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The Current View

• The Current View

October has been a spooky 
month for stocks:  October is 
historically the most volatile 
month for stocks and has 
generated some horrific 
crashes. 

Investor sentiment and three 
reasons why stocks could rally 
another 5%. equity fund flows 
and JP Morgan’s Tom Lee on 
why stocks will go higher.

October has been a spooky month for stocks

October has a reputation for being a scary month for stocks, and it is well deserved.
Josh Brown, an entertaining financial blogger, recently had this take as he cited data
compiled by the Stock Trader’s Almanac:

“October has a dreadful history of market crashes such as in 1929, 1987, the 554-
point drop on October 27, 1997, back-to-back massacres in 1978 and 1979, Friday the
13th in 1989 and the 733-point drop on October 15, 2008. During the week ending
October 10, 2008, the Dow lost 1,874.19 points (18.2%), the worst weekly decline in
our database going back to 1901, in point and percentage terms.”

What is it about October that seems to lend itself to horrific crashes? Perhaps its
position on the calendar allows for investors to hone in on trends that will drive stocks
into year-end, thus making them more prone to aggressive decisions, or perhaps it is
just full of traders in a bad mood, unhappy that summer has ended. Who really
knows, and there may not be anything other than sheer coincidence that causes stocks
to be especially “crashtastic” in October as Josh aptly puts it.

Regardless of the underlying cause, October is the most volatile month of the year,
having a higher average daily volatility than any other month. In many cases, these
old Wall Street saws can be self-fulfilling. Indeed, the calls for deep, painful
correction seem to be getting louder and more frequent, captured by a recent article in
the Wall Street Journal titled: “Signs of a Red October. Markets Face Four Big Tests
Next Month.”

This October portends to be an interesting time period as we enter the month with
Congress doing its best to derail confidence and the economic recovery. It seems like
déjà vu as both sides of the aisle debate the debt ceiling, budget impasses, entitlement
reform, Obamacare, etc. While the rancor is elevated and a government shutdown will
certainly be a negative to economic activity in the short-run, this time doesn’t seem all
that much different from similar showdowns over the past few years.

The financial press and television have a vested interest in generating activity and
getting people scared, because that leads to higher ratings. However, investing based
on market lore and seasonality is not a good strategy. In fact, the best strategy would
likely have been to buy stocks in October, especially during the periods referenced
above, if one has a multi-year investment horizon. Nimble investors with cash on
hand may be well served to capitalize on any volatility, as has been the case with every
“correction” thus far in 2013. Yet, for the vast majority of investors with a sound, well-
diversified allocation and strategy, often the best thing to do is nothing.

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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The Current View
Investor sentiment and three reasons why stocks could rally

Recent data suggest average investors are coming back to the equity market. In sharp
contrast to the last several years, investors have poured money into equity mutual
funds. According to the Wall Street Journal, “So far this year, stock funds have taken
in $151 billion more than investors pulled out, marking a rebound from a net $431
billion that headed out the door from 2008 to 2012.” Additionally, the number of
initial public offerings, another sign of general appetite for stocks, is up 47% this year
to 156. With high profile offerings such as Twitter, Hilton, and Alibaba scheduled to
come before year-end, 2013 augers to be one of the more active years of equity
offerings.

Skeptics will argue that heightened involvement from retail investors is a signal the
current bull market is long in the tooth and contrarians might consider selling
equities. J.P. Morgan’s chief U.S. equity strategist Tom Lee disagrees, and he recently
offered three reasons why stocks could rally another 5% into year-end.
According to Business Insider, Lee has a 2013 price target for the S&P 500 of 1775 and
sites the following as support:
1. “Foremost, the recent move to all time highs is quite constructive for the S&P

500. There have been only three prior instances when the S&P 500 sustainably
surpassed multi-decade highs: (i) 1958 (taking out the 1928 highs); (ii) 1982
(taking out the 1973 highs); and (iii) 1991 (taking out the 1987 highs). In all 3
prior cases, the equity markets continued to advance for 5-15 years and increase
another 136%-314%.”

2. Second, valuations are still supportive of equities. While the median P/E of the
S&P 500 today is 16.2x on next twelve months’ EPS, this cannot be looked at in
isolation…..10,438 companies have a P/E below the comparative investment
grade bond P/E (the inverse of the yield). At the 2000 and 2007 market highs,
only 201 and 274 companies, respectively, had a P/E below that of investment
grade bonds.

3. Third, cyclical stocks are demonstrating leadership. They have outperformed
the S&P 500 by 1.0% from the August low to the Sep 18th highs….this suggests a
very constructive structure to the market – leadership by cyclicals even in
pullbacks.”

In support of Mr. Lee’s view, most of the world saw an improvement in economic
activity in September, as Purchasing Manager Index (PMI) readings were positive
across-the-board and many showed accelerating momentum. Additionally, U.S. home
prices rose at the fastest pace in six years (+12.4% year-over-year in August 2013 vs.
August 2012). This is encouraging, yet the rapid increase in interest rates from early
May through early September has cooled off the entire housing sector, evidenced by
the decline in pending home sales and mortgage applications. In September interest
rates fell slightly and appear to have stabilized, thus lessening a potential headwind to
future growth.
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Another View

Sensitive information over email and secure messages

Given the increasing level of sophistication of email hackers and other miscreants, we
must employ more stringent standards when communicating to you regarding
sensitive information via email.

Many of you periodically request third party wire transfers and other services over
email. We must now verbally verify all such requests. Please understand this is for
your benefit and security.

Additionally, we may send you a “secure” message. We utilize a company called
“Smarsh” to manage these secure emails. If you receive a secure email from Smarsh,
follow the instructions contained in the email to set up a user name and password to
access the content of the email. Please call us if you need any assistance.

However, if you are ever in doubt about an email from Boys Arnold or question the
veracity of any email:
1. Do not open the email
2. Call us to verify that we sent the email

We apologize for any inconvenience this process may cause. Unfortunately, this is the
world we live in and your privacy, security, and well-being are our utmost concern.
and/or charities to be the primary beneficiaries of your assets.


