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What are the odds? 
Despite the inverted gyrations of the stock market during the past three weeks, my market overview continues to be moderately bullish, of 
course with specific reservations about investors' unbridled carryover of unrealistic expectations borne out of last year's performance.  The 
market's configuration supports my view that if we're not at an interim top in valuations, we're close; if we're not initiating a consolidation of 
massive proportions, we're certainly consolidating modestly; and if we're not fully invested in the sectors that drove the market in 2013, there 
is plenty of opportunity to sector allocate into those which represent laggard's upside potential. 
 
The Federal Reserve, under its new Chairperson Janet Yellen, has indicated that it will be loathe to change horses in mid-stream, opting to "go-
slow" on easing its accomodative monetary policies.  Nevertheless, the "unwinding' of restrictive monetary policy will begin, has begun, and 
the market last week found itself in a schizophrenic morass of "are we alright or are we not?"   One doesn't want to be in the path of that 
boulder once it starts rolling downhill.   The equity markets have become a default investment option, and, as discussed in last week's piece, 
have replaced the bond market as a viable yield alternative.  From a strategic point of view that latter fact is particularly vexing because 
equities, despite their "default" status, are still extremely volatile, risky, and overvalued at present.  At what level does valuation have to be 
before it ignites suppressed investor anxiety? 
 
We've come close to answering that question during the past month.  Already, lackluster earnings reports have impeded certain stock's 
advance.  Most observers still defer to a "wait and see what the consumer does" motif, even as wages dissipate, unemployment floats at (still) 
too high a level, and retail stock speculation plays second fiddle to institution's insatiable appetite for risk.  While slow growth is preferable to 
"no-growth", conservative estimates for this year's industrial gross output are far from exuberant.  I see no particular signs of an eroding 
economy, but nothing which indicates that 2014 will enable a breakout of historic proportions.  And certainly, I cannot create a quantitative 
multiplier that justifies a magnitudinal upside potential for stock performance equal to last year. 
 
Therefore, my investment highlight for this coming year will to be to deploy cash reserves to maximize dividend yield and capital gains, and to 
find opportunity in defensive or back-of-the-cycle sectors that mirror the demographic themes of our time, such as global telecommunications, 
biotech, infrastructure, agriculture, and alternative energy. 
 
Bringing it home 
All in all, waiting for the consumer to return to economic solvency is a wise approach.  Typically, consumer spending stimulates growth in 
Cyclicals.  While the markets consolidate, we are seeing a stall in consumer brands and a possible reversal in their market leadership.  The 
current bull expansion is a rough tapestry of traditional blue chips, speculation in high tech, and one-off opportunistic speculation.  The deeper 
the rally goes, the more I expect to see the aforementioned "demographic sector shift". 
 
We also cannot ignore how dependent the United States is upon other nations, and their fiscal and monetary choices, for its economic stability.  
As a result of a half-decade of global austerity to prevent a deepening of a borrowing and credit crisis, policy makers are now faced with the 
unenviable choice of closing the capital spigot or risking a destabilizing fiscal event of unknown consequences. We just experienced one of the 
most volatile  weeks in currency markets in the last 5 years. My analysis will focus carefully upon the US dollar's global exchange rate during 
this monetary transition.  A delicate balance exists in this new world order, in which "leadership" is a transitory thing, allocated usually by the 
concentration of natural resources, consumer equity, and industrial productivity.  Disequilibrium is more the norm, as money flows from 
continent to continent, developed nations to emerging markets, and hopefully back again.  A geopolitical question of our day might be "from 
what source is power and influence emanating, and for what duration?" 
 
Thus, the pullback I had been forecasting and positioning portfolios for has occurred in January.  Year to date, the US averages are down about 
five percent. Cyclicality does not know the date, or calendar position of its occurrence; it happens because of vectors that share common 
inflection points.  Bear in mind, whether a consolidation is rotational, massive, or insignificant, the data indicated that it was to be expected.  
Our focus is to prepare our clients for the after-effects of a capitulation, particularly a shift in investor confidence and a breakdown of the hubris 
that the previous year created. 
 
To assume a cyclical swing in momentum is a lot better than not adjusting beforehand for its possibility.  We have always based our portfolio 
modeling on the theory that markets are parabolic, moving in defined waves.  Today, at this top, a momentum shift is due.  For the time being, 
I'm comfortable dipping only a couple of toes in the water.   


