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Domestic Stocks
Stocks were off marginally in October, but under the modest action were some real frights. With earnings season in full swing, several stocks took it on the chin when earnings missed or the prognosis grew more conservative. Even Apple, the darling of many, sank -10.7% despite new product announcements and the usual ebullience around sales. Apple’s action was abundantly reflected in the Nasdaq, which was down -4.5% last month, while the S&P sank -1.9% and the Dow was off -2.5%.  
As we write this, the election is behind us. All eyes are now on the “fiscal cliff” and the continuing maelstrom in Europe. Greece is about to default again – you didn’t know that, did you? yes, the news has indeed faded from the front pages, but the situation is no less toxic. At this moment, the Euro-pols are maneuvering to see who will be stuck financing Greece for the millionth – but not last! – time. The one thing that our domestic “cliff” issue and the European bankruptcy have in common – aside from way too much debt – is disfunctional politics. With a lack of consensus and no compromises in sight, both regions of the world are suffering more volatility and stress, and less growth, than needs be. We’re going to have to live with this backdrop and do the best we can given the environment. That involves taking advantage of volatility by identifying cheap stocks and buying them on dips when pessimism rules. On the sell side, it means aggressively weeding out overvalued securities when the markets surge in optimistic moments. It involves tuning to the “favored” and further, to the “disfavored” industries, under the various political regimes. Longer term, these issues will be resolved one way or another, but in the meantime, the “crisis” environment has taken the cloak of normalcy, and is sitting around in the living room, expecting to stay a while.

Fixed Income 
The bond market was deadly quiet last month. The short end of the yield curve moved hardly at all. Out at five years, yields were up from 0.73% to 0.72%. The ten year inched up to 1.69%. On the long end, we made it all the way to 2.86%, up just four basis points. The somewhat welcome 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. The long bond, for instance, is just a couple basis points from its starting yield at 12/31/11. The ten year has performed a bit better, having started the year at 1.88%, but that’s still a measly return for 2012. You’d think government bond aficionados would tire of this, but like we mentioned before, lots of Treasury investors simply don’t care what yields are. They use the market to park money, and they’d be there if the yield were zero.
We have still managed to unearth attractive corporate issues, this time by looking overseas. A recent bond purchase in the European grocery sector gives a secure, better-than-average yield. A junk bond purchase in the wood products industry gives a very fancy yield, but this is not everyone’s cup of tea. The company is privately owned and not easy to research or follow, and this is a company that nearly went bankrupt about ten years ago. Now if only we could find more of these!


International
Once again, results overseas were mixed last month. With our market down marginally, foreign investors granted a few market positive results. Toronto and Mexico, rounding out the North American contingent, were up 1.0% and 1.8% respectively. Brazil was hit again, down -3.6%. Both Europe and the Nikkei turned in 0.7% returns – eerie since concerns about Japan’s debt have emerged lately. 
The Hang Seng, reacting favorably to better results in China, was up 3.8%. Of course, one can’t always trust the data from China, but two things seem for sure: the country is handling its political transition fairly uneventfully, and its economic reformation from export-led toward a better consumer/export balance is in the early stages and moving along. For nearly my entire working career, US companies have been salivating at the prospect of a billion Chinese customers, and now we are almost there. I think the big surprise is going to be how competitive Chinese companies themselves have become at satisfying home demand, and how nationalistic the Chinese will be in their consumption habits – all of which will knock the wind out of the sails of expectant US companies. On the other hand, the least expected result of this transformation will be a resurgence in manufacturing in the US. Not many analysts have this on their radar yet, so remember you read it here first.
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