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It will come as no surprise to 
anyone that the global stock 
markets performed dismally in 
the third quarter.  The dynamics 

w i t h i n t h e 
quarter were 
in te res t ing , 
though.  July 
started as just 
a n o t h e r 
month in the 
bull market of 
t h e p a s t 

couple of years.  We even caught 
a whiff of the late 1990s as 
technology IPOs from Groupon, 
Linked In, Zillow, and others 
were coming to market well 
above their initial price points.  
I n d e e d , t h e t e c h n o l o g y 
resurgence was well underway 
when Apple surpassed Exxon 
Mobil as the most valuable 
company in the world based on 
i t s marke t cap i t a l i za t ion , 
weighing in at over $380 billion.  

Alas, unlike the 1990s, this tech 
boom would last only a few 
weeks before the appetite for risk 
evaporated and the economic 
realities of the current  decade set 
in.  The unsteady  political 
environment didn’t help either.  
O u r w o r t h y  l e a d e r s i n 
Washington squabbled over 
whether to increase the country’s 
debt ceiling until the last  minute, 

causing greater uncertainty  in an 
already fragile financial world.  
In the end, someone prevailed 
(but it wasn’t  common sense) 
and the debt ceiling was lifted 
with some gratuitous spending 
cuts agreed upon to help  tame the 
nation’s deficit.  

However, the debt deal was not 
enough to satisfy  the sages at 
Standard & Poor’s who decided 
the creditworthiness of the U.S. 
was no longer up  to their triple A 
standard.  President  Obama’s 
assurances that the U.S. would 
always be a triple A country in 
his estimation did little to 
assuage the situation. The stock 
market continued the selloff that 
started when the debt deal was 
first announced.  

The risk tolerance of early  July 
gave way to risk aversion later in 
the month and resulted in stocks 
falling almost 20% from their 
peak. 10-year Treasury bond 
yields also fell to a historic low 
of just north of 1.7%.  As if we 
didn’t have enough problems in 
our own country, concerns over 
Europe’s economy wreaked 
further havoc with the global 
financial markets.  

Without  rehashing the entire 
scenario, suffice it to say  that 

LIQUID ASSETS 
If you were to ask everyone in my 
family what they like best about 
Fall, the boys would say that it’s the 
mounds of Halloween candy they 
collect, Nyla would say “apple” (one 
of the few words she can say 
at  18 months of age) and Nipa 
would say the arrival of the 
school bus that removes two 
thirds of the noise and chaos 
that erupts in our kitchen every 
morning.  For me, the best day 
of Fall is Cider Day.  

Cider Day is the day we spend 
hours pressing countless 
apples into roughly 100 
gallons of cider.  Our friend Dan is 
an old-school farmer in Mendon 
who has just  about  everything in his 
barn if you look hard enough.  And 
look we did, until we found an apple 
grinder and cider press.  They were a 
bit  worse for wear, but still quite 
serviceable.  

We decided we didn’t have enough 
apples from our own trees, so Dan, 
his wife Cindy, their friend Charlie, 
and I went  out to Sodus on a cold, 
rainy day to pick apples.  Charlie is 
also an old-time Mendon farmer.  
He’s a rough looking fellow who 
doesn’t say much except  “Hunmph”.  
How was your day Charl ie?  
Hunmph.  What  do you think about 
t h i s w e a t h e r w e ’ r e h a v i n g ?  
Hunmph.  Sure are a lot of apples 
here.  Hunmph.  The only time I 
have seen him more animated was 
when we started talking about 
organic produce.  Nothing gets an 
old-school farmer more agitated than 
the organic movement. What he 
lacks in verbiage, he makes up for in 
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Greece is a mess and will default 
on its debt.  The only  remaining 
question is how much of a 
“haircut” bond holders will take 
when the inevitable occurs.  I’m 
not much of a forecaster, but I 
suspect the recovery rate enjoyed 
by bondholders will be well 
below what is currently  being 
bandied about.  This means that 
those holding Greek debt , 
primarily  European banks, will 
face a default  and will likely 
recover significantly less than 
h a l f o f t h e i r p r i n c i p a l 
investments.  When that  happens, 
European governments will have 
no choice but to prop up their 
banks through a toxic asset 
program like our TARP program 
in 2008 and 2009 (though they 
will likely call it “Le TARP”).  

The impact this will have on 
stocks is uncertain.  If the process 
is handled well, there could be a 

relief rally  where stocks break out 
of their current trading range and 
post decent returns by the end of 
this year or early next  year.  If the 
process is botched (how could 
politicians from 17 countries with 
different cultures screw it  up?), 
there could be further negative 
impact on the global economy 
and stocks will likely  take another 
leg down.  

I believe any further downside 
would be mitigated by the fact 
that corporations have a lot of 
cash, very low debt balances, and 
strong profit margins.  However, 
continued volatility is a certainty.  

Making moves in and out of the 
market is a tough game to play, 
and our crystal balls have been a 
bit cloudy of late, so we’re 
resorting to other time-tested 
tools to react to this crisis: 
rebalancing and diversification. 

We’ve been selling bonds as they 
have appreciated to very lofty 
levels and have used the proceeds 
to buy  stocks at very reasonable 
prices.  This may result in further 
short-term losses, but all of our 
clients are invested for longer 
term horizons and rebalancing has 
always enhanced long-term 
r e t u r n s i n p a s t c r i s e s .  
Additionally, despite being much 
maligned in the last  bear market, 
diversification always works in 
stock market downturns when it  is 
properly  implemented.  Such is 
t h e c a s e i n t h e c u r r e n t 
environment.  Bonds have 
provided solid returns and 
alternative investments have 
helped buffer stocks’ downside to 
a substantial degree (see graph 
below).  These tactics may be 
trite, dare I say boring, but they 
work.  
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Any negative economic news 
recently has quickly become 
fodder for the financial media to 
proclaim further doom and gloom.  
Any positive economic news is 
quickly qualified as just a blip in 
an otherwise dire environment.  
I’ve always hated the financial 
media.  

However, the doom and gloom 
seems to be pervasive of late and 
not just  l imited to yellow 
journalists.  I’m frequently asked 
by what path the world will 
escape the crisis du jour.  My 
answer is that  I don’t  really  know, 
but I have faith we’ll get there and 
sooner than many believe.  That 
may sound foolishly optimistic, 
but I have 200 years of recorded 
history on my side.  

The pessimists will argue we’ve 
been through the worst  economic 
environment since the Great 
Depression and that we are 
largely in uncharted waters.  As 
evidence, they cite the enormous 
national debt, money printing by 
the Treasury that will result in 
high future inflation, and the fact 
that the country will never recover 
from its current malaise because 
of policy decisions that stifle 
economic growth.  Democrats and 
Republicans alike seem unhappy 
with the current environment and 
each blames the other.  

H o w e v e r , w e ’ v e h a d b a d 
recessions before and we’ve 
always found our way out.  The 
1980s saw a huge national debt 

that resulted from Cold War 
defense spending.  Nevertheless, a 
strong economic environment 
during the Clinton years resulted 
in the national debt being all but 
paid off.  During the late 1970s 
and early 1980s high inflation 
caused many to wonder whether 
we were in a new economic 
environment, a “new normal” if 
you will.  Eventually  Paul 
Volker’s Fed put an end to 
inflation, setting the stage for the 
strongest bull market we’ve ever 
seen.  There have been many such 
periods of pessimism in the past, 
but we always emerge and the 
country grows and becomes 
stronger.  

So, my answer to the doom and 
gloom set is that we are not 
Greece.  We have intangible 
assets that will see us through this 
and any other crisis.  Bad fiscal 
and domestic policy decisions, 
high unemployment, looming 
federal debt, and falling home 
prices can’t  take away our work 
ethic and desire for upward 
mobility. Perhaps I wear rose 
colored glasses because I became 
an entrepreneur at the worst of 
times and still managed to keep  a 
roof over our heads (and chickens 
in our barns).  However, every 
day I hear more success stories of 
enterprising people recognizing 
needs and providing great services 
despite the uncertain economy. 

My friend Ken left his job at a 
failing company five years ago to 

start his own business.  He now 
employs roughly 30 people, owns 
several buildings, and travels 
around the country building his 
client base.  He turned down a 
several million dollar buyout just 
last year because he has even 
bigger plans for his company. In 
his spare time he started another 
business supplying supplemental 
educational services to inner city 
children.  

My friend David was laid off 
almost a year ago. During his job 
search he made so many contacts 
that he is now considering turning 
those contacts into prospective 
clients.  He has already had 
several offers for consulting 
projects and stands to make a 
much better living than he would 
have had he settled for another 
“cog in the machine” position at a 
large company.  

My friends Rob and Erica left 
their posi t ions at a large, 
bureaucratic firm last year that 
was downsizing its workforce.  
Rather than spending their energy 
on the politics of an unstable work 
environment, they  started their 
own firm. They are in super 
growth mode, bringing in clients, 
and outcompeting their previous 
employer.  

My friend Matt is a doctor who 
was being held back at the large 
hospital at which he worked.  He 
left to start his own practice and 
now, just a few years later, has a 
higher income than he did at the 
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hospital.  He employs several 
people and helps dozens of 
patients every year.  

My friend Jonathan enjoys the 
challenge of building businesses, 
so he is starting a new one.  He 
will provide many jobs; help 
countless senior citizen customers 
l ive be t te r l ives ; he lp the 
healthcare industry  save millions, 
if not billions, of dollars in waste; 
and hopefully provide very 
lucrative returns to his investors 
(which will in turn further 
contribute to economic growth).

There are other examples I can 
give of folks here in sleepy Upstate 
New York, where government 
regulation and tax policy are 
punitive, where economic growth 

i s s t a g n a n t , a n d w h e r e 
o p p o r t u n i t i e s a r e l i m i t e d .  
However, all of these people are 
finding ways to provide for their 
families, advance themselves 
financially, and provide many  side 
benefits to the greater community.  
While it  is true that not everyone 
has an entrepreneurial spirit, most 
of us have an ability  to adapt to a 
changing environment and a desire 
to stay productive.  This is why I 
am optimistic about the future.  As 
long as people are willing to work 
and have the freedom to make their 
own way, the country wil l 
advance.  There will always be 
hiccups along the way, but people 
continue to work, businesses 
continue to grow, and the economy 
will get back on its feet.  The stock 
market will follow suit.
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his actions.  With Charlies’s 
help, we picked two pickup 
truck loads full of apples in less 
than 2 hours. 

The following Saturday we 
“went to press”.  Farmers, 
engineers, moms, teachers, kids, 
dogs, and critters of all variety 
r a n a b o u t w i t h a p p l e s , 
containers, and donuts.  It  was 
o rgan ized chaos wi th an 
emphasis on the latter.  Still, a 
good time was had by all.  
There’s something special about 
savoring a warm sunny day in 
the fall when you know there 
aren’t many warm sunny days 
left.  

Cider Day is a great escape from 
the rigors of the work week and 
the pessimism of the modern 
world.  In the end we went  home 
with 20 gallons of “liquid 
assets”, some great  memories, 
and the satisfaction of an honest 
day’s work.  You’re all invited to 
join us for the madness next 
year.

We recently  welcomed another 
new employee to our firm.  John 
Lyon joined us in September as a 
Portfolio Analyst.  He will be 
crunching numbers and providing 
economic and investment research 
to support our portfolio decisions.  
John has enrolled in the Chartered 
Financial Analyst (CFA) program 
and looks forward to three long 
years of studying investment 
drudgery (who wouldn’t?).  

John graduated with a Bachelor of 
A r t s d e g r e e f r o m C o l g a t e 
University, where he majored in 

history and minored in economics.  
A native of Rochester, John 
w o r k e d i n t h e i n v e s t m e n t 
management business during 
college as an intern at his family’s 
firm, Lyon Capital Management.  

While at Colgate, John served as 
p r e s i d e n t o f t h e C o l l e g e 
Republicans, wrote for the Colgate 
Maroon News, co-hosted a radio 
show, and played guitar in the 
University  Church worship band.  
John is an avid golfer and enjoys 
traveling to see different golf 
courses.  

A r m b r u s t e r C a p i t a l 
Management is an investment 
advisor to individuals, families, 
and sma l l e r i n s t i t u t ions . 
Because we don’t  sell any 
investment products, we remain 
unbiased in our selection of 
funds. We use index funds to 
drive down costs, manage the 
tax bi te , and gain broad 
e x p o s u r e t o t h e v a r i o u s 
segments of the global capital 
m a r k e t s . O n g o i n g 
c o m m u n i c a t i o n i s t h e 
cornerstone of our service 
offering. 

what is acm?
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