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General Advice

The advice has been prepared without taking into account the clients 

objectives, financial situation and needs.  Clients should consider the 

appropriateness of the advice by taking into consideration your objectives, 

financial situations and needs before acting on the advice.
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Market Performance

• S&P 500 fell 1.8%

• EE’13 stabilized, fall 0.1%

• P/E fell 1.7% to 12.5

• The 10 year yield is 1.72, (stocks yield 
more than bonds), VIX dropped below 14

• Sell ITT, hold cash – expect volatility.





September 3rd - November 5th

Relative Value Model

Plus Percentage Change in Price/Book ................................................................................-3.4%

Minus Percentage Change in ROE 2013............................................................................-1.6%

Equals Percentage change in P/E 2013 ..................................................................................-1.8%

Current P/E 2013 ...................................................................................................................12.3

SPX Dividend Yield………………………………………………………… 2.4%

10 year Treasury Yield .........................................................................................1.6%

-0.1%

-2.3%

-2.2%

4.5%

-3.2%

-1.4%

-11.5%

3.6%

4.1%

0.2%

1.1%

-0.5%

-2.7%

-3.4%

-0.7%

0.0%

-2.4%

-22.0%

0.0%

-1.2%

-1.2%

2.9%

MET

OIL

CHEM

P&F

TRAN

MANU

ELEC

AUTO

HOUS

LODG

RET

FOOD

ENTR

CONS

HOSP

PHAR

COMP

SEMI

SOFT

AREO

TELCO

MONEY

% Change in Earnings Estimates

-2.3%

-3.5%

1.4%

3.2%
4.2%

1.0%

-1.4%

4.9%
5.6%

-4.0%

-0.6%
-0.1%

1.3%
0.2%

-1.5%
-0.3%

-8.0%

-5.0%

-2.3%

3.6%

0.2%

5.4%

% Change in Prices









US Economy

• Recovering slowly with one shock event this year 

(Euro debt crisis #3).  

• But, very little capacity being built, so utilization 

rates, productivity and occupancy are high.

• The fiscal cliff poses another threat , Goldman 

Sachs says markets will fall 15% by year end.

• Sensitivity analysis says “cliff” 1% off GDP, 

• so what?



• Unemployment is a problem 7.8%, 

• Slow, long workout: cannot have inflation 

or interest rates until debt is worked off.

• Incomes are now rising, and TWIST helps 

consumers get debt down

• Retail sales are strong, and consumer 

confidence has hit five year highs- Luxury

• Savings rate has risen sharply. Consumer 

debt fell from 130% of income to 114%.



• Trade deficit $44B , current account $0 

TWIST is $40B (securitized mortgages) 

=bubble in multi-family.

• Three major bubbles in the past 20 year’s

– .com 

– mortgage backed securities

– Treasuries 

• If government stops issuing so much debt, 

there will be a risk-off cycle and P/E’s 

could go to 20.  

• Oil shale could change the balance.



3Q12 Earnings

• 381/500: only 63% beat, 26% missing, 11% in line. 

• $26.08, up 2.0%.  Bad Q,  lots of disappointments.

• Resources are falling

• Housing and auto are benefiting from operation 

TWIST

• PC based technology is very weak, mobile strong

• Europe hurt, China was good: Nike, Yum and Coach

• Specific risk is high, and execution is important. 

• The same is true for RV stocks, choppy markets 

created opportunities for stock pickers.  



Cyclical

• Oil tumbling Baker Hughes and Halliburton:

stock prices and earnings fell the most.

• Chemical disappointed. du Pont and Dow

hardest hit.  

• Conversely Paper & Forest products good 

quarter especially Louisiana Pacific.

• Transportation estimates slashed, particularly 

airlines/ United.  Ryder was a winner!



Manufacturing

• Mixed bag, Europe/China  but mostly execution

• ITT’s pumps division did a great job, and carried 

that company to the best performance in the sector 

– at the expense of Parker Hannifin, which 

executed poorly.

• Electrical Manufacturing was similar, Honeywell

and Emerson outmaneuvered GE and Danaher.  

If you are considering buying GE on weakness, 

please don’t.



Consumer Cyclical.

• Auto stocks all strong in a lower interest rate 

environment, despite weakness in Europe which 

hurt earnings. 

• Ford and GM rose 13% each.

• I can’t keep up with housing; Whirlpool is on fire, 

up another 18%, where estimates were up 13%.  

• Builders all had extraordinary returns with Pulte

leading the pack..



Restaurants / Food

• Generally overvalued

• exception of Yum Brands, which is a darling 

because of its China strategy.  Evidently the 

Chinese are trading noodles for Pizza!

• Chipotle down more than 17% to a P/E of 25.2.  

McDonald’s has retreated from 102 to 87, and the 

P/E is down below 15.

• Kraft split in two; Kraft and Mondelez, look 

expensive,

• ConAgra looks good at 12.7X13.  Watch



Technology

• Computers are getting savaged.  

• The PC became obsolete this year. 

• Hewlett Packard and AMD are disintegrating.  

• Software fared better, Adobe and Yahoo good

• but Google and Computer Associates

disappointed.  

• Microsoft and Oracle held on.

• Nvidia reports Dec 20th.  Windows 8?



Financials

• Financial stocks are in a general updraft. 

•

• We picked JP Morgan because their higher 

quality, and recent drop after trading losses in the 

CIO, which created a buying opportunity



UP 23%, TAKE PROFITS
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