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   June 15, 2010


The Times Are A Changing
How times have changed.  A year ago, it was all about increasing fiscal stimulus to bolster the global economy.  The world was on the edge of financial collapse and every conceivable measure was being used to save us from depression.
Now, on the eve of a huge G20 meeting (which lucky Canada is hosting), the world’s finance ministers seem to be speaking from a different pulpit.  One hears of the sustainability of the recovery, which now seems in doubt, but rather the focus has shifted on not the fiscal stabilization of banks, but the stabilization of governments themselves.

So last year’s Herculean effort by governments across the planet to sacrifice their own balance sheets for the rescue of the private sector, now seems to have created bloated government balance sheets?

Truly what a surprise! ...Not!

On a daily basis, worries about Greece, Spain, Portugal and their risk of default dominate headlines.  But now add to the mix Hungary, even Romania, countries whose growth was stagnated for 40 years by the failed policies of Communism, now they are a threat to the world?  C’mon…pleeeze…

It seems the average Hungarian’s debt is predominantly valued in Euros, which we all know has collapsed, so looks like they have some issues in being able to pay back all the debt accumulated trying to make up forty years in a hurry.

Even China, the new engine of global growth, may be “slowing”. Which to the Chinese means GDP growth of “only” 8-9% (down from 10-12%).  But fears of inflation and overcapacity have crept in, which worries the rest of the world as investment spending in China has tripled since 2001, and the consequences have been staggering.

China represents just 7% of global GDP but is now responsible for 30% of all global aluminum consumption, 47% of global steel consumption, and 40% of global copper consumption.  Similar to what happened after WWII during the Japanese capacity build, questions will arise as to the ability of foreign markets to absorb such volumes, and more importantly, when will the bubble burst?  The long term record of this transformative period of Chinese growth has resulted in a 10 yr (until 2008) compounded annual growth rate (CAGR) of 13.5% for GDP, and 10.7% for household consumption, staggering numbers.

So it’s been over a year since the new bull market began in March 2009.  And one year into it I see globally (overall) improving fundamentals plus strong scepticism and high levels of fear:  Classic ingredients for the second phase of bull markets.

Economic numbers globally keep coming up better than expected, but are largely dismissed in terms of significance.  In part this is because the fastest recoveries from the recession are happening in 25% of global GDP found in emerging markets countries.  Maybe we in the West can’t accept China and Brazil leading us.
Investors continue to focus backwards on the period of September 2008 to March 2009, a horrible time in the history of financial markets, rather than focus on going forward 18-24 months; when in doubt, own equities.  They rise more often than not (80%) for over 100 years.  The last decade has been an anomaly.

The tendency has been to see all news as bad news, as if something good will morph into something bad.  An example I hear daily: stimulus won’t work or will cause mega inflation (or both!).  This pessimism can be seen in mutual fund flows – mostly into bond or money market for three years now for safety.  In 2009, long term US bonds lost 17.5%.  Safety, I don’t think so.

Five out of six research reports I read are bearish.  The scepticism is thick.  This is where the bricks for the walls of worry bull markets climb get built.

But that doesn’t mean its throw caution to the wind.

Markets will remain volatile, and I think this summer may be sloppy, but as we head into the US mid term election this November, should polls start favouring the Republicans, watch out…markets love grid lock (due to less government interference).

So right now, 1040 remains huge support on the S&P50, 1100 or so resistance.  It started 2010 at 1115, but if I had to guess (and that’s all it is!) by year end we are at 1250-1280, for perhaps a high single digit return year, which right now, I think all of the world would be delighted in.

Stay Tuned 
Vito Finucci

Vice President & Director

Private Client Division
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