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Dear Friends and Financial Advisor Clients:
So, here we are. It is, believe it or not, already the fall season of a year in which
all of us have had to confront multiple Covid virus related challenges,
uncertainties, conflicts, questions – you name it – something connected to our
health, safety, school openings, business or employment disruption, to mask up
or not, to vaccinate or not….to raise the U.S. government debt limit or not.
Frankly, there is just so much on our plates. I think we are all a bit tired of this vibe we are in. In fact, it doesn’t
currently matter what your political views are either. Because despite which party is in power, apparently nobody really
likes what is happening. And that mood plays into how we approach most everything, including our outlook on financial
markets.
Naturally, in this atmosphere, we’re seeing signs of investors bracing for a decline – which is always possible. In fact, it
would be easy and understandable for us to even act on these fears and questions. But before we do get caught up in the
worry, let’s just park it all on the side for a moment and get a useful reference point on how fairly or unfairly valued
general market prices are today.
Let’s take a look at some historical data courtesy of J.P. Morgan going back over two decades:

Consider the following. Over 21 years ago, in March of 2000, the U.S. stock market’s S&P 500 Index was trading at a
forward price-earnings ratio (P/E Ratio) of over 25. That means a $25 stock only had one dollar in earnings. Such a
multiple of earnings was pretty high, particularly when you consider what your other options were. Consider this
incredibly important and compelling alternative. At the same point in time, U.S. Government guaranteed 10-year
Treasury Notes were paying over six percent. And your local bank was often offering even more. And that means
without any risk to principal, you could get over six percent from the U.S. Government and possibly even more from a
bank. So, why bother with stocks? Of course, there were many other economic and speculative challenges at the time,
but it was still not that surprising that stocks soon went down.
So, now let’s consider where we are in the present. Right now, as of quarter end, stocks are trading at 20 times forward
earnings. That’s 20 percent lower than over 21 years ago. Yes, the broad stock market is cheaper than it was 21 years
ago. But of course, just because it’s cheaper by one metric doesn’t make it cheap. We still have to ask what our other
choices might be. What would compel an investor to dump their stocks and put their money someplace else? Well, are
interest rates in the same place as March of 2000? Can you get over 6 percent in a U.S. Treasury note or even more
from a local bank? No... you can’t. Right now, the 10-year U.S. Treasury Note doesn’t pay 6.2%. It pays 1.5%. Short
term Treasuries offer less than one percent. And banks accounts pay virtually nothing. Yes, your principal is
considered safe or stable. But the trade-off is you get nothing.
And here is where our sense of fair stock market valuations become a bit more sanguine. Being offered nothing is not
compelling incentive to sell what you own, unless you’re really scared. And even though there are many unpleasant
factors in play right now, corporate earnings, despite all of our challenges, are still rising. Our economic outlook,
despite all the headwinds, is pretty good. And that means if stock market prices don’t rise…and earnings do, markets
will become even cheaper. That’s basic math.
The point to take away here is that while this is only one of many factors a sound investor considers, it plays an
important role. It’s part of a competition, a “tug of war” game that greatly influences how we invest. On one side of
the figurative rope, the opportunity and risk of stocks pulling at you with the hope of great returns. On the other side,
fixed income markets like the U.S. Government, businesses or banks offering an interest rate that might pull you away
from all that stock nonsense. How we feel about the world, our economy, prospects going forward…all those issues
play into how much we are pulled to or away from risk investments. So, sure when we are more concerned – like right
now – about what’s happening, and questioning what might come next, we don’t need to be offered that high of an
interest rate to abandon our stock investments and head elsewhere. But when the current offer is basically nothing….
that might not be enough to get investors to jump ship or pull out. In fact, if some of the issues we've mentioned
resolve themselves more positively, thus reducing investor concerns, some of the $19 trillion sitting on the sideline in
various forms of cash could get pulled into markets as opposed to stockholders pulling out. Stay tuned. We’ll see. By
the way. We’re always here.

Stay safe and well everyone,

Jeffrey C. Vahanian

Please remember that past performance may not be indicative of future results. Different types of investments involve
varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment
strategy, or product (including the investments and/or investment strategies recommended or undertaken by Vahanian &
Associates Financial Planning Inc.(“Vahanian”), or any non-investment related content, made reference to directly or
indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable
for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions
and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not
assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for,
personalized investment advice from Vahanian. Please remember to contact Vahanian, in writing, if there are any changes
in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous
recommendations and/or services. Vahanian is neither a law firm nor a certified public accounting firm and no portion of
the newsletter content should be construed as legal or accounting advice. A copy of the Vahanian’s current written
disclosure Brochure discussing our advisory services and fees continues to remain available upon request.
An Index is a portfolio of specific securities (common examples are the S&P, DJIA, NASDAQ), the performance of which is
often used as a benchmark in judging the relative performance of certain asset classes. Indexes are unmanaged portfolios
and investors cannot invest directly in an index. Past performance is not indicative of future results.
The views expressed are not necessarily the opinion of Royal Alliance Associates, Inc.

Securities offered through Royal Alliance Associates, Inc., Member FINRA, SIPC. Investment advisory and fixed/traditional insurance services offered
through Vahanian & Associates Financial Planning Inc., a registered investment advisor not affiliated with Royal Alliance Associates, Inc.

