are due from investors. No one is in a buying mood. But this market tends to experience a lot of calls in the end of June-early July time frame, and that cash will need to find a home. 

Everyone is back to expecting interest rates to rise, now that they have. We are skeptical. We think the Fed will need to back off before we see much of a sustained rise in rates. So Treasury bears are bucking the Fed’s desires, and the Fed usually wins that war. Furthermore, the Bank of Japan has entered the fray, pumping money into its moribund economy. That provides more cash looking for a home. The search for yield and the general over-indebtedness of economies will keep a lid on rates and inflation, unless you live in Argentina or Venezuela. Then, all bets are off. 

International
Returns overseas were mixed yet again last month. The Toronto index declined -0.6% as values are stretched a bit. Furthermore, Canada supplies a lot of our energy, which means it stands to lose as the US energy needs are met domestically. A cooling housing market doesn’t help. We own a lot of Canadian stocks, so we keep a close eye on values. It could be that we’ll have a crack at some nice buys if this keeps up. Mexico was about flat, but in Brazil, stocks dipped a fairly hefty -1.9%. The “BRIC” countries, long touted as fabulous investments by analysts, haven’t been so very fabulous lately. Europe – which has been on a tear lately – moderated to a rise of 0.8% - still decent. The Hang Seng was off -3.1% after a similar decline in February. China has been putting the brakes on growth and that’s providing a headwind. The Nikkei pulled off another huge move, rising 6.7% - more than any other market we follow for the third month in a row. The Bank of Japan is having its way with money creation, hoping to defeat deflation and change minds about asset prices. Problem is, there’s the matter of the huge government deficits. This is one of those issues that everyone says is a problem for years, and it isn’t and it isn’t, and then one day, it is. We’ll stand aside.

Market Timing
We’ve been asked by a few clients lately about asset allocation and if we shouldn’t a) buy more stock or b) sell stocks now that they are up. Despite our occasional guesses on market direction in this space, we are not market timers. We don’t really know which direction the market is headed. We write investment policy statements for client accounts and generally stay within those guidelines, which are meant to be responsive to your particular situation, as opposed to the market. Our investing is driven by value. We buy assets when we find they are cheap; we sell when they are dear, and we pay slender attention to the Dow level except as it relates to value. One thing we are uncomfortable with is “betting” client portfolios on our own miserable market forecasts. We don’t want you to have to forego groceries some day ten years from now because we made an asset allocation mistake in 2013. That said, questions are welcome. 

Marketline Monthly is produced by Cascade Investment Advisors, Inc. We specialize in value investing for individuals. We apply our approach across markets, looking for low-priced securities that offer above-average potential. We use imagination and hard work to bring performance and personal service to our clients. To learn more, contact Michelle Rand at 1.503.417.1950 or 1.888.443.9015; email to Michelle.Rand@cascadeinvestors.com. A full list of stocks we invest in is available on request; mention of specific securities is not investment advice; such investments may or may not be profitable.
