
and what his/her admin-
istration’s impact will be 
on markets and economic 
decisions and position 
themselves accordingly. 

The US economy, and the 
public perception thereof, 
always looms large as a 
decision factor as people 

Brexit, China and other 
issues have had surprising 
and significant effects on 
the US and global markets 
this year. Perhaps the 
greatest market and global 
economic event will take 
place in this third quarter 
with a US election repre-
senting polarizing ideolo-
gies. Accordingly, this 

autumn season has been 
dominated with potentially 
opposite visions of the fu-
ture for US economic and 
market direction. 

US securities markets as 
well as many major global 
markets have been some-
what preoccupied with 
trying to anticipate who 
will be the new President 

CapVisor Associates, LLC 

Quarterly Newsletter 

Insurance Asset Management Fall 2016 Volume 8,  Issue 4 

Inside this issue: 

Economic and 
Market Out-
look: Partly 
Sunny and 

Partly Cloudy! 

By  

Carl E Terzer 

 

1 

Economic  

Review  

By 

Vincent  

Russo 

and  

Sarah Potter  

1 

 

The Quest  

for  

Yield 

By  

Stefan ten 
Brink 

4 

 

  

  
  

Please see editors 

note on page 8 

 

© Copyright 2016 CapVisor Associates, LLC.  All rights reserved. 
 

Fixed Income 

The following chart 
shows interest rate move-

ments over the quarter. In-

terest rates move up slightly 

with shorter maturities ris-

Economic and Market Outlook: Partly Sunny 
and Partly Cloudy! 

Economic Review                                   

the Investment Grade: 
Financial Institutions – 
Long with a return of 
2.82%, followed by the 
Investment Grade: In-
dustrial - Long which 
returned 2.75%. The 
worst performing sectors 

to Aaa rated bonds only 
returning 0.10%. Our 
benchmark index, the 
Intermediate U.S. Gov-
ernment/Credit, returned 
0.16%. High yield bonds 
continued to show strong 
performance. The Bar-
clay’s U.S. Corporate 
High Yield index re-
turned 5.55% in the third 
quarter. The continued 
outperformance of long-
er duration bonds, partic-
ularly in the corporate 
sectors leads us to be-
lieve that the market is 
not terribly concerned 
about inflation or rapidly 
rising interest rates. 
However, what is some-
what surprising is the 
outperformance of lower 
quality credit, especially 
in light of recent devel-
opments within Europe’s 
banking system. Perhaps 
it is too early for markets 
to be concerned with the 
Deutsche Bank develop-

(Continued on page 6) 

(continued on page 2) 

 
Maturity US Treasury 

Curve 09/30/16 
US Treasury 

Curve 
06/30/16 

(Change) 
09/30/16-
06/30/16 

2Y 0.762 0.582 0.18 

3Y 0.875 0.693 0.182 

5Y 1.149 1 0.15 

7Y 1.422 1.279 0.143 

10Y 1.594 1.47 0.125 

ing a bit more than longer 

ones. Bond performance 

favored corporate bonds of 

longer maturities.  

The best performing sectors 
of the Barclay’s U.S. Ag-
gregate index (broadest of 
the Barclay’s indices) were 

 
were U.S. Treasury: Long 
with a return of -0.36%, 
followed by U.S. Treasury: 
20+ Year with -0.30%. 
Within the investment grade 
sector, the lower end of in-
vestment grade outper-
formed. Baa rated bonds 
returned 1.94%, compared 



ments or the solvency issues 
surrounding the Italian bank-
ing sector, but those concerns 
will not go away without gov-
ernment intervention or cen-
tral bank support. While the 
possibility of another finan-
cial market shock cannot be 
fully dismissed, it is an un-
likely event. If the capital 
markets have learned one ma-
jor lesson since the Lehman 
Brothers failure in 2008, it is 
that systemic risk (domino 
effect of bank failures) is real. 
The solution is politically 
charged and would be highly 
unpopular. Bank bailouts are 
not fair, but the alternatives 
are far worse. 

Lower for longer 
In our effort to inform clients 
about what market events 
have affected their portfolios, 
we spend a great deal of time 
on those events that impact 
economic conditions. We fo-
cus on elements of our econo-
my that historically have af-
fected growth and inflation, 
and consequently, interest 
rates. Because we understand 
that what happens in our 
economy is also being affect-
ed by events globally, we 
have also expanded our think-
ing and focus on global 
events. So, it is not surprising 
that we cover many of the 
same topics quarter over quar-
ter.  
 
As we mentioned above this 
past quarter saw interest rates 
increase slightly across the 
entire yield curve. After the 
initial negative market reac-
tion to the “Brexit” vote, mar-
kets have reassessed the im-
plications surrounding the 

United Kingdom’s decision 
to leave the European Un-
ion. We’re not sure if this 
reversal is temporary or 
not? While the vote does 
create uncertainties about 
the economic prospects for 
Great Britain, its full impact 
will not be truly felt until it 
comes closer to implemen-
tation. The biggest uncer-
tainty initially was really 
about the “contagion effect” 
on the rest of the European 
Union. The fear was that 
other nations would consid-
er breaking away from the 
Union and that could lead 
to instability of the common 
currency and global mar-
kets. While that scenario is 
highly unlikely, it is still a 
concern that could reappear 
in the future as more and 
more member nations ques-
tion the policies that threat-
en each nation’s sovereign-
ty.  
 
The market’s reactions to 
“Brexit” are only partly 
attributable to this past 
quarter’s reversal in the 
direction of interest rates 
here in the U.S. where GDP 
(Gross Domestic Product) 
has improved slightly over 
the past quarter. However, 
rate of growth is terribly 
anemic when compared to 
other economic cycles. Just 
as a point of reference the 
average GDP annualized 
rate of growth for the 30 
year period from June 1988 
to June 2008 (just prior to 
the financial market up-
heaval) was 3.0%. Howev-
er, since then, our economy 
has only grown an average 
of 1.3% annualized. It is no 

wonder that this economic 
recovery does not seem 
like a recovery at all. Per-
sonal consumption over 
the quarter remained fairly 
steady at just above 4%. In 
a consumer driven econo-
my such as ours, this has 
become an important com-
ponent of economic 
growth. Over the same 30 
year period (June 1988 to 
June 2008), the average 
rate of personal consump-
tion measured 2.8% and 
since June 2008 we have 
still only averaged 1.6%. 
So, while consumption has 
improved, it has not yet 
translated into robust eco-
nomic growth as measured 
by GDP. The lackluster 
growth is primarily at-
tributable to negative rates 
of private capital invest-
ment. Over the last year 
capital investment has de-
creased by 2.1%. Interest 
rates, while having mod-
estly increased over the 
quarter, are still quite low. 
Actual growth rates (and 
expected growth) for our 
economy have been quite 
low and interest rates will 
continue to reflect those 
expectations. 
 
Measurements of inflation 
have also been relatively 
tame over the last quarter. 
While there has been a 
modest increase in annual-
ized rates of inflation, 
there could be the potential 
for more inflationary pres-
sure as the price of oil sta-
bilizes, or if the price were 
to begin pushing higher as 
oil producers attempt to 
reduce supply. While the 
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Rusling in October of 
2002 Vince is a graduate 
of the William E. Simon 
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ministration at the Uni-
versity of Rochester. He 
started his career as a 
financial analyst at Xer-
ox Corporation, followed 
by more than 12 years as 
an officer in the Treasury 
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Rochester Community 
Savings Bank, now part 
of Charter One Financial. 
Vince was a member of 
the Bank's Asset/
Liability management 
team and manager of the 
Corporate fixed income 
portfolios. 
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“The world is 
likely to keep 
its guard up 
while the next 
couple of 
years of Brexit 
negotiations 
take place and 
the impacts on 
nearby gov-
ernments and 
economies are 
sorted out—
after all, the 
true test 
comes when 
the theoretical 
exit becomes a 
reality”  
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core CPI (ex food and ener-
gy) is above the 2% target 
that the Federal Reserve 
maintains as an average in-
flation goal, the PCE core 
measurement is still below 
that target. Some of the mod-
est increase in interest rates 
over the quarter can be at-
tributable to a slightly higher 
trend to measured inflation. 
Inflation expectations as 
measured by the difference 
in Treasury Inflation Protect-
ed securities (TIPS) and 

nominal U.S. Treasury 
notes have also shown a 
modest increase over the 
quarter. The implication for 
the 5 year notes (TIPS vs 
Non TIPS) at the end of the 
quarter is approximately 
1.51% compared to 1.41% 
at the end of June, an in-
crease of 0.1%. For the 10 
year notes, the expectations 
went from 1.43% to 1.60%.  
 
The Federal Reserve Mon-
etary Policy 

Over the past quarter the 
FOMC (Federal Open 
Market Committee) has 
met twice, resulting in no 
change to current mone-
tary policy for the Fed 
Funds overnight lending 
rate. The current target rate 
remains between 0.25% 
and 0.5%. Since the last 
change to policy in De-
cember 2015, the markets 
have been keenly attentive 
to the future path of the 
Fed Funds rate. Perhaps 

one of the best indicators 
of expectations for fu-
ture monetary policy is 
the committee members’ 
own forecast for said 
rate. The now well 
known “dot plot” has 
become the market’s 
favorite gauge to gain 
insight into the commit-
tee members thinking on 
economic growth and 
interest rates. While we 
don’t believe that the dot 

 

plot is a precise tool in 
anticipating the exact tim-
ing of changes in monetary 
policy, we do believe that 
the trend in the dot plot is 
indeed important.  
 
The dot plot chart above is 
a comparison of each com-
mittee member’s expecta-
tion for the appropriate 
Fed Funds rate at the end 

of each respective year. 
The darker dots represent 
the median value of those 
forecasts. The most inter-
esting observation that one 
can deduce from the chart 
is that the committee 
members’ forecasts of the 
appropriate Fed Funds rate 
are significantly lower at 
the September meeting 
than they were in June. At 

June's meeting, the dots 
indicated a fairly benign 
path for rates in the future. 
The median FOMC mem-
ber expected rates be-
tween 0.75% and 1% by 
the end of 2016, suggest-
ing two more rate hikes 
this year, and then rates 
eventually rising to around 
3% in the longer term. The 
September plot is even 
more benign. The median 

FOMC member forecasts 
rates between 0.5% and 
0.75% at the end of 2016, 
which would imply only 
one more increase in 
2016. In the longer term, 
Fed members see rates 
around 2.75% or 3%, 
which is about 0.25% 
lower than June’s fore-
cast. More importantly, 
the median dots suggest a 
slower pace of rising 

Continued on page 7 
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like REITs and MLPs, which 
carry full equity market expo-
sure as well as interest rate 
exposure.  
 
]More and more investors are 
considering a high quality 
covered call portfolio in order 
to diversify their risks. Cov-
ered call strategies can offer 
investors income of 6-8% 
without taking significant 
credit risk (for example, the 
average credit rating of our 
covered call portfolio holding 
is A, compared to single B for 
most high yield bond funds). 
And of course, a covered call 
portfolio can carry less mar-
ket risk than long-only stocks. 
This balanced combination of 
income and price appreciation 
is shown below, compared to 
the other major asset classes. 
 
Over the last decade, as in-
vestors have sought opportu-
nities to earn both consistent 
returns and income, covered 
calls have gained in populari-
ty. Institutional investors and 
investment advisors alike are 
embracing the strategy as part 
of a diversified equity alloca-
tion. However, as the market 
becomes more familiar with 
covered call strategies, inves-

tors continue to gain an un-
derstanding of the nuances 
between approaches.  

 
History of Covered 
Calls 
 
Over 30 years ago the Chica-
go Board of Options Ex-
change (CBOE) and Standard 
& Poor’s (S&P) created the 
standard for covered call 
benchmarks known as the 
CBOE S&P 500 Buy-Write 
Index (BXM). The BXM 
Index is designed to track the 
performance of a hypothetical 
buy-write strategy on the 
S&P 500 Index (for more 
info, see (www.cboe.com/
micro/bxm/
introduction.aspx). Several 
high-profile studies have 
helped to bring covered calls 
to the forefront of equity allo-
cation discussions as well. 
 
The CBOE website refer-
ences three studies in particu-
lar from the past 10 years that 
look at the risk-return dynam-
ics of covered calls. All three 
firms concluded that over the 
time period studied, a passive 
buy-write strategy had a su-
perior risk-return profile over 
long-only equities, achieving 
similar long term returns at 
significantly lower risk. And 
while a passive buy-write 
strategy (index replication) 
indeed has solid relative char-
acteristics, an active buy-
write strategy has the poten-
tial to further improve the 
outcome. Yet the active ap-
plication of buy-write strate-
gies can differ significantly in 
both process and outcome. In 
short, not all covered call 
strategies are created equal. 
 

The Nuance of Cov-
ered Call Investing 
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“Covered 
calls are a 
nice way to 
stay invested 
in equities but 
to take a more 
cautious ap-
proach by fo-
cusing on in-
come and 
downside risk  
manage-

ment.” 

 

An Unprecedented Low 
Yield Environment 
 

Today’s low yield envi-

ronment has made it incredibly 
hard to find reliable sources of 
income without sacrificing 
quality. Treasury rates have 
been on a downward trend for 
33 years, which has fueled an 
impressive bull market for 
bonds. Although the Fed seems 
committed to its low rate policy 
in the near term, most econo-
mists believe current levels are 
unsustainable over the long run. 
This certainly seems true based 
on the chart to the right. Of 
course, an increase in interest 
rates will almost certainly in-
crease the volatility of bond 
portfolios and cut into invest-
ment returns. Diversifying risks 
will be more important than 
ever.  
 

Balancing Risks & Re-
turns 
 
Low yielding investment grade 
bonds have pushed income-
seeking investors out the risk 
curve in search of attractive 
yields. They inevitably end up 
in either high yield (junk) bonds 
with significant credit risk or in 
alternative income categories 
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lyst (CEFA).  

http://www.cboe.com/micro/bxm/introduction.aspx
http://www.cboe.com/micro/bxm/introduction.aspx
http://www.cboe.com/micro/bxm/introduction.aspx


Volume 8,  Issue 4 Page 5 

© Copyright 2016 CapVisor Associates, LLC.  All rights reserved. 

A Quest for Yield 

 

Most simply defined, a cov-
ered call position is the own-
ership of equity shares of a 
corporation whereby the 
owner then offers to sell his 
shares to another investor at 
a higher price in the future. 
For this offer, the owner 
receives income from the 
call option buyer. Therefore, 
a covered call strategy is 
inherently an equity strategy 
(but with an advantaged risk 
profile) which by default 
should require a diligent 
investment manager to be 
proficient in fundamental 
analysis. It is for this reason 
that the designed investment 
process around disciplined 
cash flow fundamentals. The 
first priority is to construct a 
high quality equity portfolio. 
The managers then turn to 
the option market as the sec-
ond step, in order to add 
incremental yield and poten-
tially add downside protec-
tion.  
 
However, most covered call 
strategies are designed to 
primarily focus on the col-
lection of call option premi-
ums and to derive their re-
turn solely from the implied 
volatility embedded in the 
option price. These types of 
strategies generally include 
theta capture (time decay 
capture), over-writing 

important allocation. However, 
with the market at new highs, 
the outlook is more uncertain 
and volatile than ever. Covered 
calls are a nice way to stay in-
vested in equities but to take a 
more cautious approach by 
focusing on income and down-
side risk management. The call 
premiums received in a covered 
call strategy supplement the 
dividend income, and increase 
total portfolio yield dramatical-
ly. These strategies are a good 
way to meet long term goals 
and sleep a little better at night 
during market pullbacks. 
 
Fixed income investors: To-
day’s low yield environment 
has made it incredibly hard to 
find reliable sources of income 
without sacrificing quality. And 
on top of that, interest rates 
stand poised to rise over the 
near to intermediate term, 
which will almost certainly 
increase the volatility and cut 
into the returns of this asset 
class (as we saw in 2013). With 
treasury yields at all-time lows 
and investment grade corporate 
bonds yielding 2-4% compared 
to their historic range of 4-7%, 
income-seeking investors are 
having to move out the risk 
curve to find attractive yields. 
They inevitably end up in either 
high yield (junk) bonds with 
significant credit risk or in al-

(writing more calls than 
underlying shares, beta-
seeking (find high beta 
stocks), and leveraged play-
ers (the use of margin). As a 
result, the manager’s core 
competency in these strate-
gies tends to be in the mod-
eling of implied volatility 
versus actual volatility, not 
in whole or in part in funda-
mental equity analysis. The 
inherent challenge we see in 
these strategies is that they 
seek to profit from a portfo-
lio constructed on option-
based inputs and generally 
fall apart in periods of dis-
tress and market declines. 
Index replication studies 
show the value of including 
covered calls in an equity 
allocation. Active managers 
who focus on a strong fun-
damental process can ex-
tend that value further and 
even improve it.  But be-
ware the option-based vola-
tility strategies calling 
themselves covered calls: 
They might be better suited 
to limited partnerships and 
option derivatives. 
 
Covered call investors typi-
cally fall into two groups: 
 
Equity investors: Because 
equities are the highest re-
turning asset class, most 
investors see them as an 

ternative income categories 
like REITs and MLPs, which 
carry fully equity market ex-
posure as well as interest rate 
exposure. A high quality cov-
ered call portfolio can offer 
investors income of 8-10% 
while also significantly re-
ducing market exposure. 
Combining one of these strat-
egies with a high quality, 
short duration bond ladder (3-
4 year duration, for example) 
can further reduce volatility 
and provide a weighted aver-
age portfolio yield of approx-
imately 5-7%.  

 

Covered Calls in Sum-
mary 
 
Wherever you stand as an 
investor, the consideration for 
a covered call strategy is both 
widely researched and sup-
ported.  The current market 
environment has brought such 
strategies ever more into the 
spotlight as a potential solu-
tion for income seeking, risk 
conscious investors.  As the 
saying goes, “The pessimist 
complains about the wind; the 
optimist expects it to change; 
the realist adjusts . 
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Economic and Market Outlook: Partly Sunny and 
Partly Cloudy! 

go to the polls. While Fed-
eral Reserve Chair Yellen 
and the current administra-
tion generally paints a rela-
tively positive view of the 
economy, the reality is that 
some economic trends are 
up, and others are down. 

For several years running, 
most pundits have ex-
pected a rising interest rate 
that has not really material-
ized since the economy has 
not exhibited the robust-
ness to limit risks associat-
ed with a rate increase. 
Over this time period, we 
have seen inflation under 
control and dramatic in-
creases in employment. 
However, we have also 
experienced relatively 
weak consumer demand 
and a significant decline in 
labor force participation. 
We have seen a long, if 
unsteady bull market for 
US equities oddly coupled 
with fairly regular restate-
ments of previous quarterly 
GDP growth data. Bottom 
line: we have been living 
through one of the weakest 
economic recoveries in 
history. 

What to think? 
 
Well, from the FOMC 
members, it appears to be 
more of the same messag-
ing as we have had in the 
past. 

Federal Reserve Chair Ja-
net Yellen recently testi-
fied to Congress that “U.S. 
economic growth appears 

to have picked up from its 
subdued pace earlier this 
year. After rising at an 
annual rate of just 1 per-
cent in the first half of this 
year, inflation-adjusted 
gross domestic product is 
estimated to have in-
creased nearly 3 percent in 
the third quarter.” 

However, inventories are 
historically high, based on 
business inventory to sales 
ratios; high enough to be 
in recession territory.  

The FMOC further views 
that “consumer spending 
has continued to post mod-
erate gains, supported by 
solid growth in real dis-
posable income, upbeat 
consumer confidence, low 
borrowing rates, and the 
ongoing effects of earlier 
increases in household 
wealth.” 
 

As one dissects this opti-
mistic trend we see a focus 
on real income instead of 
real median income. Many 
studies have already 
shown, that since 2000, the 
increases in real income 
have been limited to the 
upper end of the economy. 
The chart on page 7 
from Sentier Research, 
shows a very different and 
somewhat troubling story 
that is t odds with the con-
clusions one might draw 
for the FMOC statement. 

At the time of this writing, 
US GDP forecasts are little 

changed since earlier this 
year with projected growth 
at  2.2% in 2017 and 2% in 
2018, as reported by a 
Wall Street Journal survey 
in early October. Partici-
pating economists further 
predicted that the probabil-
ity of a US economic re-
cession is almost 60%, 
within the next 4 years. 
They also see a 20% 
chance of a recession 
within the next year, and 
see those odds rising as 
the current expansion, 
which began in June 2009 
and has now continued for 
88 months, gets longer. 
Risks specific to this near 
term downturn probability 
are weighted heavily to-
ward the possibility of a 
global economic slow-
down, an event that would 
largely be beyond the next 
president’s control. 
 
Notwithstanding the up-
beat expectations coming 
from the current admin-
istration or the FED coun-
terweighted by the much 
more dire prediction of 
economists, one thing is 
for certain: the new presi-
dent will face one of two 
scenarios: a recession 
while in office, or the U.S. 
will post its longest eco-
nomic expansion in its 
history. 
 
Our slow and uneven ex-
pansion from the great 
recession could die of ‘old 
age’ but the probability is 
much greater that a shock 
will hit the U.S. economy 

© Copyright 2016 CapVisor Associates, LLC.  All rights reserved. 
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rates than the June projec-
tions. Lower for longer!!!! 

Equity 

In election years where 
non-incumbent candidates 
are running for office, 
historically, the S&P 500 
index has lost 4% on aver-
age since 1928, according 
to Bloomberg, far worse 
than election years in gen-
eral. We recommend the 
faint of heart look ahead 
to 2017 which, again from 
a historical perspective, 
might experience a decent 
market rally from the re-
lief of political uncertain-
ty. However, the takeaway 

in all of this should be 
that causality is near-
impossible to assign, giv-
en all the other confound-
ing factors affecting the 
markets. 
 
A Trump win would prob-
ably surprise the markets, 
since they may be pricing 
in what is believed to be 
the more likely outcome 
based on polling and the 
large number of undecid-
eds that Trump would 
have to win to take office 
at this point.  There is also 
an added element of mys-
tery with Donald Trump’s 
candidacy, given that 

from a market perspective 
that prefers predictability, 
Trump’s lack of precedent 
in politics makes it diffi-
cult for investors to glean 
much of what the future 
might entail.  
 
 
Around the World 
 
Some recent data suggests 
that Britain has seen some 
strengthening since Brexit 
with regard to manufac-
turing PMI (a commonly 
used indicator of econom-
ic health) and consensus 
estimates for real GDP 
growth for the year. The 

world is likely to keep 
its guard up while the 
next couple of years of 
Brexit negotiations take 
place and the impacts on 
nearby governments and 
economies are sorted 
out—after all, the true 
test comes when the the-
oretical exit becomes a 
reality. 
 
As further shake up to 
the geopolitical scene 
(and therefore, the mar-
kets), the next year will 
see national elections in 
Italy, France, and Ger-
many. Italians face a 
constitutional referen-

trade wars, or a policy 
mistake from the Federal 
Reserve are more likely 
candidates to knock the 
economy off course. 
 
Once policies of the new 
president begin to take 
shape, sentiment will 
likely change, for better 
or worse, and much of 
the future data along with 
it. Emotion often trumps 
hard data as a determi-
nant of our economy’s 
and market’s future…no 
pun intended! Good luck 
Mr. or Mrs. President! 

Economic Review 

 further out in the hori-
zon. A “macro event” is 
much more to be the 
culprit to  cause any 

significant downside 
event rather than it being 
the result of the new ad-
ministration’s policy. An 

escalation of a regional 
conflict, a collapse of 
the major markets, 
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Economic Review                       
Editor’s note: Market 

Commentaries were 

written prior to the US 

presidential election and 

represent past quarterly 

results and any forward 

looking views as of Sep-

tember 30 2016. Ac-

cordingly, the ramifica-

tions and market impact 

of the election outcome, 

along with any other 

recent events, are not 

incorporated and will be 

addressed in the CapVi-

sor Winter edition. 

dum this December, 
while France’s presiden-
tial election begins in 
April of 2017, and Ger-
many’s parliamentary 
election will be in late 
summer or early fall of 
2017. 
 
Central banks and policy-
makers around the globe 
(Europe, China, India) 
have continued to stimu-
late their economies with 
easing, to which we’ve 
grown quite accustomed 
over the last several quar-
ters. This may help, in 
turn, to stimulate global 
growth, especially if it’s 
in conjunction with 
slightly higher oil prices 
as we’ve been seeing late-
ly, the aforementioned 
resilience/stabilization in 
the euro zone, and accel-
eration in China’s econo-
my where things have 
been looking brighter for 
the struggling region. The 

country’s manufacturing 
PMI has improved along 
with nominal GDP 
growth 
 
The Name of the Game 
 
This quarter has given us 
more of the same: inves-
tors seeking income in 
equities as an alternative 
to the traditional bond 
route that hasn’t been able 
to provide great yields, 
and it therefore hasn’t 
been the road less traveled 
in a long time. Equity in-
come stocks are still out-
performing more growth 
oriented ones, and it is 
dividends making such 
equities attractive to in-
vestors. S&P 500 index 
dividends increased 5.2% 
year-over-year in the third 
quarter, putting the yield 
at about 2.1% (about .5% 
above 10-year Treasury 
note yields, which is a 
pretty large spread, histor-

ically). While we still 
think there are fairly 
valued stocks and 
plenty of opportunities 
for making money, 
many stocks are ex-
pensive with less ap-
pealing valuations. 
Therefore, earnings 
continue to be the 
name of the game this 
year, where the stock 
market is largely de-
pendent on company 
earnings for apprecia-
tion and growth. 
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