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The Current View

• The Current View

Why is the market making new 
highs?: Three compelling 
mathematical reasons and an 
improving long-term outlook.

Why is the market making new highs?

While some economic data have been relatively strong (e.g. housing), there is still a
prevailing sense of malaise amid concerns about the impact of fiscal policy. Thus,
many are asking, “why is the market making new all-time highs?” Below we list three
compelling, quantitative reasons why the market has been on a tear, and why it could
still move higher:

1. $2 trillion: The combined amount of monetary stimulus, aka “quantitative

easing” or “QE” that the U.S. Federal Reserve and the Japanese Central Bank will
inject into the financial system in 2013. Ostensibly, these programs are designed
to keep interest rates low and fuel risk taking and consumption, although their
efficacy is unknown. Whether a direct result of money printing or the indirect
impact from investors facing unattractive interest rates, rising asset prices and QE
programs are clearly correlated.

2. -0.25%: The REAL rate of return, after inflation, one can expect from

purchasing a U.S. 10-year Treasury bond. Thus, stocks with a 3%, 4%, or 5%
dividend yield look very attractive to many investors on a relative basis. MLPs,
with a 6% or higher and growing yield, also look attractive relative to bonds,
particularly for the income-conscious investor.

3. $116: The current earnings per share estimate for the S&P 500 for 2014. Many

investors believe that the market is a forward-looking pricing mechanism, and
that it assimilates future expected earnings over time. While 2014 seems a long
way off, analysts are using these numbers to project 12-month price targets. To be
sure, the actual earnings for the S&P 500 will be different from $116, perhaps
materially so, but it is up to investors to decide whether the real number will be
above or below $116 and act accordingly. The long-term average price-to-earnings
or P/E multiple is 15x. If one applies a 15x multiple to $116 per share, the
resulting value is 1,740 on the S&P 50o which is about 5% above current levels.
Clearly, we do not know if this will happen, but one could easily make the
argument (and judging by the voracity of this bull rally, many are) that stocks are
not expensive and could trade to as high as 1,740 over the next 6-12 months.

Thank you for your trust in us. We value our relationship with you. If you have friends, family or
colleagues that could benefit from our range of investment, trust, and financial planning
services, we would be honored by your referral.
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Choosing a Trustee: David 
Whilden, Senior Trust Officer of 
the Boys, Arnold Trust 
Company, on why a corporate 
Trustee is often the best choice.    
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The Current View

Why is the market making new highs? Continued…..

Remember, markets look FORWARD and are continuously assimilating estimates for
data that have yet to be realized. Thus, current market prices represent the collective
account of future expectations. While some degree of skepticism is warranted, three
areas that have been a source of consternation before and during the financial crisis
(and ammunition from perma bears) have shown marked improvement, suggesting
the market is factoring in an improving long-term economic outlook: (1) housing; (2)
employment; and (3) the U.S. budget deficit.

As noted in previous editions of The View, housing clearly bottomed last year and has
been in an accelerating upward trend since. Home prices, housing starts, permits, and
sales are all increasing at an accelerating rate. To be sure, record low interest rates
have reinvigorated this market; however, the factor most cited by industry experts for
the current state of the U.S. housing market is a lack of supply. Institutional investors,
including Blackstone, which is now the largest owner of homes in America, have
sapped up a significant portion of inventory, driving up prices. Recent data showed
that the median price of a U.S. home increased 11.8% in the first quarter of 2013 vs.
the first quarter of 2012, the largest increase since November 2005. The monthly
supply of homes has collapsed to a five-year low of around 4.5 months.

While the headline unemployment figure has not improved materially and is still
above 7%, the best leading indicator of unemployment, initial jobless claims, has
plunged to a five year low. From Bloomberg: “applications for unemployment
insurance payments decreased to 323,000, the fewest since May 2008. The four-week
average declined to 336,750, the lowest since November 2007.” Initial jobless claims
are a LEADING indicator and generally result in better employment data. While the
full impact from the sequester has not been felt yet, this is a very encouraging sign.

When the original budget deficit projections for fiscal 2013 were issued, the estimates
ranged from $1.0 - $1.5 trillion. After higher taxes (payroll tax hike and higher taxes
on upper income taxpayers) and slightly lower spending kicked in January 1, the
expected budget deficit began to shrink. Goldman Sachs lowered their estimate to
$900 billion earlier this year, and recently lowered it again to $775 billion. Jan
Hatzius, Goldman Sachs economist, recently pointed out that “spending in the fiscal
year to date is lower than a year ago and the nominal growth rate is lower than it has
been in decades. Revenues have also exceeded expectations, with a 12% gain fiscal
year to date.” While we have yet to address the true drivers of our debt to any
significant degree, the deficit is at least moving in the right direction and the prospect
of a balanced budget does not seem impossible today as it might have last year.
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Another View

Choosing a Trustee….by David Whilden, Senior Trust Officer – Boys, 
Arnold Trust Company

As the Senior Trust Officer of Boys Arnold & Company, I am often involved in
discussions with individuals and families regarding estate planning and related
matters. The most frequently asked question is: “Who should serve as my Trustee?”
Let’s examine the alternatives.

While the easy answer to this very important question is often a spouse or other
relation, that option is frequently not appropriate or practical. One must begin the
selection process by first asking who has the time, experience, expertise and fiduciary
knowledge to carry out the multitude of responsibilities incumbent on the person in
the Trustee role. Secondly, one should ask if it is prudent to put a loved one in the
position of navigating the changing dynamics of a family or expecting a spouse or child
to serve as a mediator between family members when the inevitable conflicts arise. In
hindsight, most individual Trustees would prefer the delegation of the fiduciary role
be given to a professional Corporate Trustee.

The Corporate Trustee brings the following attributes to this very important position:
Experience, Independence, Objectivity, Expertise, Impartiality,
Continuity, Prudence, Regulatory Oversight, Resources. Please allow me to
focus on a few of the very critical issues one should consider:

Experience & Expertise – The Trustee who steps into the fiduciary role assumes
significant responsibility for the financial well-being of current and future
beneficiaries. These responsibilities include investment management, trust
administration and the understanding of complex accounting and legal principles.
Most individuals do not have the background necessary to carry out these tasks and
frankly, do not want to be burdened with the work involved to master these skills. The
Corporate Trustee is held to the highest fiduciary standards under the law. Therefore,
significant experience and expertise are crucial to meeting these legal requirements.

Objectivity & Impartiality: The Corporate fiduciary is legally bound to adhere to the
terms of the Trust document and must administer the Trust accordingly. This ensures
that one’s wishes are carried out as intended. A Corporate Trustee is bound to avoid
favoritism of one beneficiary over another and must be agnostic to the pressures of
family members. A Corporate Trustee has the requisite knowledge, skill and the
often-needed resources to serve as a mediator, counselor and trusted advisor to one’s
family.
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Another View

Choosing a Trustee….by David Whilden, Senior Trust Officer – Boys, 
Arnold Trust Company

Continuity: The Corporate Trustee ensures continuous, consistent and competent
administration for the entire term of one’s Trust. A Corporate Trustee is not subject to
the human frailties of age, illness or death. As your family’s situation changes, your
Corporate Trustee’s steady hand is always at the wheel, providing dependable and
reliable administration and fiduciary guidance.

You have worked a lifetime to provide for your loved ones. You have done significant
planning to provide for their future well-being and financial security. The final and
most important step is assuring your plan is properly carried out. A Corporate Trustee
is the logical and prudent choice.


