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The opening line of Rudyard Kipling’s poem, If, “If you can 

keep your head when all about you are losing theirs.. . ,” is a 

wonderful characterization of a seasoned investor. (Doubtful 

that was on Kipling’s mind when he wrote it since a later stanza 

in that poem refers to making “...one heap of all your winnings 

and risk(ing) it on one turn of pitch-and-toss...”) Nonetheless, 

a clear head has been an enormous asset for an investor during 

these last few years. 

The incessant ring of recent news reports from all quarters 

that the equity markets have had to endure – China’s slowing 

economy, rising interest rates, $4.00 per gallon gasoline, a 

dysfunctional government, Iran, high chronic unemployment, 

Europe’s financial stress, etc. –  should have had a negative effect 

on stock prices. In fact, many investors have been anticipating a 

repeat of last year ’s market swoon, let alone the total collapse of 

stock prices as in 2008. Equity volume has been on the low side 

as inflows of sidelined cash continue to be directed to the “safe 

haven” of bond mutual funds. In the meantime, stock prices have 

had a remarkable run to the upside while bonds have been less 

than stellar of late. The market can seemingly confound even the 

smartest investors.



Massive central bank liquidity and market intervention have provided the fuel for this 

dramatic equity move since October in the U.S., Europe, and Japan. Our Federal Reserve has 

been joined by the European Central Bank (read: Germany) in injecting enormous liquidity 

into a frozen banking system. While only a temporary fix in Greece, this intervention has 

given the markets some breathing room until other issues require attention on the Iberian 

peninsula. Against this backdrop, 

professional investors have taken 

advantage of this flood of liquidity 

and put money to work in the only 

assets that provide any decent return: 

stocks, especially those with good 

dividends that far exceed rock bottom 

interest rates from bonds.

As we have pointed out in recent 

Viewpoints, some positive data 

have been reported on the economic 

recovery in the U.S., slow and 

grudging as it has been. Statistics 

can be misleading when there are 

“seasonal adjustments,” but they have 

been generally positive. Even housing 

seems to be attempting to form a bottoming pattern. As mentioned earlier, many institutional 

investors and most individual investors have sat out this bull market in disbelief, and the 

higher equity prices go, the greater the pressure to buy stocks, now significantly higher in 

price (and risk) than they were only a few months ago. 



With all of the global liquidity from increased money supply coming from central 

banks, one might anticipate inflation to be a major problem down the road. However, 

the economic picture is still cloudy and headwinds remain with the prospect of major 

fiscal austerity, slow wage growth accompanying slow hiring, and questions about a 

sustainable global recovery.  This means, however, there are currently few concerns about 

core inflation, as long as there is spare labor, spare capacity, and the ability to import 

from cheaper sources. These conditions 

will change and ultimately fuel inflation 

concerns, but probably not for some time 

yet.

The balanced portfolios that we manage have 

been constructed with a barbell approach: 

on one side, defensive industries that tend to 

be somewhat immune to economic vagaries 

(utilities, pharmaceuticals, foods), and 

on the other, more economically sensitive 

industries that benefit from an improving 

economy (technology, industrials). The 

common denominator on both sides of this 

strategy is dividend yield, and while there 

may well be more volatility ahead compared 

to the last few months, we are confident that this balanced, conservative approach will 

provide attractive risk-adjusted returns. We have been able to take advantage of good 

values in the market as they have become apparent over the last few years, and others 

will certainly come along, if we are patient. 
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Warren Buffett once said that a good investor is like a batter in batting practice. Pitch after 

pitch comes in and you only have to swing at the one that you really want because there will 

always be another one to consider. Well, the same is true in stocks. Despite the very complex 

and risk-prone global environment, there are always opportunities in a dynamic market, and we 

will do our best to find them.  

On a more personal note, we are very proud to say that we are nearing our 35th anniversary of 

our firm’s founding. While some institutions boast of a three digit history, few can claim the 

continuity of management and the intensely personalized approach to a client relationship that 

we have been able to offer since our earliest days. We can only attribute that to the extraordinary 

clients with whom we have been associated and who have expressed their confidence in our 

work in all varieties of market conditions during this span of time. To all of you, we would like 

to express our profound appreciation, and we look forward to our continued success together.

  

  


