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“Double Double”
Toil and trouble fires burn and stock market bubbles (apologies to Mr. Shakespeare). Well, the Fed
recently weighed in on that very topic in a meeting with Christine Lagarde, the managing director of the IMF
(International Monetary Fund). Ms. Lagarde asked Janet Yellen, Chairwoman at the Federal Reserve, about
the Fed’s policy of low interest rates leading to bubbles in financial markets. Ms. Yellen’s reply was that
“equity market valuations at this point generally are quite high.” The stock market lost 180 points after Ms.
Yellen’s comments, but cooler heads prevailed and the market regained most of its losses by the end of the
day. In the area of prognostication, the Fed does not have a very good track record. They had been projecting
2.0% - 2.25% GDP for the 1st quarter of this year which came in at 0.2%. Back in 1996, Fed chairman
Greenspan made the comment that equity prices were showing signs of “irrational exuberance.” The S&P 500
gained over 100% over the next three years until early 2000, and was still above its December, 1996 level as
it bottomed in late 2002. Then in the mid 2000’s, the Fed assured us that housing prices were not overvalued.
So is the stock market in or approaching a bubble status?
According to FactSet, the S&P 500 is now trading at 17.5 times the last 12 months earnings up from
16.5 times a year ago. The 10 year average price/earnings ratio for the S&P 500 is 15.8. You might draw from
this evaluation that stocks are not cheap, but they are far from the bubble top in late 1999/early 2000. Some
biotechnology and social media stocks may be trading a bit above their recent average, but the rest of the
equity market has been advancing in an orderly manner. In fact, you might refer to equities as in a rotational
bull market. The Dow Jones Industrial Average first approached 18,000 last December and has been trading
recently in a range of 17,700 to 18,100. We had two retracements early in the year that took the Dow down to
near 17,000, but each subsequent pullback in the Dow has been at a level higher than the one before, a good
sign that investors have cash to invest and have confidence in the stock market and the economy.
A good sign of this confidence came last Friday with the release of the April job numbers. The private
sector created 223,000 new jobs in April, not great, but a relief over March’s number of 120,000 new jobs
(which was adjusted down to 85,000). Investors seem satisfied with this new normal – not a spectacular
300,000, but a steady 200,000 plus, coupled with a 2% plus growth in GDP.
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There is some concern over stubbornly low wage growth and low productivity in the economy. Small
businesses create most of the new jobs and are having some difficulty obtaining funds for expansion, but their
bigger problems are the myriad of new regulations. The Wall Street Journal states that this administration has
twice set the annual record by issuing more than 81,000 pages of regulations. The Kauffman Foundation,
which tracks new businesses, says its data shows 2013 was the third consecutive year to show a decline in
entrepreneurial activity in the United States. It’s a testament to people who can walk through all the
regulations and start a business. Big businesses on the other hand have easy access to funds; for the most part
they have plenty of cash on their balance sheets. Rather than expand their current business or start a new
subsidiary and face all the regulatory problems, they simply go out and buy an existing business. Other
monies on big businesses balance sheets are going into financial assets (stock buybacks) rather than capital
investment. This may account for some of the weakness in overall productivity.
Elsewhere, China cut interest rates for the second time in 6 months. A worrisome economy and the
heavy debt burdens of companies and local governments were cited. Rapid expansion of the last several years
has left officials concerned about the mountain of debt that has built up. Sound familiar?
In England, David Cameron and the conservative party won an unexpected easy victory over the labor
party. Voters apparently decided they were in favor of growth rather than redistribution of income. Note to
Americans: English voters rewarded the conservative party for reducing corporate taxes from 28% to 20%
and implementing welfare reform that shifted more people into the work force, resulting in stronger economic
growth.

Random Thought for May 2015

According to a study by Harvard professor David Wise and two

colleagues, 46.1% of Americans die with less than $10,000 in assets.
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XYZY[\Z]^_à^Z`[bc]d_ef_[gdZ_[\ahYi`[jYZYk^f[el[m̀^[n^Yf[boYfc[
p-#4/q#<.3#/.#.36#9rs?#t-E6F.-6.#uCEDF,8#v5.3AAD.w#t-E6F.-6.w#x-0G#D-#0,-@5-0.D,-#yD.3#z{|}~}{|~#
A//D-6#860,-D6C#.36#yD--68F#,#.36#ss#u--5/7#v6/8/.67q#4/-/6C#u00,5-.#4/-/68#,#.36#6/8#
uy/8CFG##/-/#x-E6F.A6-.#uCEDF,8F#y/F#860,-D6C#/F#.36#yD--68#,#.36#D-/558/7#xA/0.#uy/8C#,8#
606776-06#D-#F,0D/77q#86F,-FD76#D-E6F.D-w#,8#D.F#'IJ(%(&MJ('MIMJG##3DF#F.8/.6q#
C65-F#.36#Aq.3#.3/.#DA/0.#A/-/68F#A/q#F/08DD06#86.58-#,8#D-E6F.D-#D-#/#,,C#0/5F6G##36D8#F.8/.6q#
D-0,8,8/.6F#6F.#,#07/FF#6-ED8,-A6-./7w#F,0D/7#/-C#,E68-/-06#DA/0.#08D.68D/#/-C#3/F#/#s?;q6/8#.8/0#
860,8C#,#0,-FDF.6-.w#F568D,8#D-E6F.A6-.#7 237#F/DC#/-#t-E6F.-6.¡¢4+#/-/7qF.G##1232£8179
,#t¤5D.D6F#/-C#¢,8.,7D,#4/-/68w#5/-6#¥,68.F#F/DCw#x.#DF#E68q#86y/8CD-#.,#6#860,-D6C#,8#.3DF#
/y/8CG##¦36-#y6#F./8.6C#A/-/D-#.36F6#,8.,7D,F#s?#q6/8F#/,w#5"283£928 238972 289§28
60,A6#.,C/qG##,#6#/y/8C6C#.36#D-/558/7#xA/0.#uy/8C#F6/F#.,#.36#0,-.D-56C#C6CD0/.D,-#,58#D8A#
3/F#.,#.3DF#F/06G##5/-6#¥,68.F#y/F#.3686#.,#/006.#.36#/y/8C#,-#63/7#,#/-/#x-E6F.A6-.#uCEDF,8FG##
+tpw#4/8#4D8F6868w#/CC6Cw#¦D--D-#D-#/0;.,;/0#q6/8Fw#yD.3#CD686-.#F.8/.6D6Fw#3D37D3.F#.36#
0,-FDF.6-0q#,#,58#D-E6F.A6-.#8,06FFG##36#v¥x#F/06#DF#6E68#6E,7ED-#/-C#,58#./76-.6C#.6/A#3/F#C,-6#/#
86/.#@,#D-#F./qD-#/.#.36#,868,-.#,#.3DF#A,E6A6-.#yD.3#C6CD0/.D,-#/-C#3/8C#y,8G##36#257q#9rs?#
DFF56#,#z{|}~}{|~#A//D-6w#yD77#8,D76#.36#/y/8C#yD--68FG#

1232536789739 688537 3 97 75!"""23236789739 #

