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PLEASE NOTE: As part of our revamped process to bring you relevant and timely 
information, we will provide our investment perspectives in The View rather than at each 
quarter end in the appraisal package.  This delivery format allows us to provide perspectives 
quarterly, but also when there are noteworthy events in the economy.   
Investment Perspective 
Let the Good Times Roll!? 
Markets around the world vaulted higher during the first quarter, largely an 
expression of relief that Europe seems to have avoided a financial meltdown…at 
least for now.  Indeed, investors shrugged off signs that the Israel/Iran nuclear 
showdown is coming to a head and evidence that the European debt crisis is 
likely far from over.  Instead, investors took a glass half-full approach, bidding up 
risky assets, particularly in areas like small company and international stocks, U.S. 
financial stocks, and metals such as copper and gold.    
The market’s performance is certainly encouraging, and some of the gains are 
simply a recovery of losses experienced last year, but are things really that 
different?  To be sure, U.S. economic data has improved and certain sectors are 
registering strong growth.  However, just as markets are prone to become overly 
pessimistic and overshoot to the downside, they are just as likely (some say even 
more so) to become overly optimistic and overshoot to the upside.   
In their efforts to discount the current rally, bears are becoming increasingly 
exasperated, struggling to find new justifications for their view of impending 
doom.  Aside from the debt issues in Europe and trouble in the Middle East, they 
point to evidence China and Brazil are slowing, a still moribund U.S. housing 
market, and rapidly rising gasoline prices.  Bulls counter with evidence stocks 
remain cheap by historical standards (the S&P 500 trades at about 13x estimated 
earnings vs. a long run average of 15x), Europe is addressing its sovereign debt 
issues, and interest rates remain very low.  Both are right, of course, and the 
reality is that financial markets are still healing from extreme damage suffered in 
2008-2009.   
Indeed, despite the S&P 500’s rapid rise this year, it remains some 10% below its 
2007 high.  Therefore, while volatility is sure to return, further increases in stock 
prices would not be surprising, nor would stocks be especially expensive were 
they to return to previous highs.  Regardless of the stock market’s direction, 
maintaining flexibility and liquidity is critical, and investors must be careful not to 
be lulled into complacency.     
 
Let Them Eat iPads     
In a March 2011 speech, Bill Dudley, President of the Federal Reserve Bank of 
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New York, tried to calm fears about rapid food inflation by assuring the audience 
that “You have to look at the prices of all things.  Today you can buy an iPad2 
that costs the same as an iPad1 that is twice as powerful.” To which an audience 
member replied: “I can’t eat an iPad.”  Touché.   
This interaction highlights the quandary the Fed faces.  It is quite intent on 
stimulating economic growth, and presumably employment, and has committed 
$trillions in an attempt to do so.  Many argue that the inevitable impact of such a 
policy is inflation.  While the government’s official gauges of inflation remain 
fairly subdued, most citizens are struggling with higher food, gas, health care, and 
education prices.  Moreover, the effects of inflation can be insidious.  Are rising 
asset prices really as good as they seem?  Adjusted for inflation, or indexed to the 
price of gold, perhaps not.  
That said, the Fed has many more tools for dealing with inflation than it does for 
trying to stimulate growth and employment.  For example, with the Fed Funds 
rate essentially fixed at 0%, rates cannot go any lower, thus the Fed has had to 
rely on various Quantitative Easing (“QE”) programs to inject liquidity to try and 
stimulate the economy and the labor market.  On the other hand, if inflation were 
to accelerate, the Fed could theoretically raise rates forever to quell demand for 
money and goods.   
  
Escape Velocity: Are We There Yet? 
The Fed has made it clear that it is willing to stoke inflation to get our economy 
moving into “escape velocity.”  In other words, stimulate enough growth so that 
no external help is needed and that markets are healthy and functioning 
appropriately, and the economy can grow at a sustainable rate on its own.  We are 
not there yet.  In fact, we are likely a ways off.  The healing process continues, but 
escape velocity remains elusive.  Therefore, it is probable the Fed will remain very 
much involved in markets.  The net result of this approach is likely that inflation 
(and interest rates) will ultimately move higher.  For now, interest rates are being 
artificially repressed, and one gets the sense the Fed is pushing down on a coiled 
spring, which when released could snap quickly back.  Just how long the Fed tries 
to control rates is unanswerable, and as Japan’s experience demonstrates, rates 
can stay well below normal for many years.    
Were inflation and interest rates to rapidly increase, this would have a profound 
impact on markets and asset prices.  We do not expect this to happen next 
month, next quarter, or even this year, but investors need to be prepared.  The 
good news is that there are many more tools available today to advisors to help 
clients navigate through such environments.  Moreover, a moderate increase in 
interest rates would probably be helpful.  Savings rates would go up and markets 
may go up as investors become more confident that things are returning to 
normal.  In fact, research shows that markets achieve higher valuations when real 
rates (actual rates minus inflation) are in a normal range of 1%-2%, compared to 
when real rates are negative as they are today.     
Another View 
  

Changes Coming to Our Next Quarterly Report 
As noted in our last edition of The View, we have upgraded our quarterly report 
and reporting process.  Here are the key changes, but please contact us if you 
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would like more information. 
Report Delivery 

1. Your new report may be delivered electronically or via traditional mail – it 
is your choice!  If we have not done so already, we will be contacting you 
soon to ensure that we have the correct method of delivery in place.    

Report Look: 
1. Your new reports are shorter and more concise.  Custodian statements 

have now evolved to include cost basis.  With this improvement from the 
custodians, there is no longer a reason for our firm to print appraisals in 
the quarterly package.  We believe this will enable us to focus on the 
important data and reduces redundant reproduction of information you 
are already receiving.   

2. Your new report will consist largely of charts, graphs, and tables.  These 
are easier to read and visually digest, and will help you see the key figures 
at a glance. 

3. Your new report will include a section devoted to assessing financial 
markets and related performance data.  Rather than multiple paragraphs 
of text, this concise page will allow you to quickly scan current market 
performance.   

Report Contents: 
1. Your new report will contain three main parts: (1) Account Overview; (2) 

Performance; and (3) Market Recap.  We believe the information is 
arranged in a very logical order and format, and will give you a thorough, 
yet concise understanding of your account and its performance. 

2. Your new report will include a letter with information about your account 
from your counselor.  We will provide additional information on changes 
to your portfolio, performance, strategy, and positioning.   

 
Avoiding Scams 
There was an interesting, if scary, article in the Wall Street Journal recently (click 
here for the article) about the dramatic increase in cases of investment scams, 
particularly ones targeted at those over age 50.  The article highlights some of the 
more common frauds, including Ponzi schemes, self-directed IRAs, and 
unregistered securities.  You may also have seen this recent article about Hilton 
Head Island residents that became victims of an investment fraud: Scam targeted at 
seniors on Hilton Head Island 
 
Unfortunately, the current environment is ripe for this kind of activity.  People 
are desperate, and with a rapidly growing population of potential victims, there is 
no shortage of crooks looking to seize on this “opportunity.”  The vast majority 
of people will avoid getting caught up in one of these scams by using basic 
common sense and following the “if it sounds too good to be true, it probably is” 
principle.  However, these frauds are getting more and more sophisticated, 
making it increasingly difficult to discern the underlying scam.   
 
We implore you to use our firm as a resource to help sort out potential scams.  If 
you or a family member, friend, colleague, etc are approached with an investment 
idea and you want another set of eyes on it…please contact us.  We have seen 

http://online.wsj.com/article/SB10001424052970204319004577088170263635052.html
http://online.wsj.com/article/SB10001424052970204319004577088170263635052.html
http://www.islandpacket.com/2011/10/06/1819383/scam-victim-he-sounded-like-a.html
http://www.islandpacket.com/2011/10/06/1819383/scam-victim-he-sounded-like-a.html


 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

hundreds of different strategies over the years, many of which were valid, but 
many were not.  We will be happy to review any documents or marketing 
materials.  At the very least, we can develop a set of questions to be asked and/or 
direct you to resources that we are aware of for further information.   
 
Here are few simple things to help avoid being caught up in a scam: 
 

1. Search for the person/firm on the SEC or FINRA website.  If they were 
ever the subject of any complaint or action it will be available online  

2. Determine how the person is compensated; “Following the money” often 
illuminates the incentives of the person or the firm making the pitch 

3. Ask for references; a simple, but often overlooked step in evaluating an 
investment manager 

4. Beware of anyone that pressures you for a quick decision or implies the 
window of opportunity is narrow.  If you don’t have time to properly 
evaluate the idea, it isn’t worth it! 

 
 
 
Please look for the The View again next month. 
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