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Stock performance as measured by broad market Indexes,
Dow Jones, S&P 500 and NASDAQ continues to post new record
highs. During most of the first
quarter the upward trend saw only
minor pullbacks before rising to set
additional highs. The second quarter reporting season for 2017 is repeating the pattern.
We think the more the markets
set new highs, the more likely we
are to face a correction. We’ve said
this before and the stock market has
yet to bless our sage observations
with any appropriate decline!

Market Peaks — A View
From the Top
In May we attended a meeting
of financial industry professionals.
One presenter passed out a chart
prepared by JP Morgan Asset Management. It was a chart of S&P
500 performance covering the period from December 31, 1996 to
March 31, 2017. This is roughly
the period before and following the
‘Great Recession.’
There were three distinct highs
(peaks) on the graph:

1,527 on March 24, 2000 up 106%
from December 1996
1,565 on Oct 9, 2007 up 101%
from October 2002
2,363 on March 31, 2017 up 249%
from March 2009
The first two highs were followed by multi-year corrections,
-49% after the first high (2000 —
2003) and -57% after the second
(2007 – 2009). 2009 was the depth
of the Great Recession.
The forward estimated P/E
(price to earnings ratio) for the
three peaks were:
March 2000
October 2007
March 2017

27.2
15.7
17.5

The forward P/E for March of
2000 of 27.2 was clearly a measure
of an overvalued or pricey market.
(Oh the wisdom of hindsight!) Interestingly, the October 2007 and
March 2017 numbers are not much
above historic norms.
The presenter laid down the
graph the way a poker player might
show a winning hand.
It was his way of saying; “here
… it’s coming.”
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Earnings Season
Q1 earnings for those corporations listed in the S&P 500
were stellar. Roughly 85% of
listed firms beat estimates for
both earnings and revenue.
That is a high percentage of
companies generating upside
surprises. It seems that business is good.
Unemployment remains below 5%. We read an observation in Zack’s Market Commentary asserting that the US has
not seen a jobs market this
strong since the early 1970s.
Energy costs continue at
historic lows in spite of efforts
to curb production and support
higher prices. Crude oil prices
below $45 a barrel weigh heavily on oil and gas companies. It
is generally good news for the
rest of the economy.
Early reports of strong Q2
earnings continue to generate
support for new market highs.
As of August 2 the DOW is up
slightly over 11% year-to-date.
Schwab Notices
Schwab has begun the
process of sending notifications
to account holders whenever
there is a movement of money
out of customer accounts. We
are supportive of the notification process. Unfortunately,
the wording of some early notices was just ambiguous
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enough as to sound somewhat
ominous.
For example, RMDs (Required Minimum Distributions)
are a case in point. Moving assets from an IRA into a personal or joint account triggered an
‘Asset Movement’ notification.
In a similar vein, Schwab
now sends notices that cover
transfers from a customer account to a third party. Wire
transfers to a third party now
result in a ‘Disbursement’ notification. This process was
amended — after an apology
notice — to include the dollar
amount of the transaction making it easier to identify.
Wire Transfers
Schwab announced new
procedures for authorizing Wire
Transfers when this edition of
the newsletter was in the draft
stage. The new procedures are
in response to increased attempts at fraud involving the
use of emails to advisers authorizing wires transactions on
client accounts.
The new procedures require
us to solicit verbal confirmations of any email or other written instruction to send a wire.
This is one area where we are
comfortable being ‘luddites.’
We do not accept email instructions or texts directing any kind
of action on client accounts.

All in all, we think this is a
case where ‘more’ is ‘better.’ In
an age of cybersecurity concerns, more communication
about asset movements is a
plus. Slowing down the transaction process slightly to verify
accuracy seems like a reasonable price to pay for safety.

Regulation & Deregulation
Bills are pending in congress that would rescind Dodd
Frank and kill the DOL Fiduciary Rule before it is fully implemented. Both were responses to excesses in the financial
services industry that contributed to the Great Recession.
We may have more to say on
this topic once more is known
later this summer.
There is one rollback pending that we can celebrate. This
legislation reportedly has widespread support from both political parties. Some years ago the
credit card industry lobbied to
insert a clause into standard
binding arbitration agreements.
In a nutshell, the clause deprived the consumer of any opportunity to participate in a
class action suit because they
signed the arbitration agreement.
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“B in d in g A r b itr atio n ”
clauses are part of the fabric of
financial life. The language is
found in the ‘fine print’ at the
end of application forms.
When opening any new
account, the financial institution requires that in the event
of a dispute, the customer
agrees to enter an arbitration
process rather than suing the
institution. The legislation under consideration now would
remove the prohibition of joining in a class action suit.

Thanks for reading!
With gratitude for your business,

Stephen & Susan

“Past performance is no guarantee of future returns.” This statement applies equally to the portfolios
we manage as well as any mutual
fund or individual security discussed
in this publication. Compass Points
newsletter is published for informational purposes as periodic communication with clients of The Rose Inc
Investment Management. Discussions of particular investments do
not constitute recommendations to
buy, sell or hold such investments.
Some content is drawn from other
sources that are presumed, but not
guaranteed, to be accurate. Nothing
in this publication should be construed as professional advice recommending any particular course of
action to a reader.

