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As we begin the second quarter, the financial cross-currents have become abundant.  

Global growth is probably the biggest issue with the largest concerns centered on China 

and Europe.   

 

Although China’s eight percent growth is still strong, the fall from double digits paints a 

picture of a decelerating economic engine. Similar to other emerging nations, China had 

tightened monetary policy when food inflation started accelerating, and their recent 

monetary policy reversal has yet to take hold.  It will take a few quarters to re-accelerate, 

but food and other commodities drifting lower certainly gives policy makers the ability to 

stick with a looser monetary policy.  

 

Europe is worse.  Several countries are in severe recessions (re: Spain and Greece) and 

several others are on the edge such as Italy and Portugal. Germany cannot generate 

growth alone.  The regional debt crisis has led to weak stock and bond markets which 

swoon with each bad debt auction, only to reverse as rumors of European Central Bank 

bond purchases emerge.  The economy is sick in Europe and it will take time for the 

crisis to pass.  Currently, the biggest concern is Europe sliding into a deep recession and 

affecting the rest of the world.  Right now, that still appears unlikely, but stay tuned. 

 

For the US investor, the major concern is whether the US economy can hold steady until 

global growth accelerates.  Two of the key drivers, housing and employment, have 

generally shown positive signs. In the housing market, foreclosures have been worked 

down, “for sale” inventories are approaching normal levels, and banks are slowly 

beginning to lend.  On the employment front, job growth has generally been trending in 

the right direction despite a few recent, minor hiccups in the volatile unemployment 

claims data.  Coupled with strong corporate profits, the US recovery should continue to 

be positive albeit at a more modest pace than typical recoveries.  A two percent GDP 

growth rate for the rest of the year seems reasonable. 

 

The outlook for 2013, however, will be heavily predicated on the upcoming election.  

Normally, elections are not as important as one might think to the stock market, but this 

year looks to be crucial in terms of where the country is headed.  This election seems to 

be about the nation’s basic philosophy on the size of government.  Federal spending is on 

an unsustainable path that has the nation fighting over taxation versus spending.  
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Medicare has been identified as the biggest culprit of our future fiscal problems and in 

June the Supreme Court will likely decide if the healthcare bill is constitutional.  This 

court decision will be the first major political event, followed by the election and finally 

the now infamous “Fiscal Cliff.” If politicians are unable to reach agreement, the Bush 

tax cuts run out, AMT kicks in big time, new taxes are imposed, the payroll tax cut 

expires, and we will begin a sequester of current Federal spending where cuts will be 

made in many areas of the Federal Government automatically.  The details of all this are 

very fuzzy, but no doubt this would put a big drag on the economy.  ISI estimates that the 

drag could be over two percent, potentially creating a decline again in the economy.  

Many think/hope that the government will resolve this before this happens, but these are 

big political hurdles to get over. 

 

It is prudent to think that the stock market will flatten out as we approach year-end, 

assuming there is no progress on these political issues.  It seems as if the market is 

currently playing chicken with investors; how high will it get before the politics weigh it 

down?  So long as the political outcome is neutral, the stock market should rise in 2013 

as the global economy likely kicks in to help overcome any lingering domestic woes. 

Earnings and dividend growth will follow which should push stocks higher. 

 

In the meantime, Scholtz & Co is emphasizing companies that can more predictably grow 

earnings and yield healthy dividends.  While deep cyclicals with European exposure 

seem risky, industrials with heavy Asian or US machinery exposure still look attractive.  

The rebound in US manufacturing is a winning theme.  Healthcare companies also look 

appealing provided they have minimal risk to the uncertain Supreme Court ruling this 

June.  Financials are a good long term story, and many still have good dividends.  The 

slow recovery in the banking system will go hand in hand with a slow economic 

recovery, and it is hard to imagine a bull market with financials doing poorly. Finally, 

large technology companies should still have legs given multiple ‘upgrade’ cycles and 

solid enterprise investment. 

 

I see a struggling market for the next year or so, but if these issues can be resolved, we 

can begin a new secular bull market, something I have been waiting for since 1999. 

 

 

 

 

 

 

 

 

 

 

 

 


