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Everything we hear is an opinion, not a fact. Everything we see is a perspective, not the truth. – Marcus Aurelius
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NEUTRAL
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An unusually “quiet” August spawned new 
highs for U.S. stocks, but recent softness in 
economic data amid a contentious election 
season has given investors pause. Fundamen-
tally, earnings have declined for fi ve straight 
quarters and, though we predict a reversal of 
this trend in the second half of 2016, the onus 
is on companies to deliver.  If a moderating 
dollar and higher oil prices fail to provide the 
tailwind we predict, stocks could struggle to 
make headway.

The U.S. dollar has become the transmission 
mechanism for monetary policy globally.  
Substantial levels of quantitative easing in 
Europe and Japan have increasingly assured 
a minimum bid for the greenback, particularly 
as the Fed attempts to reign in the monetary 
base and raise short-term interest rates.  If the 
Fed gets too aggressive in normalizing rate 
policy, they risk snuffi ng out an already slow 
U.S. expansion.  

In a lower-for-longer interest rate environment 
where one-third of sovereign government 
bonds globally trade with a negative yield, 
bond investors overseas have found U.S. 
Treasuries and corporate bonds to be increas-
ingly attractive. As a result, domestic fi xed 
income instruments have become expensive. 

In fact, a sustained period of artifi cially-low 
interest rates has elevated all asset prices. To 
that end, after having been overweight equi-
ties for the past seven years (during which 
the U.S. benchmark has risen threefold), we 
are taking a step back. In acknowledgment of 
elevated valuations, a challenging earnings 
backdrop and an environment where P/E 
multiple expansion becomes less likely, we 
have recently reduced our equity allocation 
to “neutral.” 

However, this asset allocation change does 
not imply that we foresee a recession anytime 
soon. With infl ation at low levels, the Fed 
isn’t being forced into the type of aggressive 
rate tightening that so often spells the end of 
an economic cycle. Rather, we are creating 
dry powder with which to opportunistically 
deploy down the road.

Sources: Bank of America, Merrill Lynch  

We Are Importing Low Rates … 
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THE MOST HATED BULL 
MARKET IN HISTORY 

Dean Dordevic, Principal
Alternative Assets and Portfolio Management

“Bull markets are born on pessimism, grow on skepticism, ma-
ture on optimism and die on euphoria.” 
—Sir John Templeton, February 1994

Since the market bottomed in March of 2009, the S&P 
500 has risen some 240 percent over about 2,600 days. 
This advance is the second longest in history. The early 
years of this bull market were marked by heavy levels of 
both pessimism and skepticism. Yet almost seven years 
later, bears continue to outnumber bulls by an apprecia-
ble margin. At the moment, only 22 percent of individ-
ual investors count themselves as bullish. This, versus 
the long-term average level of bullish sentiment of about 
39 percent. These levels of pessimism are actually higher 
than readings seen during the depths of the fi nancial cri-
sis in both 2008 and 2009. You would have to go back to 
1990s, in fact, to fi nd similar levels of skepticism from in-
vestors.1 “I don’t remember another post-war bull market 
that was this fearful; chronically and persistently,” said 
Jim Paulsen, the Minneapolis-based chief investment 
strategist at Wells Capital Management. “Investors are 
forever prepared for the end-of-the-world, but reluctant-
ly being dragged back into equities,” he said.2

Individual investors have expressed their bearishness in 
spades by using their stock portfolios like an ATM. While 
stocks have been on a multiyear tear, these investors have 
been aggressive net sellers of stocks for the past seven 
years. At the same time, and with yields recently setting 
new generational lows, bonds have been the benefi cia-
ry of this bearishness with steady net infl ows in all but 
one of the last seven years. This behavior has been just as 
prevalent with institutional investors. In 2002, the aver-
age endowment had 50 percent of their assets invested in 
stocks. This fi gure has dropped steadily in the interven-
ing years and now stands at just 35 percent.3

 
One would hope that no one would have a better sense 
of both their future business prospects and the value res-

ident in their shares than so-called corporate “insiders.” 
There are rules against “insider trading” — for good rea-
son. That being said, demand for U.S. shares among com-
panies and individuals is … diverging at a rate that may 
be without precedent. Standard and Poor’s index constit-
uent companies repurchased some $165 billion worth of 
shares in the fi rst quarter of this year and U.S. companies 
have spent a stunning $2.1 trillion on share buybacks 
over the last fi ve years.4 Perhaps even more important, 
companies have actually boosted buybacks during peri-
ods of market turmoil and uncertainty. 

Seven years of earnings growth has left CEOs fl ush with 
cash. Non-fi nancial companies in the S&P 500 now hold 
more than $900 billion on their collective balance sheets. 
Additionally, ultra-low interest rates have created an 
incentive to fi nance some of these buybacks with debt. 
While this practice has sparked a degree of controversy, 
it would seem that if companies can borrow at genera-
tional lows and have the confi dence of even a reasonable 
return over and above their very low cost of debt, it’s 
hard to argue that they’re being profl igate. 

There are some other, not-inconsiderable forces at work 
in the background that would seem to argue for at least a 
fi rm underlying “bid” for equities over both the interme-
diate- and longer-term. Currently the average expected 
investment return for pension funds in the U.S. is just 

Is This The Most Hated Bull Market ... Ever?
Investors Have Continually Sold Equities Throughout the S&P’s 240-Percent Run
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Weapons of Reason footnotes and sources:

1. William Koldus, CFA, CAIA, “Seeking Alpha - Is This The Most Hated Bull Market in History?” May 6, 2016. 
2. Lu Wang, “The U.S. is in the Midst of a Historic Bull Market,” Bloomberg, April 27, 2016. 
3. Jason DeSena Trennert, “The Coming Shortage of High-Quality Common Stocks,” Strategas Research Partners, April 29, 2016.
4. Lu Wang, “There’s Only One Buyer Keeping the S&P 500’s Bull Market Alive,” Bloomberg, March 14, 2016.
5. Inigo Fraser-Jenkins, “The Silent Road to Serfdom: Why Passive Investing Is Worse Than Marxism,” A|B Bernstein, August 23, 2016.
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north of 7.5 percent. Said Jason Trennert of Strategas In-
vestment Partners, “Barring the discovery of cold fusion, 
such returns must be considered a Houdini act in a peri-
od in which 20 percent of the world’s outstanding debt 
now carries with it a negative yield to maturity.” For fi -
duciaries unwilling to lower their return assumptions, all 
roads would seemingly lead to equities. Especially those 
of high quality and with yield.3

Yet at precisely the time when equities would appear to 
be the most reasonable way for fi duciaries to solve the 
return equation, the number of available stocks for pur-
chase on U.S. exchanges has been falling steadily. Buy-
backs, mergers and acquisitions as well as the heavy 
burden of regulation have both stifl ed new issuances and 
reduced shares outstanding. In 1997, there were about 
8,800 common stocks listed on the New York, American 
and NASDAQ exchanges. At the end of last year, this 
number had fallen to about 5,200. The Wilshire 5000, yes 
“5,000” now has only about 3,600 stocks.

Perhaps even more remarkable, while the number of 
publicly-traded stocks has declined some 40 percent 
since 1997, the number of indices to track them has gone 
from only a handful in 1985 to over 5,000 today. So we 
now have the bizarre proposition where there are more 
indices that track the performance of common stocks than there 
are common stocks themselves.5 

This creates an interesting paradox.  For the very most 
part, the folks in the business of index creation are doing 
so with a profi t motive in mind.  That is, they look to cre-
ate an index that can then become investable. The idea 
is to then wrap an exchange-traded fund (ETF) around 
the index and attract investment dollars based on the 
perceived benefi ts of owning this basket of stocks. This 
would of course create an underlying source of “new” 

demand for the shares that reside in the index. With the 
obvious references to a virtuous cycle notwithstanding, 
it would appear that the proliferation of index baskets 
would tilt the demand for a shrinking supply of common 
equity in the right direction.

What’s striking to us is the dichotomy between the rich 
and robust returns of the market indices over the last 
seven years, and the equally unrelenting sturm und drang 
exhibited by investors over precisely the same period. 
While on many measures of valuation stocks are either 
fairly valued or no longer “cheap,” they are most certain-
ly not … popular. Mr. Templeton’s axiom is as tried and 
true today as it was more than two decades ago. Seven 
years into a bull market, both pessimism and skepticism 
can be found in many quarters and in abundance. Eupho-
ria it seems — is a world away.

Legendary contrarian investor Sir John Templeton’s 
words have weathered the test of time.  Investors would 
be wise to heed his sage advice.  

The Coming Shortage of High Quality Stocks

Sources: Strategas Research Partners, World Federation of Exchanges
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Never let the future disturb you. You will meet it, if you have to, with the same weapons of reason 
which today arm you against the present. – Marcus Aurelius  
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Buybacks: The act of a company repurchas-
ing its shares from the current shareholders, 
usually done to raise a stock’s price or to fi x a 
company’s over-capitalization.

Market Capitalization: The total value of a 
company as calculated by multiplying the 
company’s outstanding shares by the current 
price of one share. It is an indicator of the 
company’s total valuation.
 

Sturm und drang: A term literally meant as 
‘storm and drive’ in German. Commonly, it 
is used to express emotional extremes. 

The Wilshire 5000: A market-capitaliza-
tion-weighted index of stocks actively trad-
ed in the U.S. The stocks included in the 
Wilshire 5000 must meet these criteria: they 
must have their headquarters located in the 
U.S., the stocks must be actively traded on a 
U.S. exchange and the stocks must disclose 
their pricing information to the public.

In an effort to provide clarity and 

explain industry-specifi c terms, we 

have included these defi nitions. For 

additional resources, you may con-

tact us at info@fergwell.com for a 

copy of our Glossary of Investment 

Terms.

Communication and Education
Sources: 
Business Dictionary
Investopedia
Wikipedia

IMPORTING LOW INTEREST 
RATES FOR LONGER 

Brad Houle, CFA
Executive Vice President

The futures markets are predicting a greater than 50 per-
cent chance of the Federal Reserve increasing interest 
rates in December. By design, the Federal Reserve has a 
dual mandate of full employment and price stability. The 
unemployment rate is now around 4.8 percent which is 
full employment by any defi nition. In addition, depend-
ing upon which measure of infl ation you look at it is run-
ning well below 2 percent. Too little infl ation or too much 
infl ation can be problematic to an economy; however, the 
current rate of infl ation in the U.S. is within an accept-
able range that can be characterized as price stability. 
With current full employment and price stability the Fed 
should have a clear path to raising rates. Thus far in this 
tightening cycle, the Fed has only been able to raise rates 
one time. 

What has changed is the Fed has morphed into being the 
central banker to the world. What is going on beyond our 

shores is now impactful to the Fed’s decision-making in 
the path of interest rates. The concern by investors is that 
the Fed has a diminished capacity to impact economic 
stimulus in the event of a domestic recession or some ex-
ternal shock to the domestic economy. The Fed has fewer 
tools to stimulate the economy if short-term interest rates 
stay around zero. If there needs to be additional stimulus 
the Federal Reserve is then forced into additional uncon-
ventional monetary policy such as quantitative easing. 
The fear from investors is that the Fed will be potentially 
less able to meet challenges in the future with a dimin-
ished tool box from which they could use to stimulate the 
economy. 
 
The dynamic of the Fed being unable to increase short-
term interest rates in a meaningful way coupled with 
slow global growth suggests that interest rates will be 
lower for longer. More than a third of the world’s sover-
eign debt has a negative yield and a lack of meaningful 
infl ation in the developed world suggests that the United 
States will continue to import low interest rates from the 
rest of the world for longer. 


