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Tax-Efficient Placement, continued on page 6

TAX-EFFICIENT PLACEMENT
By James J. Holtzman, CFP®, CPA, Legend Financial Advisors, Inc.®  

and EmergingWealth Investment Management, Inc.Investors need to spend time 
not just on what investment 
to purchase, but what type 
of securities account that 

the investment needs to be held in as 
part of the investment decision pro-
cess to minimize investment related 
income taxes. 

Due to the complexity of the tax code 
and individual situations being very 
different, the following guidelines will 
not necessarily apply to everyone, 
but they do provide a framework for 
investors when deciding where to 
place different asset classes.

Investors need to have an under-
standing of how their different types 

EARNINGS QUALITY: 
MYTH OR REALITY?

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

Earnings Quality, continued on page 4

Over the last several decades, investors have been inundated 
with daily news publications that report the many accounting ir-
regularities of companies, fraudulent activity by some corporate 
officers, and aggressive accounting practices used to inflate 
earnings numbers.  Examining the earnings reports that firms 
submit to the government, known as 10-Q’s and 10-K’s, can 
mitigate some of this confusion.  One area to analyze is when a 
company recognizes revenue.  In most countries, including the 

UNDERSTANDING DEFLATION
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

Deflation (It looks like Europe’s 
economy is moving into a deflationary 
period.), although uncommon since 
the Great Depression, normally occurs 
because there are too few customers 
chasing too many goods and services, 
resulting in competitive price cutting 
that leads to layoffs, falling wages, 
and a decline in business investment 
and consumer spending.  Consum-
ers and businesses project that prices 
will be lower in the future, therefore; 
they delay their purchases making the 
economic climate worse and driv-
ing prices and wages down further.  
Households (decreasing wages) and 
companies (decreasing revenues) with 
extensive debt are still forced to meet 
their fixed monthly expenses.  Often, 
bankruptcies result or spending is cut 
to meet their obligations.  This is what 
happened in the early 1930s triggering 
the Great Depression.  For the most 

Understanding Deflation, continued on page 4

WHAT ARE QUALIFIED 
DIVIDENDS?

By James J. Holtzman, CFP®, CPA, 
Legend Financial Advisors, Inc.®  and 

EmergingWealth Investment 
Management, Inc.

Qualified dividends are dividends that are eligible to be taxed 
at lower long-term capital gains tax rates rather than ordinary 
income tax rates for non-qualified dividends.  The long-term 
capital gains tax rate in 2014 is 15.0% except for those taxpayers 
who are in the top federal income tax bracket of 39.6%.  Those 

Qualified Dividends, continued on page 4

RIDING THE 
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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 12 consecutive times by Worth magazine as one of “The Top 100 Wealth Advisors” in the 
country.  Lou has also been selected 11 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, three times by Dental Practice Report as one of “The Best Financial Advisors 
for Dentists In America” 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 inaugural Influ-
encer Awards for 2010.  Lou 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 No Commission, Fee-Only U.S. Securities 
and Exchange Commission (SEC) registered 
investment advisory firm with its headquarters 
located in Pittsburgh, Pennsylvania.  Legend’s 
Personal Chief Financial Officers (Personal 
CFOs) provide a multitude of services, including 
Wealth Advisory Services, which incorporate 
Financial Planning and Investment Management 
strategies to affluent and wealthy individuals as 
well as business entities, medical practices and 

EmergingWealth Investment Management, 
Inc. (EmergingWealth), is the sister firm of 
Legend Financial Advisors, Inc.® (Legend) 
and is a No Commission, Fee-Only Securi-
ties and Exchange Commission (SEC) reg-
istered investment advisory firm.  Emergin-
gWealth provides Investment Management 

non-profit organizations.  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 Personal 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 No Commission, Fee-Only.

2. Legend’s Personal CFOs have been selected over 50 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.

services to individuals as well as business entities, medical practices and non-profit orga-
nizations 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. 
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Earnings Quality, continued from page 1

United States, revenue from a sale cannot 
be recognized on the income statement 
until goods are actually shipped to the end 
customer or services have been rendered.  
Some companies boost their revenue 
by recognizing sales at the time its prod-
ucts were shipped to the distributor (or 
reseller), not the end user.  Other compa-
nies recognize the full value of long-term 
contracts before all the services have been 
performed.  Furthermore, a company could 
ship more products than the customer has 
ordered in the current period.  This allows 
the company to realize a sale now at the 
expense of the next quarter.  This practice 
is referred to as “stuffing the channel”.  

Other ways companies can artificially 
inflate earnings involves the company’s 
pension funds.  Some companies use ag-
gressive expected rate of return estimates 
for their plan assets.  The better the plan 
assets are estimated to perform, the less 

the company has to pay retirees out of its 
own pocket.  The danger with this practice 
is that earnings can be damaged in the 
later years if the company’s plan assets do 
not meet the aggressive return estimates.  
Also, raising the discount rate of future 
obligations lowers the estimated future ob-
ligations, or what must be paid to employ-
ees upon retirement.  Lastly, lowering the 
expected rate of future salary increases, 
decreases the amount it must pay em-
ployees after they reach retirement.  Other 
common abuses include excessive use of 
stock options as a form of compensation, 
creating off-balance-sheet partnerships or 
special purpose entities to hide liabilities, 
and recording investment and interest 
income as revenue.

Investors who attempt to assess the “qual-
ity of earnings” for a company is to “follow 
the cash”.  Cash flow statements are more 
difficult to manipulate than the earnings 

statement or balance sheet.  It is best to 
examine the cash flow statement by look-
ing at the relationship between cash flow 
from operations and net income.  If the net 
income number from the earnings state-
ment can be validated by a similarly high 
operating cash flow figure, the company 
probably has quality earnings.  On the 
other hand, if earnings have continued to 
grow while cash flow from operations has 
stayed flat or declined, it is possible that 
the firm is using some accounting tech-
nique to make its earnings statement look 
better.  Security analysis, of course, does 
not end with a cash flow analysis, but it 
remains a sound approach to “filter out“ 
any accounting trickery.
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part of the last almost 25 years, Japan 
has faced deflationary pressures as prices 
fell.  This type of deflation is characterized 
as “bad deflation”.  On the other hand, 
price declines may occur when companies 
find ways to produce goods and services 
more cheaply.  These productivity gains 
are passed onto consumers in the form 
of lower prices, onto workers as higher 
wages as well as onto shareholders as 
higher profits.  This mild deflation may be 
considered “good deflation”.

Some see a strong possibility of mild 
deflation developing in 2014, in Europe, as 
the lackluster European economy contin-
ues to face concerns over excess capac-
ity, weak employment growth, high levels 
of consumer debt, and deflation being 
exported from the Pacific Rim countries.  
The combination of these factors could 
lead to mild deflation in 2014.  However, 
historically mild deflation alone has not 
been a negative to either the stock or bond 
markets.  

If we face mild deflation [The Consumer 
Price Index (CPI) flat to down 2.4%], have 
no fear.  The 25 years of mild deflation in 
the U.S. since 1872 saw the stock market 
rise on average by 14.6%.  When signifi-
cant deflation occurred (CPI was down 
2.5% or more) stocks performed poorly 
with average total returns of just 3.9%.  
Periods of significant deflation are accom-
panied by a better “real return”, because 
the high deflation rate is added to the 
stock’s performance.

All deflation is perceived to be bad be-
cause it has been associated with past 
economic downturns.  However, not all de-
flation occurs during economic weakness.  
Deflation may occur during the early stag-
es of an economic rebound, particularly 
when business confidence and inventory 
rebuilding advances ahead of consumer 
demand.  As the economy reverts back to 
equilibrium, these deflationary pressures 
typically ease.  Stock market performance 
tends to be better during non-recession 

years when mild deflation exists.

Long-term interest rates are typically 
higher during high deflation periods due to 
weak economic conditions.  Periods of de-
flation, whether mild or significant, usually 
tend to cause short-term interest rates to 
rise to levels somewhat higher than long-
term average interest rates.

In summary, while serious deflation is al-
ways of concern to everyone, historically, 
mild deflation will not necessarily prevent 
stocks from rising.  However, not all peri-
ods achieve average returns either.
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Qualified Dividends, continued from page 1

taxpayers will pay a qualified dividends 
rate of 20.0%.  For those taxpayers in 
the 10.0% or 15.0% federal income tax 
bracket, they will pay a qualified dividends 
tax rate of 0%.

How Does A Dividend Obtain Qualified 
Status?

Generally, a qualified dividend must have 
the following features:

1. The dividend paid by a U.S. company.

2. The dividend paid from a foreign stock
in the form of an American Depository
Receipt (ADR)

3. A taxpayer must have held the stock
for more than 60 days during the 121-
day period that begins 60 days before
the ex-dividend date.

History of The Qualified Dividend

The Jobs and Growth Tax Relief Act 
of 2003 created the qualified dividend.  
There have been additional tax law 
changes since then that impact the tax 

rate and how long it would last for.  Then, 
the American Taxpayer Relief Act of 2012 
made qualified dividends permanent and 
increased the qualified dividend tax rate 
to 20.0% for those taxpayers in the top 
federal income tax bracket of 39.6%.

COPYRIGHT 2014 LEGEND FINANCIAL 
ADVISORS, INC.®
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IF YOU THINK INDIVIDUAL BONDS ARE ILLIQUID NOW, WAIT UNTIL THE NEXT CALAMITY

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

Since 2007, individual bonds have been 
difficult for individual investors to sell at 
a decent price relative to their value, par-
ticularly in the case of municipal bonds.  
However, other than U.S. Treasury securi-
ties, illiquidity remains the name of the 
game.  In fact, this situation is becoming 
worse for not only individual investors, but 
institutional investors also!  Why?  The fol-
lowing list of reasons below indicate just a 
few of the problems:

1. The market making [bond traders
(dealers)—there are no bond ex-
changes, so they trade bonds among
themselves] game has changed over
the last few years.  Large banks are
no longer making markets in fixed
income securities.  Why?  The bottom
line:  Increased regulation results in
increased costs, which means profit-
ability shrinks for the banks.  There-
fore, there is very little capital allocat-
ed to the bond desks at banks.  As a
result, banks have little impact on the
bond market these days.

2. Bond market liquidity will be challeng-
ing during the next economic and/or
financial market crisis due to the fact
that bond desks will be less of a factor
in easing the pressure in the face of a
large rush to liquidate bonds.

3. While the positives of today’s bond
markets are transparent pricing and
smaller spreads, one has to wonder
who steps in (or replaces banks as
market makers for bonds) during the
next crisis as a buyer to ensure mar-
ket liquidity.

4. Investors should expect a harder and
faster downturn when either interest
rates spike and/or defaults surge.

5. Even money market mutual funds
will have problems in the near future.
Regulatory environment constraints
include: money market mutual fund
reform and Basel III (another new
regulation).  More changes are com-
ing in the money market arena.  In the
not so distant future, there will likely
be gates (surrender charges and per-
haps trading restrictions) when exiting
a money market fund.  Money market
funds will likely move off the $1.00
per share value and be forced to float
their Net Asset Value.  All money
market mutual funds currently have a
$1.00 per share price.

6. There are not enough investment
securities available to put into money
market funds compared to the large
demand.  As a result, money market
portfolios have stepped into riskier
securities.  It is a demand (too much)
and supply (not enough money mar-
ket type securities to invest into) mis-
match.  Therefore, risk is up, liquidity
is down.

7. Banks are moving their capital toward
markets that offer higher profits.
They are no longer making markets.
Market dynamics have changed.  Few
bids (Buy offers) on bonds will be
available in times of crisis.  Financial
markets are more apt to dislocate.

Our conclusion is that individual investors 
should stay away from individual fixed 
income securities.  We believe trying to 
purchase and especially sell such securi-
ties will be especially costly at times.  In-
vestors will sell fixed income securities at 
10.0% to 20.0% below market value due 
to the liquidity problems in these markets.  
Exchange-Traded Funds will have similar 
problems at times and individual investors 
could end up with sharp drops in market 
values.  Open-end mutual funds can carry 
large amounts of cash and/or have credit 
lines available to them.  Therefore, for 
individual investors, the liquidity problems 
from an individual investor standpoint are 
minimized.  In effect, individual investors 
can make the problem of owning bonds 
the open-end mutual funds problem by 
simply saying, “I want to liquidate on a 
particular day”.  They will then sell their 
ownership in the fund and receive the Net 
Asset Value (the market value).  Liquidity 
issues will be minimized for the individual 
investor.

Source: Parts of this article was excerpted 
from “Too Many Hot Dogs” by Steve Blu-
menthal, Founder and CEO, CMG Capital 
Management Group, Inc., (On My Radar, 
September 19, 2014), www.cmgwealth.
com.

COPYRIGHT 2014 CMG CAPITAL MANAGE-
MENT GROUP, INC. 

REPRINTED WITH PERMISSION FROM 
CMG CAPITAL MANAGEMENT GROUP, INC. 

PULSE

FLEETING RETURNS
By Diane M. Pearson, CFP®, PPCTM, CDFATM, 

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

How quickly things change.  This statement especially 
applies to the stock market.  For example, an equal in-
vestment in each of the ten worst performing individual 
stocks within the S&P 500 year-to-date through August 
31, 2014 has lost -23.9% in total.  An equal invest-
ment in each of those same ten individual stocks for 
the calendar year of 2013 was up a positive +36.6%.  
The only thing consistent in life is continuous change.  
Remember:  Investment returns can be fleeting also!  
(Source of the numbers: BTN Research).

PENSION PLAN LOSERS
By Diane M. Pearson, CFP®, PPCTM, CDFATM, 

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

The Pension Benefit Guaranty Corporation (PBGC) is a 
government entity that protects defined benefit pension plans 
(a.k.a. a monthly payment pension plan) in the private (non-
government) sector.  The PBGC is funded by fees charged 
to defined benefit pension plans and secondly, backed by the 
U.S. Government in the event the PBGC is out of funds.  For 
the ten years from October 1, 2005 to September 30, 2014, the 
PBGC was forced to take over an average of ten failed (short-
age of monies to pay benefits) pension plans per month.  The 
number of failed plans totaled 1,197 over the entire decade.  
(Source: Pension Benefit Guaranty Corporation).
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of accounts are income taxed.  There are 
three major types of accounts: taxable, 
tax-deferred and tax-free.  For example, a 
taxable account (sometimes referred to as 
an individual account or a joint account) 
is fully taxable.  Tax Deferred accounts 
include Traditional IRAs, work sponsored 
retirement plans (401(k) Profit-Sharing, 
403(b) Plans, 457(f) Plans, etc.) and 
self-employed retirement accounts (SEP 
IRA, Individual 401(k), etc.).  Due to the 
tax-deferred natures of these accounts, no 
income tax will be paid on earnings until 
the money is withdrawn from the account.  
A tax-free account includes Roth IRA or 
Roth 401(k)s.     

One of the first steps that need to be taken 
is to maximize contributions to tax-ad-
vantaged accounts, such as contributing 
up to the IRS limit for various retirement 
accounts that an investor might be eligible 
for.  

Generally, taxable accounts are more 
suitable for equity rather than fixed income 
investments because most of the return 
from fixed income will come from the pay-
ment of interest and taxed at a investor’s 
ordinary income tax bracket.  On the other 
hand, a portion of equity investment re-
turns will come from capital appreciation, 
which can be sold at long-term capital gain 
taxation rates.  A second part, although 
usually lesser proportion, of equity returns 
will be obtained from the payout of divi-
dends to investors.  Dividends are usually 
taxed at rates similar to long-term capital 
gains rates.

Non-qualified dividends are income taxed 
at a investors’ ordinary income tax bracket 
while qualified dividends and long-term 
capital gains are income taxed at the fol-
lowing rates:

1. Investors in a 15.0% or lower ordinary
income tax bracket:  0.00%

2. Investors in the 25.0% to 35.0% ordi-
nary income tax bracket:  15.00%

3. Investors in the 39.6% ordinary in-
come tax bracket:  20.00%

Another issue that investors need to 
understand is if they are subject to the 
alternative minimum tax (AMT).  The AMT 
tax rates start at 26.0% and increase to 
28.0%.  Our purpose is not to review the 
finer points of the AMT calculation, but 
it is important to factor the possibility of 
this additional income tax into a investor’s 
decision making.  

The following is a list of various asset 
classes from the most tax efficient to least 
tax efficient:

Tax-Efficient Investments:

1. Tax-Managed U.S. Equity Funds
2. Equity Focused Exchange-Traded

Notes (ETNs)
3. Domestic Equity Funds
4. Municipal Bond Funds
5. Foreign Equity Mutual Funds
6. Gold Equity Mutual Funds
7. Gold Bullion Mutual Funds
8. Tax-Managed Balanced Funds

Moderately Tax-Efficient Investments:

1. Master Limited Partnership Exchange-
Traded Notes (ETNs) That Distribute
Income

2. Preferred Stock Funds
3. Real Estate Mutual Funds

Somewhat Tax-Efficient Investments:

1. Asset Allocation Funds:  This type of
an investment is harder to determine
what type of an account it can be held
in.  An asset allocation fund can have
different percentages invested in cash,
stocks, bonds, REITs, etc. and the
allocation can change over time.  One
way to handle this is to place these
types of investments into retirement
accounts once all tax-inefficient invest-
ments are placed there.

2. Managed Futures Funds
3. Balanced Funds (combination of stock

and bonds)
4. Long/Short Funds
5. Announced Merger/Arbitrage Funds
6. Convertible Bond Funds
7. Master Limited Partnership Exchange-

Traded Funds (ETFs)

Tax-Inefficient Investments:

1. Mortgage Real Estate Investment
Trusts

2. High Yield Bond Funds
3. Bank Loan Funds
4. Corporate Bond Funds
5. Agency And Non-Agency Bond Funds
6. Treasury Bond Funds (though tax-

efficient for state tax purposes)
7. Treasury Inflation Protection Securi-

ties Funds (TIPS)
8. Foreign Developed Country Bond

Funds
9. Emerging Market Bond Funds
10. Currencies In All Forms

Generally speaking, gaining access to any 
of these asset classes through Exchange-
Traded Funds or Exchange-Traded Notes 
will be more tax-efficient than through mu-
tual funds.  However, there are many fac-
tors that an investor needs to understand 
regarding these types of investments that 
are beyond the scope of this article.

By placing equity investments that have 
more signification appreciation potential in 
taxable accounts, this can provide inves-
tors the opportunity to donate shares of 
those investments to charity, thereby 
avoiding capital gains taxation altogether 
and achieving an income tax deduction.  

Also, upon death, equity investments with 
more significant appreciation potential can 
also obtain a stepped-up cost basis.  

One of the problems that an investor will 
face is that they might not have enough 
money in retirement accounts to shelter 
tax-inefficient investments from income 
taxes.  Two schools of thought are com-
monplace in this instance.  One school 
believes it is best to place the lowest yield-
ing investments in the taxable accounts 
and the highest yielding investments in the 
retirement accounts with the thinking being 
you are not earning that much; therefore, 
you don’t have that much to lose anyhow.  

The second school of thought is just the 
opposite.  Protecting the lowest yielding 
investments by placing them in shelters 
such as retirement accounts maximizes 
their returns.

In reality, it is best to analyze the amount 
of return lost to taxation in both situations 
and then attempt to minimize the overall 
taxation.

As long as investors are following the 
guidelines outlined above and minimize 
the taxation on the most tax-inefficient 
investments first, the after-tax returns of 
their investment portfolio will be maxi-
mized. 
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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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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 worse than the last 14 years and 6 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 October 31, 2014

(14 years and 7 months)

COPYRIGHT 2014 LEGEND FINANCIAL ADVISORS, INC. ®
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SECULAR BEAR MARKET WATCH
April 1, 2000 to October 31, 2014

(14 years and 7 months)

Annual Total
Compound Return Return

Consumer Price Index (Inflation) 2.27% 38.69%

90-Day Treasury Bills Index-Total Return 1.81% 29.66%

Barclays Aggregate Bond Index-Total Return 5.65% 122.92%

HFRX Global Hedge Fund Index 2.82% 50.08%

S&P 500 Index (U.S. Stock Market) 4.02% 77.87%

MSCI EAFE Index (Developed Foreign Equities) 3.46% 64.39%

MSCI Emerging Market Index (Equities) 7.81% 199.85%

Newedge CTA Index (Managed Futures) 5.21% 109.88%

Dow Jones–UBS Commodity Index-Total Return (USD)** 1.23% 19.50%

Dow Jones U.S. Real Estate Index-Total Return (USD)** 11.46% 386.97%

Gold Bullion 10.35% 320.83%

* 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. ®
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U.S. GROWTH PLUS NO INFLATION EQUALS NO RECESSION IN SIGHT
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

To say the Philly Fed Manufacturing report for the month of November was stronger than expected would be a gross understate-
ment.  The report smashed expectations (see the chart below).  While economists forecasted a level of 18.50, the actual level of the 
current economic conditions index spiked to 40.8.  This level was the highest monthly reading since December 1993, and was the 
eighth highest monthly reading since 1980.  Also, the 20.1 point increase was the largest monthly increase since June 2009.  Rela-
tive to expectations, it was the biggest increase since 1998.  Although this indicator will be volatile from time to time, it was one of the 
strongest economic data points seen in quite some time.

Source: This article was excerpted from “No Time To Wipe Out…”, by Blaine Rollins, CFA, and David Rosenberg 361 Capital, (361 Capi-
tal Weekly Research Briefing, November 24, 2014) www.361capital.com.
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Source: 361 Capital,Weekly Research Briefing, November 24, 2014, www.361capital.com
REPRINTED WITH PERMISSION FROM 361 CAPITAL

As of: November 24, 2014
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EURO SURPRISE
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

Since 2010, bounces off the bottom of the Citigroup European Economic Surprise Index have corresponded with lift-off in European 
equity prices.  A similar phenomenon was true for the U.S., particularly in the early years of the recovery from the Global Financial 
Crisis.  As investors consistently doubted the recovery, equity prices slid when the data was disappointing and rallied whenever eco-
nomic data was better relative to expectations.

Source: This article was excerpted from “No Time To Wipe Out…”, by Blaine Rollins, CFA, 361 Capital, (361 Capital Weekly Research 
Briefing, November 24, 2014) www.361capital.com.

COPYRIGHT 2014 361 CAPITAL

REPRINTED WITH PERMISSION OF 361 CAPITAL

Source: CitiGroup Global Markets, Inc. And BCA Research 2014 via 361
Capital,Weekly Research Briefing, November 24, 2014,
www.361capital.com

REPRINTED WITH PERMISSION FROM 361 CAPITAL

As of: November 24, 2014
COPYRIGHT 2014 361 CAPITAL

Note: Shown in common-currency terms; Source: MSCI, Inc.
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FALTERING MOMENTUM IN THE U.S. ECONOMY
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

1. Real (after inflation) U.S. Gross Domestic Product (GDP) ex-
panded at a paltry 2.2% annual rate over the last five years.

2. GDP expanded at 3.9% per annum from 1791 to 1999.

3. In 1999 the combined public and private debt reached a criti-
cal range of 250% – 270% of GDP.

4. Econometric studies have shown that a country’s growth rate
will lose about 25% of its “normal experience growth rate”
when this occurs.

5. Further, as debt relative to GDP increases above the critical
range, economic activity actually increases at a greater rate.

6. The post 1999 record is consistent with these findings as the
U.S. Debt-to-GDP levels swelled to a peak as high as 360%.

7. It appears that year-over-year growth in real GDP for the
just ended third quarter period is unlikely to exceed the 2.2%
pace of the past five years.

8. Based on the latest available data, aggregate debt in the
U.S. stands at 334%, compared with 460% in the 17 econo-
mies in the Euro-currency zone and 655% in Japan.

9. The more advanced the debt level, the poorer the economic
performance.  This theory is in fact validated by the real
world data.

10. Given that inflation is already so minimal in both the U.S. and
Europe, even the mildest recession could push both econo-
mies into deflation.

11. Falling worldwide inflation is notable today.  Lower inflation
is, in fact, almost as much a part of recessions as is deceas-
ing real GDP.

12. Economist Irving Fisher would not be at all surprised by
the current impact of excessive debt since he argued in his
famous 1933 paper “The Debt-Deflation Theory of Great
Depressions”, that falling money velocity is a symptom of
extreme over-indebetedness.

13. The poor trend in the velocity for the U.S., Europe and Japan
indicates that monetary policy for these countries is not a
factor in influencing economic activity in any meaningful way.

14. Declining Velocity is witnessed in all three major economic
areas though U.S. Velocity is higher than European Velocity,
which in turn is higher than Japanese Velocity.

15. Mr. Hunt points out important new research on debt.  His
conclusion: “contrary to widely held beliefs, the world has
not yet begun to delever (pay down its debt) and the Global
Debt-to-GDP is still growing, breaking new highs”.  Trans-
lation debt is growing larger in comparison to the size of
economies.

16. From 2009 to present, the U.S. monetary base has surged
from $1.7 trillion to $4.1 trillion.  However, even as the
base has exploded and stock prices have soared, the U.S.
economy has experienced the worst economic expansion on
record.

17. The worldwide high Debt-to-GDP number hides the eco-
nomic problems between market prices and fundamentals.
However, when the crowd understands the imbalance, the
markets correct.

18. Dr. Hunt believes that with the nominal growth trajectory of
the U.S. economy extremely soft, U.S. Treasury bond yields
are likely to continue lower.  As a result, he is still bullish on
Treasury bonds.

The U.S. economy continues to lose momentum despite the Federal Reserve’s use of conventional techniques and numerous ex-
perimental measures to spur growth.  Listed below are some bullet points from Dr. Lacy H. Hunt’s Quarterly Review and Outlook:

Dr. Lacy H. Hunt is an internationally known economist and the Executive Vice President of Hoisington Investment Management 
Company.

Dr. Hunt is the author of two books, and numerous articles in leading magazines, periodicals and scholarly journals.  Previously, he 
was Chief U.S. Economist for the HSBC Group, one of the world’s largest banks, Executive Vice President and Chief Economist at 
Fidelity Bank and Vice President for Monetary Economics at Chase Econometrics Associates, Inc.  A native of Texas, Dr. Hunt has 
served as Senior Economist for the Federal Reserve Bank of Dallas. 

Source: This article was excerpted from “Faltering Momentum—Dr. Lacy Hunt’s Quarterly Investor Letter”, by Steve Blumenthal Found-
er and CEO, CMG Capital Management Group, Inc., (On My Radar: The Rest Of The Story, October 24, 2014) www.cmgwealth.com.

COPYRIGHT 2014 CMG CAPITAL MANAGEMENT GROUP, INC.

REPRINTED WITH PERMISSION OF CMG CAPITAL MANAGEMENT GROUP, INC.
PULSE
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Source: The Leuthold Group, LLC, November, 2014, www.leutholdgroup.com
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

As of: November, 2014

U.S. STOCKS ARE 33.0% MORE EXPENSIVE THAN FOREIGN STOCKS
BASED UPON LONG-TERM VALUATION

Source: The Leuthold Group, LLC, November, 2014, www.leutholdgroup.com
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

As of: November, 2014
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U.S. SMALL STOCKS ARE 29.0% MORE EXPENSIVE THAN U.S. LARGE STOCKS
BASED UPON LONG-TERM VALUATIONS
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Source: The Leuthold Group, LLC, November, 2014, www.leutholdgroup.com
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

As of: November, 2014
COPYRIGHT 2014 THE LEUTHOLD GROUP, LLC

EMERGING MARKET EQUITIES ARE CHEAP
BASED UPON LONG-TERM VALUATIONS

Source: The Leuthold Group, LLC, November, 2014, www.leutholdgroup.com
REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

As of: November, 2014
COPYRIGHT 2014 THE LEUTHOLD GROUP, LLC

FOREIGN EQUITIES ARE VALUED SLIGHTLY ABOVE MEDIAN
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A NEW LOOK AT FRONTIER MARKET RISKS
By Jun Zhu, Analyst, The Leuthold Group, LLC

This past April, we published an article 
on the relative performance of Frontier 
Markets and Emerging Markets, and ex-
pressed our concerns about the high-fly-
ing Frontier Markets.  As it turns out, we 
were overly cautious; Frontier Markets 
have continued to outperform Emerging 
Markets since that time (+8.85% versus 
+4.35% from March 31 to October 31).

Does this performance differential 
change our view?  Not really.  Frontier 
Markets have been playing catch-up 
since their stalled recovery following the 
2008-2009 financial crisis (See the chart 
to the top right “Frontier Markets Versus 
Emerging Markets Performance”).  With 
Emerging and Frontier Market perfor-
mance now almost on par measured 
from 2002 (earliest data available for 
MSCI Frontier Market (FM) Index), the 
emphasis should be placed even more 
on the underlying investment merits.  
So, with performance aside, let’s discuss 
our views on the investment risks within 
Frontier Markets. 

When we look at market risks, we advo-
cate looking beyond volatility.  Yes, vola-
tility has been relatively low for MSCI 
FM Index (which is kind of surprising to 
us) but volatility for the two segments is 
converging (See the chart to the bot-
tom right “Annualized Volume Based 
On One Year Rolling Daily Returns”).  
However, volatility is just one way of 
looking at risks.  Investors may want to 
look under the hood, analyzing risks on 
the fundamental level with a macro view.  
Below we list some items to consider be-
fore investing in Frontier Markets.

Frontier Markets’ Concentration In The 
Petro-Economy:

The table “Contribution of Oil, Natural 
Gas and Coal Rents to GDP” lists the 
contribution of oil, natural gas and coal 
rents to Gross Domestic Product (GDP) 
for each county within MSCI Frontier 
Markets (FM) or Emerging Markets 
(EM).  Kuwait and Nigeria, the two larg-
est Frontier Market countries (almost 
half the benchmark weight), obviously 
depend very heavily on energy exports.  
See the table on page 15, “Contribution 
of Oil, Natural Gas and Coal Rents to 
GDP”.

Source: Factset via The Leuthold Group, LLC, Perception Express, November 7, 2014
www.leutholdgroup.com

REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

As of: November 7, 2014
COPYRIGHT 2014 THE LEUTHOLD GROUP, LLC

FRONTIER MARKETS VERSUS EMERGING MARKETS PERFORMANCE

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

REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC

As of: November 7, 2014
COPYRIGHT 2014 THE LEUTHOLD GROUP, LLC

ANNUALIZED VOLUME BASED ON ONE YEAR ROLLING DAILY RETURNS

Emerging Markets

Frontier Markets

Frontier Market Risks, continued on page 15
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Frontier Market Risks, continued from page 14

Source: The World Bank via The Leuthold Group, LLC, Perception
Express, November 7, 2014,www.leutholdgroup.com

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

CONTRIBUTION OF OIL, NATURAL GAS AND
COAL RENTS TO GROSS DOMESTIC PRODUCT

Frontier Market Risks, continued on page 16

Frontier Markets Emerging Markets
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Frontier Market Risks, continued from page 15

The capitalization-weighted aver-
age (stock shares outstanding x 
price of shares) contribution from 
energy resources is at 26.4% for 
FM, versus EM’s 3.2%.  In fact, a 
lot of EM countries are big energy 
importers (see our discussion of 
EM Energy sector in the Novem-
ber 2013 Green Book, and the 
discussion of India Energy Policy 
in the October 2014 Green Book).  
Currently lower prices for energy 
resources should benefit energy 
importers versus countries that 
rely on “petro money”.

Frontier Countries Have The Wrong 
Set Of Trade Partners:

The majority of FM countries’ top 
export markets are not the relative-
ly more stable or growing econo-
mies.  The table to the top right, 
“Top Destination of Exports (FM 
Versus EM)” shows that the seven 
largest EM countries have either 
China or USA as their top export 
destination, while only two out of 
the largest seven FM countries 
count these stronger economies 
as their largest trade partner.  

Overall, 33.9% of the market cap 
in FM is in the countries which list 
USA or China as their top export 
destination, while that number is 
a much higher 87.8% among EM.  
Even though this concentration de-
pendency poses a risk to Emerg-
ing Market economies, one would 
have to admit that both China and 
the U.S. are in much better shape 
than many other economies.

Investable Frontier Market Uni-
verse Has Very High Sector Con-
centrations:

Another risk of FM we’ve pointed 
out before is related to the scope 
of their investable equity univers-
es.  Breaking down the MSCI FM 
and EM investable stock universes 
into sectors, we can certainly see 
the difference (See the table “Sec-
tor Concentrations” to the bottom 
right.).

Source: Observatory of Economic Complexity via The Leuthold
Group, LLC, Perception Express, November 7, 2014
www.leutholdgroup.com

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

TOP DESITNATION OF EXPORTS
(Frontier Markets Versus Emerging Markets)

Frontier Market Risks, continued on page 17

Source: MSCI via The Leuthold Group, LLC, Perception Express,
November 7, 2014, www.leutholdgroup.com

REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC
As of: November 7, 2014
COPYRIGHT 2014 THE LEUTHOLD GROUP, LLC
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Frontier Markets Emerging Markets

Frontier Markets Emerging Markets
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Frontier Market Risks, continued from page 16

More than half of the investable market 
cap in FM is in the Financials sector, while 
Consumer Discretionary, Info Tech and 
Utilities have a weight less than 1.0%.  In 
addition, five of the ten sectors have five 
or fewer stocks.  In contrast, EM sector 
distribution is more balanced, representing 
lower sector concentration risks.

Country Risk Score Based On Bloomberg 
ESG Ranking:

Finally, while we do not advocate read-
ing too much into this, the table below, 
“Bloomberg ESG Country Risk” displays 
two of the country risk categories: Social 
Risks and Strategic Governance Risks 
among FM and EM countries (higher 
score, lower risk).  Multiple risk factors 
are considered in calculating the final risk 
category scores.

Conclusion:

Volatility is not the only measure of equity 
risk.  When comparing regions and coun-
tries, investors should look at additional 
measurements such as the composition of 
economies, investable universe of equi-
ties, and social/political risks should be 
accounted for.  With the examples pre-
sented here for the consideration of FM 
versus EM, all point to a generally higher 
risk reading for Frontier Markets.  

The performance catch-up of Frontier Mar-
kets in the past two years may soon come 
to an end.  Going forward, relative valua-
tions of equities in Frontier Markets should 
reflect inherent risks in these countries.  
Judging by the recent plunge in energy 
prices, as well as bipolarized economic 
development worldwide, we don’t see any 

catalyst for Frontier Markets to continue 
their momentum; at least not on a rela-
tive basis when compared to Emerging 
Markets.

Source: This article was excerpted from 
“A New Look At Frontier Market Risks”, by 
Jun Zhu, Analyst, The Leuthold Group, LLC, 
(Perception Express, November 7, 2014) 
www.leutholdgroup.com.

COPYRIGHT 2014 THE LEUTHOLD GROUP, 
LLC

REPRINTED WITH PERMISSION OF THE 
LEUTHOLD GROUP, LLC

Source: Bloomberg via The Leuthold Group, LLC, Perception Express,
November 7, 2014, www.leutholdgroup.com

REPRINTED WITH PERMISSION FROM THE LEUTHOLD GROUP, LLC
As of: November 7, 2014
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GOVERNMENT
WASTE

The government once spent

$3 MILLION
in tax dollars to fund their research 
on video games such as World of 

Warcraft.

The Department of Health and 
Human Services once spent

$5 MILLION
in tax dollars to help 5-year-old 

children who can’t sit still in class.

The Government once spent

$30 MILLION
in tax dollars to help Pakistani 

farmers produce more mangos.

The U.S. Department of Agriculture 
once spent

$700,000
in tax dollars to study methane gas 

emissions from dairy cows.

Source: Jefferson National

LOW RETURN EXPECTATIONS FOR THE 
LONG-TERM

“Current valuation levels (long-term valuations) on the best 
performing measures are only about 15.0% to 20.0% below 
the 2000 extreme.  Current valuations now exceed those 
observed in 1901, 1929, 1937, 1972, 1987 and 2007.  The 
five-year market advance from the 2009 low, encouraged 
by yield-seeking speculation, now places the S&P 500 at 
more than double the level that we would associate with 
historically normal returns.  Put another way, we presently 
estimate S&P 500 prospective nominal total returns of just 
1.4% annually over the coming decade, with zero or nega-
tive average total returns out to roughly 2022.” - John P. 
Hussman, Ph.D., President, Hussman Funds, “These Go 
To Eleven”, Weekly Market Comment, November 17, 2014.

THE U.S. GOVERNMENT’S DEFICIT AND DEBT: 
BILLIONS AND TRILLIONS

By Diane M. Pearson, CFP®, PPCTM, CDFATM, Legend Financial Advisors, 
Inc.®  and EmergingWealth Investment Management, Inc.

During the 12 months ending September 30, 2014, in other words, the 
fiscal year 2014, the United States ran a $483 billion U.S. Government 
budget deficit.  However, during fiscal year 2014, the United States 
increased its national debt by $1.086 trillion.  The total U.S National 
Debt as of October 26, 2014 at 5:35 p.m. Greenwich Mean Time is 
$17,905,854,125,772.84.  This number increases by approximately $2.43 
billion per day (Source: U.S. Treasury Department).

DECEMBER 
INVESTING

December is a good 
month for investing in the 
stock market.  Twenty-
one of the last twenty-
four Decembers have 
produced a positive total 
return (Dividends plus 
appreciation) for the S&P 
500.  Since 1990, the 
average December per-
formance has earned a 
+2.0% return.  This is the 
best monthly return during 
that 25 year time period 
(Source:  Standard and 
Poor’s).

SPEAKING OF FALLING 
OIL PRICES

“As you all know, the price of oil has 
dropped about $30 a barrel.  It is 
$1 trillion stimulus per year to the 
world’s economy.” – Pioneer Natural 
Resources (Nov. 5)
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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 
investment 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 Spectrum Chart on the next page.  For a detailed description of our portfolios, please contact Louis P. 
Stanasolovich, CFP®, founder, 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 
investment 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 
mutual 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 
account 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 
contact Louis P. Stanasolovich, CFP®, founder, 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
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