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Market Analysis 
  The recent stock market decline is a natural adjustment whereas economic growth (GDP), corporate profits, and stock prices 
(S&P 500) eventually converge over time. Over the past 15 years nominal GDP (includes inflation), corporate profits and the S&P 
500 (with dividends) have all increased at an annual pace of only 4%. While 4% annual growth is well below the long term 
historical averages it does reflect a new reality of an extended period of much slower growth. During this period longer term 
bond investors (maturities of 20 – 30 years) have outperformed the stock market with annual returns of almost 8%. 
  The past 15 years has been volatile with the stock market reaching new highs then declining twice by -50% to -60%. Each market 
peak and crash was caused by too much debt and this time is no different. Where in the previous two corrections it was margin 
debt chasing tech stocks and then people taking on too much mortgage debt, this time its corporations borrowing to buy back 
their own stock and/or to pay dividends. 
  Although debt distorts stock valuations in the short term, eventually, as mentioned above, they adjust to the long term growth 
of the economy. The current stock market correction began in Q3 2014 when corporate earning peaked and they have been 
slowly declining since (similar to 2006 -2008). The difference this time is that the economy is weaker with nominal growth 
averaging only 3% the past few years and declining this past year to only 2%. The slower growth rate leaves the S&P 500 over 
valued by as much as 50% - fair value is around 1,000 -1,100. 
  In 2000 and 2008 the stock market correction took a longtime to play out, 2 – 3 years, before the bottom actually fell out. This 
time looks very similar with the market trading within 5% or so of its all-time high despite the fact that earnings and corporate 
sales have been declining for over a year – both of which occur simultaneously only during recessions.    
  We remain cautious and maintain our long term view that longer dated treasuries are the best investment at this time.     


