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Hussman, continued on page 4

“Opinions are for show, but investment disciplines are for dough.” 
– Source: Unknown

2.2% COMPOUNDED RETURN OVER NEXT 10 YEARS 
BUT OPPORTUNITISTS CAN DO BETTER 

SAYS JOHN HUSSMAN
By Louis P. Stanasolovich, CFP®, CCO, CEO and President of Legend 

Financial Advisors, Inc.® and EmergingWealth Investment Management, Inc. 
and Editor of The Global Investment PulseOver the last few years, John P. Hussman, Ph.D. and President of 

Hussman Funds, has pointed out the low future expected returns 
of the S&P 500—just 2.2% over the next ten years as of March 10, 
2014.  However, he also says that opportunities to earn substantially 

more will present themselves especially after a downturn.  In fact, over the 
next seven years, he expects, based upon the valuation measures indicated 
in the chart on page 4, that returns over any time period (1, 2, 3, 4, 5, 6, 
or 7 years) from now, the returns will be either zero or negative.  Jeremy 
Grantham, Chairman of GMO and, in his own right, a legendary investor, 
has similar views.  

However, as was indicated in the article entitled, “Valuation: Today Versus 
The Late 1990s” on page 4, a bull market can persist for quite awhile as we 
saw in the 1995 to early 2000 period.  John Hussman also alludes to the 
trouble with using valuation as a predictor of a downturn.  Timing is never 
exact as we saw in the late 1990s.  In fact, many investors forget that begin-
ning in October of 1974, we had long-term single-digit Price-To-Earnings 
(P/E) Ratios that persisted through August of 1982, before the U.S. Stock 

MARGIN DEBT AT RECORD LEVELS
By Louis P. Stanasolovich, CFP®, CCO, CEO and 

President of Legend Financial Advisors, Inc.® and 
EmergingWealth Investment Management, Inc. and 

Editor of The Global Investment Pulse
On page 3, we have included two charts New York 
Stock Exchange (NYSE) Margin Debt (Top of page 3) 
and NYSE Margin Debt/NYSE Index (Bottom of page 
3) which is a ratio.  The first chart indicates the total
amount of margin debt on the NYSE is at its highest 
level ever.  However, that is looking at margin debt in 
isolation.  The second chart measures margin debt 
as a percentage of the value of the NYSE.  Yet it has 
only recently reached record levels.  This means that 
margin debt has risen with value of the NYSE.  Nev-
ertheless, margin debt levels in both cases are similar 
to the market peaks of 1987, 1999/2000 and 2007.  

While these two charts do not signal the beginning of 
the end, they do signal that we are getting closer to 
a market top.  However, that could have been said in 
1996.  Three more subsequent years of stellar returns 
occurred in 1997, 1998 and 1999.  The conclusion:  It 
is best to have a plan to defend one’s portfolio since 
we are closer to the end than the beginning.

Margin, continued on page 3

IF MUNICIPAL BONDS ARE SO ATTRACTIVE WHY AREN’T 
THEY PERFORMING?

By Louis P. Stanasolovich, CFP®, CCO, CEO and President of Legend Finan-
cial Advisors, Inc.® and EmergingWealth Investment Management, Inc. and 

Editor of The Global Investment Pulse

Actually, municipal bonds have performed only so-so since March 31, 2013.  
Interest rates on longer term bonds rose approximately 1.0% since then 
resulting in a total return loss.  (See the yield curve charts on pages 8 and 
9.)  Portfolio managers point out that yields are attractive, now, especially 
on the long end of the yield curve, but only because interest rates have 
risen over the last year.  

Municipals have struggled since 2007.  Historically, the performance of the 
municipals market was largely driven by expectations on tax policy and 

Municipal Bonds, continued on page 7
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LOUIS P. STANASOLOVICH, CFP®, EDITOR
Louis P. Stanasolovich, CFP® is founder, CCO, CEO and President of Legend Financial Advisors, Inc.® 

(Legend) and EmergingWealth Investment Management, Inc.  Lou is one of only four advisors nationwide 
to be selected twelve consecutive times by Worth magazine as one of “The Top 100 Wealth Advisors” in 
the country.  Lou has also been selected ten times by Medical Economics magazine as one of “The 150 
Best Financial Advisors for Doctors in America”, twice as one of “The 100 Great Financial Planners in 
America” by Mutual Funds magazine, and once by Barron’s as one of “The Top 100 Independent Financial 
Advisors”.  Lou was selected by Financial Planning magazine as one of six individuals to receive the inau-
gural Influencer Awards for 2010.  He was selected for the Wealth Creator award recognizing the advisor 
who has made the most significant contributions to best practices for portfolio management.  He has been 
named to Investment Advisor magazine’s “IA 25” list three times, ranking the 25 most influential people 
in and around the financial advisory profession, as well as being named by Financial Planning magazine 
as one of the country’s “Movers & Shakers”, recognizing the top individuals who have done the most to 
advance the financial advisory profession.

ABOUT 
LEGEND FINANCIAL ADVISORS, INC.® 

ABOUT 
EMERGINGWEALTH INVESTMENT MANAGEMENT, INC. 

Legend Financial Advisors, Inc.® (Legend) is a 
Fee-Only U.S. Securities and Exchange Com-
mission (SEC) registered investment advisory 
firm with its headquarters located in Pittsburgh, 
Pennsylvania.  Legend’s Personal Chief Finan-
cial Officers (Personal CFOs) provide a multitude 
of services, including Wealth Advisory Services, 
which incorporate Financial Planning and Invest-
ment Management strategies to affluent and 
wealthy individuals as well as business entities, 
medical practices and non-profit organizations.  

EmergingWealth Investment Management, 
Inc. (EmergingWealth), is the sister firm of 
Legend Financial Advisors, Inc.® (Legend) 
and is a Fee-Only Securities and Exchange 
Commission (SEC) registered investment 
advisory firm.  EmergingWealth provides 
Investment Management services to indi-

Our Personal CFOs offer so much more than wealth managers, financial advisors, financial 
planners and/or investment managers.  We analyze each client’s financial strengths and 
weaknesses, then recommend creative solutions for improvement.  Additionally, our Person-
al CFOs work closely with our client’s other professional advisors to achieve optimal results. 

WHY LEGEND IS DIFFERENT? 

1. Unlike brokerage firms and Fee-Based Advisors who both receive commissions and as a
result are inherently conflicted; Legend is compensated exclusively by client fees, known
as Fee-Only.

2. Legend’s Personal CFOs have been selected over 30 times by national publications as
“Best Advisors in the Country”.

3. Legend is a Fiduciary and is therefore required by law to always work in the clients’ best
interests.

4. Legend designs dynamic, creative and personalized financial planning and investment
solutions for its clients.

viduals as well as business entities, medical practices and non-profit organizations whose 
wealth is emerging.  All investment portfolios are sub-advised by Legend.  Both Legend and 
EmergingWealth share a common advisory team, Investment Committee and Fee Schedule. 



3THE GLOBAL INVESTMENT PULSE  March, 2014

PULSE

As of: February 28, 2014 Data Source: Bloomberg
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Hussman, continued from page 1

Market’s Secular Bear Market actually be-
gan – almost eight years before the stock 
market took off.

Listed below is an excerpt from John 
Hussman’s article published on February 
10, 2014 entitled “Double Trouble”.  The 
chart is from his March 10, 2014 article 
entitled “It Is Informed Optimism To Wait 
For The Rain”.  The chart is a more recent 
version of the one published in the Febru-
ary 10, 2014 “Double Trouble” article.

On the basis of a broad range of valu-
ation measures that are tightly (nearly 
90.0%) correlated with actual subsequent 
S&P 500 total returns over the following 
decade, we estimate that stock prices are 
about double the level that would generate 
historically adequate long-term returns.  
The chart below presents estimated 
10-year expected returns versus actual 
10-year S&P 500 total returns using a va-
riety of estimation methods that we have 
mentioned in the past such as the Shiller 

Price-To-Earnings Ratio (The earnings 
portion of this calculation incorporates 
earnings adjusted for inflation.), and a few 
additional ones for good measure.  Based 
upon this information, our estimate is that 
we will have 10-year S&P 500 nominal 
total returns (Returns calculated before in-
flation and before income taxes.) of about 
2.2% (This number was updated on March 
10, 2014.) annually over the coming de-
cade, with negative returns on all horizons 
shorter than about seven years.

These are, of course, the same methods 
that allowed us (John Hussman and staff) 
– in real time – to project negative 10-year
total returns for the S&P 500 in 2000 even 
under optimistic assumptions, to iden-
tify severe overvaluation in 2007, and to 
quantify the shift to reasonable valuations 
in late-2008 and 2009 (our stress-testing 
response to the credit crisis was emphati-
cally not based on valuation). 

Fortunately, the prospect of awful mar-

ket returns and steep downside risk from 
present market levels certainly does not 
imply a lack of opportunities over time. 
Valuations adjust, and market conditions 
change. I (John Hussman) fully expect to 
observe outstanding investment oppor-
tunities over the completion of the pres-
ent market cycle and the next, even if a 
moderate retreat in valuations leaves them 
well above historical norms (as we saw 
in 2003). Now is not the moment to feel 
rushed to commit capital to a Fed-induced 
speculative carnival. 

Source: This article was excerpted from 
“Double Trouble” by John P. Hussman, 
Ph.D., President, Hussman Funds, (Weekly 
Market Comment, February 10, 2014), 
www.hussmanfunds.com. 

COPYRIGHT 2014 HUSSMAN FUNDS 

REPRINTED WITH PERMISSION FROM 
HUSSMAN FUNDS 

Source: Hussman FundsWeekly Market Comment, March 10, 2014
www.hussman.com

As of: March 10, 2014
REPRINTED WITH PERMISSION FROM HUSSMAN FUNDS

Please note the actual return
at any point on its line refers
to the previous 10 years not
the ten years going forward.

Please note the actual 10 year
return follows the estimated 10
year returns quite accurately
over time with few exceptions.

Rate
of

Return

PULSE
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VALUATION: TODAY VERSUS THE LATE 1990s
By Doug Ramsey, CFA, CMT, Chief Investment Officer, The Leuthold Group, LLC

The relentless, low-volatility nature of bull 
market gains over the last year has led a 
handful of analysts to draw price perfor-
mance parallels to the late 1990s.  The 
twist on this theme focuses not on price 
gains but comparative valuations.  Specifi-
cally, mapped below are current readings 
on six time-tested valuation ratios to the 
month in which those readings were first 
matched or exceeded as the late 1990s 
market bubble developed.  Results are 
shown below.  (See “1990s Redux?” chart 
below.)

First, the current S&P 500 Normalized 
Price-To-Earnings Ratio (P/E) (Five years 
of earnings are averaged together and 
divided by S&P 500’s current price.) of 
21.0x earnings (x = times the item that is 
being discussed) isn’t cheap, ranking in 
the 82nd percentile (82nd highest with 0 
being the lowest) of all observations since 

1926.  Following a choppy 1994, the S&P 
500 reached this threshold during the first 
month of the historic 1995 to 1999 market 
advance.  Valuation is not a timing tool; 
no other historical era demonstrated that 
point better than the 1995 to 1999 period.

Based on trailing Earnings Per Share 
(EPS), book value and dividends, U.S. 
Large Caps [Large Capitalization (The 
price of the stock times the number of 
outstanding shares) Stocks] have reached 
valuations comparable to those reached at 
various points during 1996.  Based on the 
time line below, stocks today are most ex-
pensive in relation to cash flow and sales; 
the market reached its current Price/Cash 
Flow ratio of 12.0x in May 1997, while 
today’s Price/Sales ratio of 1.61x wasn’t 
reached until February 1998.  When the 
dates of all six valuation thresholds are 
averaged, today’s “multi-factor” valuation 

level equates on a “temporal” basis to 
August 23, 1996.  Bulls might be quick to 
point out that the S&P 500 rose another 
130.0% from this level before peaking 
on March 24, 2000.  The closing S&P 
500 level for that August 1996 “valuation 
equivalent?”  An eerie 667.

Source: This article was excerpted from 
“Valuation Today Versus The Late 1990s”, 
by Doug Ramsey, CFA, CMT, Chief Invest-
ment Officer, The Leuthold Group, LLC, 
(Perception Express, March 7, 2014) www.
leutholdgroup.com.

COPYRIGHT 2014 THE LEUTHOLD GROUP, 
LLC

REPRINTED WITH PERMISSION OF THE 
LEUTHOLD GROUP, LLC

Source: The Leuthold Group, LLC, Perception Express, March 7, 2014
www.leutholdgroup.com

As of: March 7, 2014
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

1990s REDUX?

PULSE
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Note: During Secular Bear markets U.S. Stocks have historically returned a little more than inflation or a little less than
inflation—plus or minus 1.50%—and generally last between 15 to 25 years. The last Secular Bear market (1966 to 1982)
lasted 17 years and underperformed inflation by approximately one-half of one percent per year. The other Secular
Bear markets since 1900 were 1901 to 1920 and 1929 to 1949. In both cases, the U.S. Stock market outperformed
inflation by approximately 1.50% per year. All of the aforementioned performance numbers are pre-tax.

The performance of the U.S. Stock market so far in the current period (April 1, 2000 to the present) certainly appears to
indicate that we are in a Secular Bear market. Long-term returns (over the next 10 years) for the S&P 500 will probably
be slightly better than the last 13 years and 11 months. Current 10 year normalized P/Es (long-term valuations)
indicate approximate annual compound returns of slightly less than 3.00% over the next 10 years. Of course during
the next 10 years, returns during various periods will be significantly higher and lower than the expected return. For
example, the more the stock market rises in the near term, the less returns after that period will be and vice versa.

SECULAR BEAR MARKET WATCH (CONTINUED)
April 1, 2000 to February 28, 2014

(13 years and 11 months)

COPYRIGHT 2014 LEGEND FINANCIAL ADVISORS, INC. ®

REPRINTED WITH PERMISSION OF LEGEND FINANCIAL ADVISORS, INC. ®

As of: February 28, 2014

SECULAR BEAR MARKET WATCH
April 1, 2000 to February 28, 2014

(13 years and 11 months)

Annual Total
Compound Return Return

Consumer Price Index (Inflation) 2.29% 37.14%

90-Day Treasury Bills Index-Total Return 1.88% 29.63%

Barclays Aggregate Bond Index-Total Return 5.70% 116.34%

HFRX Global Hedge Fund Index 3.07% 52.33%

S&P 500 Index (U.S. Stock Market) 3.52% 61.82%

MSCI EAFE Index (Developed Foreign Equities) 3.91% 70.48%

MSCI Emerging Market Index (Equities) 7.64% 178.60%

Newedge CTA Index (Managed Futures) 4.77% 91.30%

Dow Jones–UBS Commodity Index-Total Return (USD)** 2.23% 35.99%

Dow Jones U.S. Real Estate Index-Total Return (USD)** 11.04% 329.94%

Gold Bullion 11.84% 374.71%

* Compound and Total Returns include reinvested dividends. MSCI Indexes do not include dividends prior to 2002. Newedge Index is
equally-weighted.

** USD = U.S. Dollar

Source: Bloomberg Investment Service

COPYRIGHT 2014 LEGEND FINANCIAL ADVISORS, INC. ®
REPRINTED WITH PERMISSION OF LEGEND FINANCIAL ADVISORS, INC. ®

As of: February 28, 2014

PULSE
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Source: The Leuthold Group, LLC, Perception Express, March 7, 2014
www.leutholdgroup.com

As of: March 7, 2014
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

MUNIS TAX EQUIVALENT YIELD/BARCLAYS U.S. CORPORATE BOND YIELD

interest rates.  These are no longer the 
sole driving factors.  Furthermore, in the 
media over the past few years, munici-
pals have taken a number of hits.  The 
Detroit bankruptcy, several other smaller 
city bankruptcies, virtually every state and 
the large majority of local municipalities 
have underfunded pension liabilities that 
total an estimated four trillion dollars and 
to cap off the problems, the Puerto Rican 
financial problems.  Individual investors 
responded in 2013 by withdrawing $50 bil-
lion from municipal bond funds.  To better 
understand these problems, lets look at 
what’s behind this market.

Municipal Bonds Are Complex:

Issuer and investor bases are fragmented 
which creates market dislocations.

Although less than half the size of the cor-
porate bond market, the municipal market 
has roughly six times as many issuers 
and approximately 1.5 million securities 
as compared to 40,000 for the corporate 
bond market.  Municipal bond issuance is 
diversified regionally, by sector, and re-
payment source, with issuance generally 
taking one of three forms.

1. General Obligation (GO) bonds are
secured by the pledge of the mu-
nicipality’s full faith, credit, and taxing
power.  The primary source of repay-
ment for GO bonds is property taxes

at the local level and a combination or 
income tax and sales tax at the state 
level.

2. Revenue bonds are secured by claims
on non-tax revenues derived from tolls
or fees associated with the project
of facility being financed by the bond
issue.  Projects financed by revenue
bonds generally include water/sewer
facilities, public power/utilities, air-
ports, and toll roads.

3. Appropriation-backed bonds are
secured by a “Promise to Pay” backed
by legislatively approved appropria-
tions.  Typically, appropriation bonds
carry a rating one notch lower than an
issuer’s GO bonds since the sources
of interest and principal payments can
be directly, and possibly, adversely,
impacted by legislation.

The composition of the investor base has 
evolved considerably over the past 30 
years.  In 1980, banks’ share of the mu-
nicipal market totaled 40.0%.  By the end 
of 1990, their share had fallen to 12.0%, 
largely due to new regulations.  For 
example, a provision of the Tax Reform 
Act of 1986 limited banks’ deduction of 
interest expense on borrowed capital used 
to purchase municipal bonds.  Banks now 
represent 11.0% of the market.  Individual 
investors (through either direct invest-
ment or through mutual funds) currently 

comprise 73.0% of the municipal bond 
market, compared to 15.0% ownership 
of investment-grade corporate bonds.  
High net-worth individuals are particularly 
attracted to municipal bonds due to the 
sector’s high credit quality and tax-exempt 
status.  Municipal bond interest income is 
exempt from federal taxes and, in some 
cases, also from state and local taxes.

As the market share of individual inves-
tors has increased to 73.0% from 34.0% in 
1980, this has created a dearth of demand 
for longer-term municipal bonds.  Indi-
vidual investors are naturally predisposed 
to shorter-dated debt to meet their near-
term income needs.  Additionally, property 
and casualty (P&C) insurance companies, 
another key buyer of municipal debt, also 
prefer shorter-term bonds as they seek to 
maintain a liquid, high-quality portfolio to 
meet unexpected liquidity requirements.

While yields are seemingly attractive 
(See chart below) relative to corporate 
bond yields, municipals are not attractive 
enough given the problems of the munici-
pal markets and their illiquidity (Liquidity 
as stated earlier, has been a problem 
since 2007 for all but the biggest traders.).  
We believe that yields to compensate for 
these problems need to rise by at least 
another 1.0% to 2.0% relative to Corpo-
rate bonds to entice investors back into 
the market.

Municipal Bonds, continued from page 1

Municipal Bonds, continued on page 8
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As Of: March 31, 2014 Source: Bloomberg Investment Services

Source: COPYRIGHT 2014 LEGEND FINANCIAL ADVISORS, INC.®

Source: REPRINTED WITH PERMISSION OF LEGEND FINANCIAL ADVISORS, INC.®
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As Of: March 31, 2014 Source: Bloomberg Investment Services

Source: COPYRIGHT 2014 LEGEND FINANCIAL ADVISORS, INC.®

Source: REPRINTED WITH PERMISSION OF LEGEND FINANCIAL ADVISORS, INC.®
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GOVERNMENT
WASTE

The government once spent

$450,000
in tax dollars on a study that 

determined unintelligent robots do 
not have the ability to maintain a 

baby’s attention.

The government once spent

$681,387
in tax dollars on a study to confirm 

that guys appear taller, stronger and 
manlier when carrying a firearm.

The IRS once spent

$4.1 MILLION
in tax dollars on a conference for 

2,609 of its employees.

The IRS once spent

$149,992
in tax dollars to try to eliminate the 

infamous “freshman 15”.

Source: Jefferson National

A SAMPLING OF THE MOST RIDICULOUS STATE LAWS
By: Matt Paschke

Via The Leuthold Group, LLC

Business Insider undertook some legal legwork and identified the strangest 
statutes still on the books.  Many of these laws make sense, such as a ban on 
guiding sheep onto a railroad track if you’re trying to hurt the train.  But the fact 
that states have to spell out bans like this might make you scratch your head.

Alabama - Residents commit unlawful bear exploitation if they purchase, 
possess, or train a bear for the purpose of bear wrestling.

Alaska - A person cannot get drunk in a bar and remain on the premises.

Arizona - No one can feed garbage to pigs without first obtaining an annual 
permit.

Delaware - It’s a Class B misdemeanor to sell, barter, or offer the fur of a 
domestic dog or cat.

Idaho - Cannibalism is strictly prohibited and punishable by up to 14 years in 
prison.

Indiana - Liquor stores can’t sell cooled water or soda, but they can sell uncooled 
soda.

Louisiana - Jambalaya prepared in “the traditional manner” is not subject to 
sanitation regulations.

Michigan - Adultery is a felony punishable by a maximum of four years in prison 
and a $5,000 fine.

Minnesota - Any game in which participants attempt to capture a greased or oiled 
pig is illegal.

Montana - Guiding sheep onto a railroad track with intent to injure the train, not 
the sheep, can stick you with a whopping fine up to $50,000 and a stay at the 
state prison not exceeding five years.

Nevada - Is the only state where prostitution won’t get you arrested in most 
counties, using x-rays to determine shoe size could.

New York - It’s unlawful for three or more people wearing masks to gather in 
public for a demonstration or a march.

Ohio - Operators of an underground coal mine must provide “adequate supply” of 
toilet paper with each toilet.

Texas - People wishing to run for office must acknowledge the “Supreme Being.”

Virginia - Except for married couples, sex is completely banned in Virginia.

Source:  This article was excerpted from “A Sampling Of The Most Ridiculous 
State Laws” by Matt Paschke, The Leuthold Group, LLC (Perception Express, 
March 7, 2014), www.leutholdgroup.com

COPYRIGHT 2014 THE LEUTHOLD GROUP, LLC

REPRINTED WITH PERMISSION OF THE LEUTHOLD GROUP, LLC
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“Do You Want A Second
Opinion?”

To see if your investment portfolio is built
to navigate the pitfalls and opportunities ahead,

call us today for a “Free Second Opinion”
at (412) 635-9210.

www.legend-financial.com
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THE U.S. IS LESS DEPENDENT ON FOREIGN OIL
By Frank Holmes, CEO and Chief Investment Officer, U.S. Global Investors

In 2013, the United States (U.S.) pumped 
an average of 7.5 million barrels of crude 
oil per day, up from 6.5 million barrels per 
day in 2012.  That breaks 2012’s record, 
when oil production jumped by 837,000 
barrels per day between 2011 and 2012.  
The U.S. Energy Information Administra-
tion projects that oil production will jump 
by another one million barrels per day in 
2014, largely buoyed by drilling activity 
in Texas; Eagle Ford Shale and Permian 
Basin regions, as well as North Dakota’s 
Bakken Shale.  The Gulf of Mexico also is 
seeing a boost, with oil production expect-
ed to grow to 1.4 million barrels per day in 
2014, up by 100,000 barrels.  

The data is evidence of the astonishingly 
rapid turnaround in the nation’s energy 
story.  Oil production declined in 29 of the 
40 years between 1971 and 2011.  In total, 
oil production fell by about 40.0% during 
that time, from 9.5 million barrels per day 
in 1971 to the low of 5.6 million barrels per 
day in 2011.  

While the U.S. oil boom has sparked con-
versation of energy independence, Ameri-
cans still consume about 18 million barrels 
of liquid fuels per day, far more than is pro-
duced domestically.  Yet, the production 
surge in the U.S. has caused oil imports to 
drop considerably.  The U.S. imported in 
an average of 7.9 million barrels per day 

of crude in September, the most recent 
period for which import data is available.  
That’s a significant drop from the peak in 
2005, when the U.S. imported an average 
of 10.1 million barrels per day.

Source: This was excerpted from “Energy 
and Natural Resources Market” by Frank 
Holmes, CEO and Chief Investment Officer, 
U.S. Global Investors, (Advisor Alert, De-
cember 27, 2013), www.usfunds.com. 

COPYRIGHT 2013 U.S. GLOBAL INVESTORS 

REPRINTED WITH PERMISSION OF U.S. 
GLOBAL INVESTORS 

PULSE

ADDRESSING RISING INTEREST RATES
By Louis P. Stanasolovich, CFP®, CCO, CEO and President of Legend Financial Advisors, Inc.®

and EmergingWealth Investment Management, Inc. and Editor of The Global Investment Pulse

An upward shift in interest rates is largely 
a matter of timing.  When it will start is 
anybody’s guess.  Large fiscal deficits, un-
precedented loose monetary policies and 
inflationary pressures in certain countries 
could all push interest rates higher.  Based 
upon this outlook and the fact that interest 
rates have reached historical lows in most 
developed market countries, it would ap-
pear inadequate returns are being offered 
on long-term bonds worldwide.

For example, the United States is a prime 
example of how rising interest rates could 
affect long-term bonds.  Ten-year U.S. 
Treasury Bond yields have experienced 
a steady decline over the last thirty years, 
falling from a high of approximately 14.0% 
to a low of less than 2.0%.  In the past few 
years, U.S. yields have been artificially 
suppressed by monetary easing.  Un-
doubtedly, the Federal Reserve Board’s 
Quantitative Easing strategies have 
delayed interest rate increases.  If this 
continues, it could lead to a more pain-
ful result when rates do rise.  Worldwide 
investors, for the past several years, have 
flooded “safe haven” investments such as 
U.S. Treasury securities with large capi-
tal inflows as investors fled investments 
that were viewed as risky, causing U.S. 
Treasury security prices to rise and yields 
to decline.  Once the demand for U.S. 
Treasuries decreases interest rates will 
increase.  While the exact timing remains 
uncertain as to the end of the program, 
the Federal Reserve (Fed) has already 

begun decreasing its Quantitative Easing 
program (in this case, it’s bond-buying 
program).  More steps are expected in the 
near future.  Last summer (2013), we had 
a short preview of what is to come.  10-
year U.S. Treasury yields increased over 
100 basis points (bps) in just four months 
causing interest rates to rise a full percent-
age point, thereby causing a loss for many 
bond categories for the entire year.

Demand from foreign investors and their 
central banks will add fuel to the fire.  Over 
the past 10 years, many central banks 
have essentially been forced buyers of 
U.S. Treasuries in the face of persistent 
current account surpluses, working to 
build up international reserve assets as 
part of their policy strategies.  As inter-
national reserves built up, central banks 
needed a place to put these reserves that 
was large, liquid and perceived as safe 
from credit and other risks.  U.S. Treasur-
ies have benefited from this forced buying 
in the past, but the pace of international 
reserve growth has begun to slow in some 
countries, even declining in a few cases, 
and may no longer represent an incre-
mental source of demand.  As a result, 
demand may be falling.

Our view is that falling demand and rising 
supply for U.S. Treasuries are likely to 
have a negative impact on bond prices, 
thus elevating yields, and leaving inves-
tors with losses and, in the cases, of long 
term bonds, large losses.

Positioned For a Rising-Rate Environment:

There are a few ways to combat rising 
interest rates.  They are as follows:

1. Keep cash on the sidelines rather than
investing in intermediate and longer
term bonds.  Remember barely posi-
tive money market returns are better
than losses.

2. Shorter term bonds and/or bond funds
will probably be a safe haven.

3. Consider investing in mutual funds
that own adjustable rate securities in
them.  These include
a. Bank Loans Funds – Interest rates

are reset every 30 to 90 days
thereby stabilizing principal

b. Commercial Adjustable Rate
Mortgages

c. Non-Agency Adjustable Rate
Home Mortgages

d. Commercial Leases (Short-Term
in Nature)

4. High Yield Bond Funds

Conclusion:

Rising interest rates pose a significant 
threat to traditional fixed income investors.  
A more flexible fixed income investment 
strategy is now needed to earn something 
above inflation and avoid losses.

PULSE
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UP/DOWN EARNINGS: “TWO MONTH” RATIO BREAKS ABOVE AVERAGE—FIRST TIME SINCE 2011
By Phil Segner, The Leuthold Group

The second month of fourth quarter 2013 
(Q4) earnings came in with an Up/Down 
Ratio [Companies whose earnings are 
higher (up) versus those that have de-
clined (down).] of 1.54, just above the his-
torical “two month” average of 1.53.  This 
is the first time since 2011 this measure 
has ventured into above average territory. 
With the bulk of results now in, Q4 has 
been positive for reported earnings.  Prior 
quarters’ “two month” readings in 2013 
read like a logical series of questions on 
the SAT: Q3: 1.37; Q2 1.27; and Q1 1.16.

Current Up/Down Earnings Ratio: 1.54

Reporting Period January to February 
2014 (Q4 2013 Results)

Companies’ Earnings Reported: 
         1,790 Higher
         1,164 Lower

Total Companies’ Earnings:    2,954

Pulse Special Note #1:

Earnings for the previous quarter are re-
ported in the current quarter.  Some com-
panies report earnings in the first month 
of the quarter, some in the second and 
the remainder of the third.  It is believed 
that the later that companies report their 
earnings, the more likely they had financial 
difficulties.

Pulse Special Note #2:

At Legend Financial Advisors, Inc.® and 

EmergingWealth Investment Manage-
ment, Inc., we believe that the higher the 
Up/Down Ratio is, the less likely we will 
experience an economic slowdown or a 
recession.  We also believe the reverse is 
true.

Source: This article was excerpted from 
“Up/Down Earnings: “Two Month” Ratio 
Breaks Above Average-First Time Since 
2011”, by Phil Segner, The Leuthold Group, 
LLC, (Perception Express, March 7, 2014) 
www.leutholdgroup.com.

COPYRIGHT 2014 THE LEUTHOLD GROUP, 
LLC

REPRINTED WITH PERMISSION OF THE 
LEUTHOLD GROUP, LLC

Source: The Leuthold Group, LLC, Perception Express, March 7, 2014
www.leutholdgroup.com

As of: March 7, 2014
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC
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Source: The Leuthold Group, LLC, Perception Express, March 7, 2014
www.leutholdgroup.com

As of: March 7, 2014
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

Note: The Risk Aversion Index combines ten market-based measures including various credit and
swap spreads, implied volatility, currency movements, commodity prices and relative returns
among various high- and low-risk assets.

RISK DECREASES SLIGHTLY FROM ALREADY LOW LEVELS
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SMALL CAP TO LARGE CAP HISTORICAL P/E RATIO
Small Caps Are More Expensive
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Note: Small Caps are selling at
a 20.0% valuation premium
relative to Large Caps,
using non-normalized
(non-averaged) trailing
operating earnings. This
is an decrease from last
month’s reading of 23.0%.
Small Caps still remain at
historically high valuation
levels.
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LEGEND FINANCIAL ADVISORS, INC.® &
EMERGINGWEALTH INVESTMENT MANAGEMENT, INC.’S

INVESTMENT MANAGEMENT SERVICES

Legend Financial Advisors, Inc.® (Legend) and EmergingWealth Investment Management, Inc. (EmergingWealth) offer 
Personalized Investment Management Services to individuals and institutions.  Investment portfolios are developed to 
match the client’s return and risk requirements, which are determined by the clients’ completion of a Risk Tolerance 
Questionnaire, with the guidance of a Legend Personal Chief Financial Officer (Personal CFO) or EmergingWealth 
Advisor, respectively.  Each type of investment portfolio is managed to achieve the short, intermediate and long-term 
investment objectives of the client, as may be applicable.

INVESTMENT PROCESS

Investment Portfolios:

Unlike most financial advisory firms that offer one style of investment or portfolio type, we offer a wide array of invest-
ment portfolios that usually fit with the large majority of client needs.  If necessary, we will create customized solutions 
as well.  For the types of investment portfolios, please see our Investment Portfolios, Potential Return and Risk Spec-
trum Chart on the next page.  For a detailed description of our portfolios, please contact Louis P. Stanasolovich, CFP®, 
our CCO, CEO and President of both firms for a confidential discussion at (412) 635-9210 or e-mail us at 
legend@legend-financial.com.

Investment Research:

Our Investment Committee performs extensive research to identify opportunities, mitigate risks and structure invest-
ment portfolios.  Emphasis is placed on developing portfolios that maximize the potential return relative to the amount 
of risk taken.

In-depth due diligence including face-to-face interviews in many instances with portfolio managers for open-end mu-
tual funds is performed on each investment we select for a portfolio.  Factors (both from a qualitative and quantitative 
standpoint) that we conduct a thorough analysis of each investment include, but is not limited to, liquidity (including 
the primary investment and/or the underlying investments, if utilizing pass through vehicles such as open-end mutual 
funds or exchange-traded products), income taxation, all related costs, return potential, drawdown potential (historical 
declines from peak-to-trough), volatility and management issues (Anything having to do with the management team of 
a stock, open-end mutual fund or an exchange-traded product.).

All portfolios for EmergingWealth are subadvised by Legend.

Client Education:

Education is very important to us.  We are dedicated to educating each client about the different investment portfolio 
types and how they relate to market volatility, time horizons, and investment returns.  It is our goal to ensure that the 
client understands and agrees with our investment philosophy.  Furthermore, we assist each client in selecting a risk 
tolerance level with which they are comfortable.  Ultimately, an investment portfolio is designed to meet the client’s 
objectives.

PERFORMANCE REPORTING

Many investment firms only offer monthly brokerage statements, which provide minimal information; typically only ac-
count and investment balances.  We, on the other hand, provide detailed quarterly reports that outline performance, 
income and management fees (among other items) in a simple, easy-to-read report.  In addition, each performance 
report is sent with an extensive index page that illustrates the investment environment during the reporting period.

FEES

To find out more about the fees for either Legend or EmergingWealth’s Investment Management services, please con-
tact Louis P. Stanasolovich, CFP®, our CCO, CEO and President of both firms for a confidential discussion at 
(412) 635-9210 or e-mail us at legend@legend-financial.com. PULSE


