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BEACON POINTE RESEARCH
Beacon’s Point: Brick By Boring Brick
In one of his famously entertaining quips, Mark Twain described October as “one of the peculiarly
dangerous months to speculate in stocks. The others are July, January, September, April, November,
May, March, June, December, August, and February.” Traders and speculators often fixate on daily,
weekly, or monthly performance. Long-term investors, on the other hand, are less concerned with returns
over arbitrarily defined short time periods, such as weeks or months. Instead, they are focused on their
long-term goals and a strategic discipline for managing their investments over their time horizons, which
typically are measured in years and market cycles.
This particular October resulted in solid market returns that built upon a very robust September and added
to the major indices’ gains for the year-to-date period. Economic news during the month was broadly in
line with or better than expectations; however, it appears that expectations are gradually moderating.
Corporate earnings for the September quarter continued to beat consensus at a rate of about 70%.
Companies in the S&P 500 Index (that have already reported results) grew revenues by almost 10% yearover-year, while earning per share increased by an even more impressive 40% over the past year. The
wave of mergers and acquisitions gained momentum and provided additional support for equity markets
in the U.S. and around the world.
The first week of November promises to be quite eventful for the U.S. from a political and economic
perspective. Tuesday (November 2nd) will likely mark a new political equilibrium in Washington, DC.
Expectations are for a Republican victory in the mid-term elections and, with that, a more centrist
congressional agenda with regards to personal taxes, government spending, and business regulation.
Wednesday’s spotlight will be on Mr. Bernanke and the Federal Reserve. Market participants eagerly
await confirmation of a new round of Quantitative Easing (affectionately referred to as QE II). Fed
statements over the past few months gave unmistakable signals that such measures would be coming, as
the pace of the recovery slowed, unemployment remained stubbornly high, and inflation approached zero.
While a QE II announcement is almost a given, there is significant disagreement as to the size and
structure of the program, and more importantly, its ultimate effectiveness in stimulating economic growth
and jump-starting lending and job creation.
It takes tens of thousands of bricks to build a house. A brick is a boring thing; on its own, it reveals
nothing about what the house will look like when finished. Building a house involves many choices –
from the type of bricks to use, through layout design, to the finishing touches. As everyone involved in
construction and remodeling knows, there are sure to be setbacks along the way – faulty materials, missed
deadlines, and rain delays. There are always reasons to worry, but it is important to keep going in order to
finish the project. Similarly, in investing, every week, every month, and every year give us reasons for
anxiety. Hence the expression that markets “climb the wall of worry”. Yet, for those who start off with
quality materials and properly constructed plans, a patience, discipline, and long-term focus pay off in the
end, as the “76 Reasons” exhibit on the following page (courtesy of Atalanta Sosnoff Capital) illustrates.
Someone once said that “the future is unknown, which is one of the more annoying things about it”.
While we, like everyone else, will be closely watching Tuesday’s mid-term election results and
Wednesday’s Fed announcement, we recognize that the market’s reaction to either event is far from
certain. Instead, we keep an eye on the long term. This week, despite its importance, is just a short
seven-day stretch in what is a long haul for investors. It is simply one of the tens of thousands of bricks
that go into building investors’ futures. Let speculators worry about short-term market reactions, price
gaps, daily trends, or weekly bottom lines. We, as investors, remain focused on the big picture.
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Source: Atalanta Sosnoff Capital

Please feel free to call Beacon Pointe at 949-718-1600 should you need additional information or have
any questions.
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