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Throughout the seemingly endless election cycle, we’ve continued to monitor a number of 

macroeconomic factors which we believe are important to the continued success of Corporate 

America—and therefore to the success of long run stock and bond investors. Given the 

economic headwinds blowing in from Europe and our expectation of slower than normal 

economic growth for the foreseeable future, we believe the single most important 

macroeconomic factor at present, is low interest rates. In addition, we believe factors like a 

deep, well-educated global labor pool, continuing technological advances, and fair and open 

global markets are also extremely important. Over the last few decades, there is no question 

that these broader macroeconomic factors have driven corporate profitability. This is opposed 

to all the other economic issues that have received far more attention in the media. We’re not 

saying the issues being covered in the media aren’t important to the country - because they 

clearly are.  We just don’t believe they’re as important to corporate profitability as the media 

and recent barrage of political ads would suggest.  And as the data suggests, they pale in 

comparison to macroeconomic factors we’ve listed above.    

 

Now that the election is over, we have taken the last few days to thoroughly examine the 

investment landscape to see if there is anything that might cause us to alter our long-term 

investment thesis. Depending on your political leanings, you may be either pleased or 

displeased with the results of the election. From our perspective as political agnostics - and 

looking at things from purely an investments perspective - we see it as a bit of a mixed bag. 

Longer term, we see very little that will cause us to alter our pre-election expectations. We 

believe longer-term investors will be adequately rewarded if they remain focused on the longer 

run issues (like those presented above) and ignore most of the day-to-day economic news, 

which when viewed over the course of time is mostly white noise.  

 

Over the near term, however, the divided Congress and looming “fiscal cliff” will likely keep the 

level of edginess high on Wall Street. This will be reflected in increased short-term volatility in 

stocks prices, as we’ve already begun to see. Of course, we will use any welcomed volatility to 

rebalance portfolios…as necessary.  

 

Our broader analysis of the macro-economic issues follows…    

 

 



Interest Rates 

If there’s one thing economists know with certainty, it’s that interest rates impact economic 

growth and corporate profitability. Low interest rates stimulate economic growth by 

encouraging businesses and individuals to borrow and spend. On the flip side, high interest 

rates tend to curb borrowing and spending, and thus act to slow economic growth. President 

Obama’s reelection clearly reduces the uncertainty surrounding interest rates, because it is 

now a near lock that Ben Bernanke will be reappointed as the Federal Reserve Chairman. Since 

the 2008 mortgage market collapse, the Fed’s approach under Bernanke has been to slash 

interest rates to record-low levels and keep them there for as long as it takes the economy to 

recover. If Bernanke is reappointed - as we expect - we’re confident this approach will continue 

and he will make good on his pledge to keep quantitative easing (QE3) in place (and therefore 

interest rates low) through 2015. This is good news for stock investors, as low interest rates 

have been a major catalyst for the 100%+ gains in stock prices since the 2008 market lows.   

 

At some point, however, the Fed will need to begin unwinding its accommodative strategies 

and thus allow interest rates to rise. The Fed’s intent is to delay this process until the economy 

has fully recovered and is growing normally, which would help mute the potentially negative 

impacts of higher rates. We believe Chairman Bernanke is the best candidate to see us through 

this next stage of monetary policy and to make sure rates rise slowly and orderly. Wall Street 

hates surprises, and the fact that Bernanke is a known commodity - with clearly stated 

monetary policy goals - reduces the level of uncertainty. This allows investors and corporations 

to plan appropriately. In general, that’s a net positive for stocks.   

 

It’s also important to keep in mind that the Federal Reserve is a politically independent body 

that is designed to be beyond the reach or control of politicians in Washington. This draws the 

ire of some politicians, of course, but studies show very clearly that countries with strong, 

independent central banks also tend to have higher levels of long run economic growth and 

lower levels of inflation. So we’re glad the Fed is under the control of a group of extremely 

bright and very capable economists who know what they’re doing when it comes to monetary 

policy. We have the strongest, most effective central bank in the world, and that’s a good thing 

for stocks and the long-run strength of the economy. Now, if we could only instill some of those 

same characteristics in Congress… 

 

 

 



An Educated Labor Pool 

When we examine the significant structural changes that have taken place (and continue to 

take place) in higher education over the past few years, it’s clear we are on the right path. We 

believe a paradigm shift in higher education has begun, and this has resulted in a better 

educated workforce, which now has more workers with the relevant skillsets that are in 

demand globally. Today, it is no longer necessary to go to a four-year college or university to 

significantly improve your life and/or your economic standing. Community colleges, technical 

schools, and on-line training have grown enrollments astronomically over the past few years 

and adjusted their curriculum to meet the needs of employers. In addition, a new breed of 

online mega-courses is making higher education less expensive and more broadly available to 

the masses—and this is happening across the globe. As global labor markets are transformed by 

the influx of qualified and capable workers, the global economy will be transformed forward as 

well.    

 

Everyone knows we have a significant mismatch between those seeking jobs and the jobs that 

are now presently available. Job listings are now higher than they were prior to the 2008 credit 

crisis. Higher education is reducing this mismatch at a faster rate than even the most optimistic 

observers thought possible. This is a positive development for the world economy. 

 

New Technology 

Today, there are a number of industries that are being revolutionized by the advent of new 

technologies. Everyone has experience with the significant changes taking place in the 

communications field, with tablets, e-readers, and smart phones, changing the way we 

communicate with family and friends. These changes have made our personal lives more 

enjoyable, but they’re also revolutionizing the way businesses operate and communicate by 

increasing productivity and efficiency in areas from manufacturing to health care. This 

productivity adds to the bottom line of corporate profitability and thus corporate cash flows. 

 

The impact of technological innovation has increased productivity significantly over the last 

decade across all industries. In fact, the percentage gains we’re observing were once thought to 

be impossible to achieve. However, none of these changes will be more significant than the 

tidal shift currently taking place in the energy sector. In 2011, for the first time since 1949, the 

U.S. became a net exporter of “refined” petroleum products. In fact, several studies this year 

have projected that by the end of the decade the U.S. will surpass both Russia and Saudi Arabia 

and become the world’s largest producer of oil and liquid natural gas. How so? New technology 



has provided the ability to draw oil and natural gas from geological formations that just a few 

short years ago geologists thought were impenetrable. This is a game-changer in economic 

terms and will create hundreds of thousands of jobs for skilled workers over the decade, as well 

as making us an energy independent nation over the next few decades. It is no longer a matter 

of “if” we will be energy independent, but “when”.  

 

Global Trade 

It’s nearly impossible today to build a car or construct a home without using foreign products of 

some type. In fact, almost every profession (and/or vocation) is now affected by new 

technological advances, and most of these ideas originate on foreign soil. We truly live in a 

global economy where the flow of goods between countries is essential for everyone’s 

economic health. There is no question that the expansion of global trade is a rising tide that 

benefits the physical and economic health of all participants, across all countries. In essence, 

global trade is a win-win for everyone, and it’s easy to measure empirically.   

 

A few years back, the United Nations set out eight specific millennium goals to eradicate 

poverty, increase educational opportunities, improve gender equality, maximize child and 

maternal health, control infection, protect the environment and improve direct global links 

between nations. They also provided a methodology for measuring the impact of each goal on 

the global community. The results make it incredibly clear that being a good steward of our 

resources and working with our neighbors benefits everyone. To this end, American 

corporations have positively affected each of the above goals in a number of ways, while also 

benefitting their own bottom line. Yep, another win-win. In fact, when you examine corporate 

America’s effect on global trade, it’s hard to keep from becoming giddy. Almost every country 

across the globe is experiencing both import and export growth, and American companies play 

a significant role in making this this happen. That’s a big reason why we remain so optimistic 

regarding the long run. There are endless opportunities for the companies we own. 

 

Overall, it’s hard to escape the global economic truths, which now drive the long run health of 

corporate America. Lower interest rates, a more educated global work force, new technologies 

and a growing capitalist opportunity bode well for long-term investors. 

 

Short Term Issues 

Of course, after a contentious political election and with a divided Congress, some will continue 

to focus on shorter-term domestic economic issues, which will also now dominate our 



headlines and airwaves.  The European debt situation and the looming fiscal cliff in the U.S. will 

create the biggest headlines, but ironically, are in some ways the easiest problems to solve. 

Over the last three years, the budget deficit in the U.S. has fallen from 10.1% of GDP to 7.0% of 

GDP in the fiscal year just ended in September. Continuing along at this pace of retrenchment 

(i.e. a reduction in the deficit-to-GDP ratio of roughly 1% annually) should be enough to assure 

both steady (and accelerating) economic growth and eventual fiscal stabilization. There are a 

number of different budgetary roadmaps out there that will allow this to happen, but some 

compromise will be necessary. We believe something along the lines of the Simpson-Bowles 

plan will eventually become a reality.  

 

With respect to the year-end fiscal cliff, at the end of the day we believe a compromise will be 

reached, but we also understand that may well take place at one minute before midnight on 

December 31st. That seems to be the nature of how negotiations work in this day and age, and 

not just in politics. If you examine any two competing groups, the process is looks very similar, 

whether it’s Teachers versus States, Athletes versus Owners, or Unions versus Management. 

They all use deadlines to help tip the outcome in their direction.   

 

Expect Some Normal Volatility 

In the run-up to the election, our financial markets remained relatively calm. In fact, they were 

much calmer than we expected. However, now that the election is over we would not be 

surprised to see an increase in volatility going forward. Should this occur, we (and our various 

money managers) will use the volatility as an opportunity to rebalance our portfolios. At 

present, we believe the vast majority of the bad news is fully “priced” into the stock market, 

meaning stocks are reasonably priced, if not cheap, and helping to limit our downside risk 

exposure. Of course, most of the media will continue to focus on the “differences” between the 

parties and the looming “fiscal cliff”. Personally, we’re confident the politicians will come 

together in the end, simply because not doing so would almost certainly be political suicide.  So 

if the tenor of the political debate becomes too heated to take, we encourage you to turn it off, 

tune it out, and focus on something more pleasant and constructive. Sooner or later a deal will 

occur and all the posturing and bluster will wind up having very little impact on the long run 

profitability of the companies we own. 

 

In Closing 

As usual, if you have any questions or concerns regarding our updates, your portfolio or any of 

our investment strategies, please feel free to contact us immediately. We always look forward 



to hearing from you and appreciate all of your continued referrals.  We also would like to take 

this time to wish all of you a wonderful Thanksgiving. Our offices will close at Noon next 

Wednesday, November 21st and stay closed through the rest of the week.  We will re-open 

Monday, November 26th at our regular office hours. 

 

Happy Thanksgiving! 

- Joe and The Gang at The Kiely Group 
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