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The Dow Jones Industrial Average (DJIA) has continued to hit 5-year highs over the last few weeks, and the Dow is currently up about 6.5% for the year.  Although I will happily take these gains, it is very important to remember that the DJIA is only composed of thirty stocks – the largest ‘blue chip’ corporations in America.
In May, I analyzed the five year performance of all the Dow stocks.  Since May, the Dow winners have been Altria, Proctor and Gamble, Microsoft, AT&T, Verizon, Merck and General Motors.  Stocks in the DJIA that have declined over the summer are Caterpillar, Boeing, Alcoa, 3M and Home Depot.  This is a gross generalization but there has definitely been a rotation from manufacturing companies to consumer product companies – particularly those with ‘defensive’ products; cigarettes, toothpaste, telephone services and drugs.  Two exceptions to this generalization are the rise in General Motors and the decline in Home Depot.  GM’s up 20% since May but if you remember, there was talk back then that GM might actually declare bankruptcy and the stock was very - in retrospect - undervalued.  Home Depot declined with all the homebuilding stocks.
The point of this analysis is that this ‘rally’ is not widespread.  There have been seven winners in the Dow since May, five losers.  The other 18 stocks that make up the index are virtually unchanged.  Also, the ‘rally’ has been on small volumes and only in the large-cap stocks; midcaps and small caps are actually down over the last few months.  So although pleased with the recent market performance, I’m not happy.  It is like your kid getting the highest mark in a class for a math exam - but it was only 37%.  There are some very fundamental problems with the quality of this market rally, and I’m not ready to jump on the bandwagon and commit client funds that are uninvested.  Besides, with Fidelity’s money market paying roughly 5%, how much risk and volatility are we willing to take to get another percentage point or two in performance?
Areas that have clearly sold off in the last two months are basic materials, oil, and gold.  Quite frankly, I’ve been positioned on the wrong side of these areas recently with large positions in both gold and oil stocks.  I am convinced though that I do want significant exposure to these areas long term.  Although there have been some large oil discoveries recently (conspiracy theorists may dwell on this coincidence), we’re still not making any more of it, and global demand for crude is not slowing.  Oil has declined from $80 to just over $60 per barrel, but the price of the major oil stocks in the portfolio (Chevron, ExxonMobil and BP) have not changed too much.  Gold has sold off from $650 per oz to $575 per oz, but there are signs that the metal is building a base at these levels.
So at this point, I’m not making any changes to client portfolios.  There are some areas I am looking at, as both technology and pharmaceuticals appear to be showing some signs of life, but more on this later.

Switching tracks from business to fun, I’m quite happy to be planted in Bend for the next few weeks.  I just returned from a business trip to Hong Kong, Macau and Bangkok, and this weekend will be only the second in three months that I’m at home.  After being in the humid heat of Asia for ten days I’m looking forward to the crisp clear mornings and warm afternoons of our Central Oregon fall.  There have been some light dustings of snow on Mt. Bachelor already, and hopefully we’re gearing up for another banner year on the slopes.  So the game plan this weekend is to try to get some exercise, spend a little time bonding with my greatly neglected dog, and enjoying some fresh unpolluted air and sunshine.

Have a great weekend,

Glenn
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