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The path of the business cycle follows a regular pattern. However, 
the timing, extent, and duration of each cycle can vary widely. 
  
From September 14th to October 14th, the S&P 500 Index rose 
3.0%. However, that 4 week return hides quite a bit of volatility. 
From September 20 to 22 the index fell 6% 
From the 22nd to the 27th the index rose 4% 
From the 27th to October 3rd the index fell 6.5% 
From the 3rd to the 14th the index rose 11.4% 
Many individual stocks experienced even greater volatility.  
 
Much of the shorter-term, intraday and day to day volatility is 
due to short-term traders, often speculating (or reacting) on lev-
erage to price movements precipitated by the intraday news flow 
and order flow. The majority of short-term traders over time do 
not achieve consistently positive results.       
 
Consistently positive results become more probable as one’s 
time frame expands. Nevertheless, good timing will improve 
results, while bad timing will hurt results. One would prefer to 
purchase after a 6% decline (given a subsequent advance) or sell 
after a 6% rise rather than the other way around. And while such a 
statement may seem logically simple, various natural human psy-
chological tendencies coupled with the limitations of short-term 
forecasting can confound the execution of a simple logical plan.   
 
Typically, in an economic expansion, the news flow is generally 
positive and the market can shrug off an occasional disappoint-
ment. During an economic downturn, the news flow is generally 
negative and the market can ignore pieces of good news. Cur-
rently, the environment is mixed with the most probable outcome 
of slow growth but with a majority of economists forecasting a 
double dip recession as well as a low degree of future visibility. 
Therefore, we should not be surprised as the news flow is better 
than expected one day, and worse than expected on another, result-
ing in volatile markets.  
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Looking out 3 to 9 months: 
 
We continue to expect that China will not experience a “hard 
landing” (which is defined as less than 5% growth in GDP).  
 
We expect that Europe will not have an unmitigated default, but in-
stead will have a number of iterations of marking down debt and 
raising capital (in order to afford the next mark down in debt) until 
all the losses are absorbed over a number of years. In the meantime, 
periodic challenges leading to fears of a potential systemic collapse 
will be met in an untimely fashion by a policy response to prevent a 
collapse.  
 
The U.S. economy will struggle with high unemployment and a de-
pressed housing market, however, many companies will grow earn-
ings. The Federal Reserve will continue to implement accommo-
dative monetary policy, which provides a tailwind for stocks, and 
a headwind for the U.S. dollar, even if the effect on the economy is 
limited.  
 
Millions of consumers will rise out of poverty and into the middle 
class in emerging markets providing the marginal demand in a 
slowly growing global economy.  
  
We continue to reposition into investments that look attractive 
for this environment while taking advantage of market volatility the 
best we can. 
 
ASSET MIX:  We are underweighting bonds. We are maintaining 
the allocation to equities. We are utilizing cash as a strategic asset 
class, raising cash after a market advance in order to reinvest into 
stocks after a market decline.   
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