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Domestic Stocks

In the aftermath of the election and as we approach the “fiscal cliff”, the market is wobbling around with mixed results. In November the Dow was down about -0.5%; the S&P was up marginally at 0.3%; and the NASDAQ rose 1.1%. The phrase “out of the frying pan into the fire” is apropos: the uncertainty of the election has subsided but now we must witness the political process while both sides negotiate the budget path we will take for the next several years. It’s not going to be pretty. On top of these concerns, we’ll have to live with the usual “Jekyll and Hyde” prognostications about holiday spending: It’s good! No wait! It’s bad. Hold on - it’s good! 

Looking down the road, once 2013 begins some uncertainties will end and new ones will begin. Our primary concern is that the stock market has recovered strongly since the market bottomed in 2009, and further progress will probably require stronger demand for services and products. We might get that from the improving housing market, but it might not be enough, particularly if the budget settlement produces a fiscal drag. Still, the market could power through. Expectations are low, stocks have been shed from individuals’ portfolios at a merciless rate, and they are cheap. That usually bodes well for future returns. In fact, we just returned from a valuation conference in Philadelphia and to a person, the slate of speakers was in varying degrees bullish – an unusual tally. Usually there’s a bear or two in the crowd.


Fixed Income 

The government bond market was quiet again last month. The two year Treasury moved hardly at all. Out at five years, there was a little more action as its yield fell from 0.72% to 0.62%. The ten year inched down to 1.62%. On the long end, we closed at the same level of two months ago – 2.81%, down just four basis points. This lack of volatility in rates – which don’t forget are thoroughly engineered by the Fed at the moment – means that returns in the government sector have been very low this year. Other bond sectors have performed better, but it’s obvious that the return momentum is fading in the bond world. The trailing year’s return from the Barclays Government/Credit index – the benchmark we use – is about 6.5%, less than half what most stock indices have provided this year. And the best bond sector – low quality and other corporate bonds – are “quasi-equity” - behaving more in line with stocks than bonds. 

In the muni arena, dire predictions of municipal trouble still have not materialized. Warren Buffett sold his positions in municipal credit default swaps in the spring, reputedly worried about municipal finances. Allstate halved its municipal holdings this year as well. Granted, returns haven’t been as strong lately after a string of fabulous returns since the end of 2010, but defaults have been minimal. 

What’s bad for investors is good for homeowners, and we’ve noticed another bout of refinancing activity amongst our clients, with some folks garnering 15 year rates at or below 3%. That represents a big savings on interest costs over the life of a mortgage. If you’re in a position to refinance, it’s certainly worth shopping around. 


International

Once again, returns were all over the lot last month. The Toronto exchange fell -1.6% as the economy seemed to fray a bit in Canada. We still like this market for its low risk relative to other countries: politically and economically the country has relative advantages. The Mexico Bolsa returned 0.5% in November. Good things have been written lately about Mexico and its competitiveness. Yes, the drug problems are still nasty, but it looks like after a few decades of trying, Mexico is attracting business from other countries – taking market share on the global stage. 

Brazil showed a similar return, at 0.7%, and from there, as we travel around the world, things improve. The Nikkei had a big month, up 5.8%. Talk of a new political regime and more stimulus breathed hope into the moribund market. The Hang Seng – a proxy for China in some respects – returned 1.8% and is winding up a great year. Expectations of improvement in China after what appeared to be a slowdown earlier this year have boosted China-related stocks. 
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