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Good afternoon. We hope everyone enjoyed the long Labor Day weekend and we 

hope you’re looking forward to a beautiful autumn. As we enter into the home 

stretch of the 2012 summer, we find the stock market rallying towards multi-year 

highs. The fact that the market continues to grow is really not surprising when 

you examine the very strong underlying corporate fundamentals. What is 

surprising, however, has been the lack of volatility.  

 

Our Expectations 

Going into the summer, we believed there were three major issues that could 

possibly provide headwinds to the current market rally. In order, we believed a 

close and contentious U.S. election; a continuing European debt crisis; and a 

slowing Chinese economy would dominate the headlines. So far, so good. If you 

listen to the business news on any given night, you’ll likely hear coverage of at 

least two of these, and likely all three issues. Earlier on, stories stressing the 

direness and urgency of these situations had some effect on the market, spiking 

volatility for a brief period during late spring and early summer. Eventually, 

however, investors figured out that for all the media’s bluster and hyperbole, the 

“news” on these fronts wasn’t really new. Instead they came to realize, it was just 

a rehash of things we’d already known about for months. Yes, the U.S. is indeed in 

the midst of a close, contentious election; Europe continues to have a serious 

debt problem; and the Chinese economy, while still growing rapidly, has been 

slowing down. But none of this exactly qualifies as breaking news.  So in the 

absence of anything more pressing to report on, we’ve seen some recent 

examples of the media stretching the truth a bit (shocking as that may be) in an 

attempt to squeeze a wee bit more mileage out of the same tattered news stories 

they’ve been stuck covering for months now. To its credit, this time the market 



participants haven’t taken the bait, resulting in a long, peaceful, summer rally 

with almost no volatility.  

 

That’s some really good news, of course, which probably explains why we’ve 

heard so little about it!  

 

Ignoring the Bad News 

For a long time we’ve been stressing that our portfolios are invested in American 

companies—as opposed to the American government or American economy. This 

is an important distinction for investors to make, since in today’s world our 

domestic companies are global—even the very small ones. The good news is that 

the market is finally beginning to recognize the amazing influence the global 

economy has been having on the bottom line of corporate America, and it’s about 

time.  

 

Historically, investors have often equated the status of the domestic economy 

with the health of our domestic companies, and with good reason. Following 

World War II, American corporations were essentially joined at the hip with the 

American economy, largely because in the post-war era the U.S. was the sole 

remaining economic power. Basically, America was the global economy during 

that period, so American corporations tended to track the domestic economy 

very closely. Today’s environment is literally worlds apart from the post-war era 

economy, however, and some investors still struggle to come to grips with these 

dramatic changes and how they’ve transformed their portfolios.  

 

Corporate America 

The biggest change, no doubt, has been the decoupling of the fortunes of U.S. 

corporations from the health of the U.S. economy. Global economic development 

means the U.S. is no longer the only game in town. In fact, there are now far more 



opportunities for U.S. companies overseas than there are domestically, even 

though domestic opportunities remain both plentiful and profitable.     

 

Four years ago investors were dealt a pretty tough hand, with asset prices in free-

fall and pervasive fears of entering a full-blown depression. However, those who 

didn’t panic during that period have come through remarkably unscathed. For 

example the broad market indexes hit highs yesterday that were last seen in late 

2007, months before the collapse began, and the tech-heavy NASDAQ 100 index 

reached a 12-year high! So corporate America continues to move on, and the 

domestic economy continues to improve, with the latter improving more slowly 

than most would like.  

 

The U.S. Economy 

As many of our loyal readers know, we’ve said from the outset that the issues 

underlying the 2008 financial collapse were not the sort from which we would 

recover quickly. We cited academic research showing that financially-driven 

recessions take far longer to recover from  typical demand-driven recessions, with 

7-10 year recovery periods not uncommon. In other words, it’s reasonable to 

expect the U.S. economy will continue to grow slowly for the next several years, 

as we continue working through the mountains of debt accumulated by both 

consumers and financial institutions prior to the collapse of the sub-prime 

mortgage market.   

 

The good news, however, is that in stark contrast to the domestic economy, 

American corporations today are far stronger and healthier than they’ve ever 

been. And the market indexes are attesting to that fact! So it looks like that which 

doesn’t kill you, really can make you stronger, at least with corporate 

America…and in time, hopefully with the American economy as well.           

 

 



Going Forward 

As we move forward through the current election cycle, we want to encourage 

you to endorse your candidate of choice and embrace our unique democratic 

process. However, we caution against allowing the strong emotions that often 

accompany the political process to interfere with your long-term investment 

strategy.  Publicly traded companies are as strong as they’ve ever been and 

getting stronger, and that’s not something we see ending anytime soon…no 

matter how the November elections turn out.  Frankly, as long as Ben Bernanke is 

at the helm of the Federal Reserve, we’re confident the country will be able to 

weather any economic storm on the horizon.     

 

As usual, if you have any questions about this update, our newsletter, your 

accounts or our managers, please feel free to call or e-mail us anytime. Enjoy the 

remainder of your summer…and thank you for your continued confidence in our 

firm. The recent referrals are much appreciated and, as you know, we remain 

100% committed to your financial well-being.   

 

- Joe and The Gang at KWAG 
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