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As readers of Viewpoints will recognize, we often look to Winston 

Churchill to offer wisdom in trying times. His perceptive characterization 

of American democracy seems more poignant than ever because of 

the current state of affairs in Washington:  “We can always count on 

the Americans to do the right thing, after they have exhausted all the 

other possibilities.” While partisanship and rancor have been at the 

core of American politics since the Continental Congress, it is difficult 

to recall a time in the post-war era when it felt so destructive to the 

fabric of society. Clearly reflecting a divided nation, both sides now 

feel compelled to stand their ground in their respective interpretations 

of the American way of life. In the meantime, the economic recovery 

continues to move ahead slowly while Fed Chairman Bernanke seems 

to have the whole world in his hand.

If an investor were to have awoken from a long nap to find the Dow 

Jones over 15,000 (as of October 1) given all the unsettling headlines 

in the news today, he would certainly be tempted to cash out and run for 

the hills. Such is the nature of investing based on news headlines and 

emotions. So what is an investor (not a speculator) to do? Recognizing 

that the government shutdown and debt ceiling debate will create even 

more volatility in the near term market action, in short, stay the course.

The reasons have not changed since we wrote in September 2009:  “Back 

in December (2008), it had been our view that despite the inflammable 



political environment, value, reason, and dividends would assert themselves and the market 

would eventually regain its legs in the second half of 2009.” Indeed, since then stock 

prices have generally been in a five year bull market as sanity and fundamentals regained 

prominence. We have experienced vastly 

increased volatility during this period, 

but for the most part U.S. equities have 

been an excellent asset class.

What drives our guarded optimism, 

despite the rancorous political 

discourse over onerous new healthcare 

and tax costs, is the larger view 

that the U.S. is the best house in an 

otherwise sketchy neighborhood. The 

cleansing process of deleveraging 

from the borrowing binge of the last 

30 years takes time and is disruptive 

to the economy, employment, and 

consumption patterns. Much of our 

national debate stems from this painful 

undertaking that has everyone on edge, 

but we are now well into the healing 

process and, in any event, considerably further along than Europe and Asia.

The dollar has strengthened recently, particularly against previously strong currencies 

in commodity-rich countries. A slowing global economy has put downward pressure on 

industrial commodities from formerly peak prices. Indeed, by having kept interest rates at 



zero for five years, the Fed had inadvertently fueled higher commodity costs with speculators 

benefitting from essentially “free” money in what is known as the “carry trade.” As Fed 

Chairman Bernanke and his successor pull back on this monetary accommodation and 

eventually allow interest rates to be dictated by the market, the dollar should strengthen 

further, forcing commodity prices even lower. The main beneficiary of this macro adjustment 

will be the U.S. consumer gaining what politicians could never agree on in Washington: 

the equivalent of a tax cut by way of lower prices in important commodities that go into 

everything we buy, gasoline included.

Additionally, very encouraging demographic trends are likely to result in new household 

formation of the “echo boomers” (babies of the baby-boomers), a huge cohort of the U.S. 

population. Keep in mind 

that the healing financial 

system has led to very well 

capitalized banks with lots 

of money to lend to those 

who have good credit and 

can participate in historically 

affordable housing. All this 

takes time, but the larger 

macro-economic picture 

dwarfs the political posturing 

emanating from Washington. 

One just has to ignore the noise and stay the course. Not easy, even for professional investors!

Some clients have asked why bonds have not been part of our commentary recently. As is 
evident all through the money market system, Fed Funds interest rates near zero have 
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kept all other related rates at rock bottom. An investor would have to lengthen maturities  

significantly and drop down in credit rating to obtain anything remotely attractive as a current 

interest rate. However, when the overall interest rate structure begins to move higher in a free 

market fashion, prices of those bonds bought today will fall commensurately. We would much 

prefer investing in high quality common stocks of companies that pay a solid dividend that can 

increase over time. Bonds will eventually find a place in our clients’ portfolios, but not for a 

while yet. 

While we generally look favorably on equities, volatility will no doubt continue, and we are 

constantly on the lookout to reduce risk wherever we can in a unpredictable world. Borrowing 

another line from Churchill: “It is always wise to look ahead, but difficult to look farther than 

you can see.”


