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ASSET MANAGEMENT

When stock markets start declining I usually start thinking about what we can buy that is inexpensive.  Sometimes I am asked about what I mean by inexpensive and I usually start talking about McDonald’s

Today, you can go and purchase an entire, local McDonald’s restaurant for somewhere around one times gross income or maybe 7-11 times earnings.  There are hundreds sold every year.  You could also go and purchase McDonald’s common stock which this morning sells for 16 times earnings.  And, I believe the common stock should sell for a premium as you do not have to manage or staff a store, just buy the stock and collect the dividends.

The multiple of an actual restaurant does not change very much; the multiple of the stock will change depending upon whether the stock market is going up or down.  The closer the multiples of the actual restaurant and stock the better the value.

It is rare and takes large stock market declines, but sometimes, the stock multiples actually get cheaper than the restaurant.  In this situation we say it is “better to buy than build”.  

This same type of analysis applies to every industry.  We add the greatest value to your portfolios by selling portions of our stock holdings when the spread between public and private is large.  And then buying back stocks when prices (and multiples) have gone down significantly.  

THE GLOBAL ECONOMY AND INTEREST RATES:   

We all know about the above average growth in China and India.  But now even the powerful laggards, Japan and Germany, are participating.  This makes for a robust world, but one where the inflation danger lies.  We do believe that the past increases in interest rates have slowed growth.  Commodity prices and home sales have declined, especially in the U.S.  However, U.S. interest rates will likely continue rising.  How far?  If history is any guide, until the rates have gone up so much the economy heads for recession.  But inflation is not evident globally and in many countries there is not reason to increase rates.  Those markets should outperform the world.

INTEREST RATES AND PRICES OF STOCKS AND BONDS:
Generally when rates go up both the bond and stock markets decline.  So, I continue to believe there will be weakness in the world markets.  But, at the first hint of real slowing (increasing unemployment or office buildings having fewer customers for example) stock prices should rally even while interest rates still increase. 
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