
 

         

    

 
September 30, 2011 

 

Emotional Response 
 

Recent events have shown us that the world remains an uncertain place. In my last letter, we talked about Europe's 

sovereign debt problems, China's efforts to slow its growth, and ongoing weakness in the U.S. labor market, supply 

chain disruptions from the earthquake in Japan, high oil/gas prices, the end of QE2. Today we are digesting much 

of the same news, except that now the S&P has downgraded the U.S. from AAA to AA in an unprecedented move. 

Subsequently on September 21st, the Fed changed their wording to include that “…there are significant downside 

risks to the economic outlook, including strains in global financial markets....”  
 

The current volatility in the financial markets is reviving unwelcome feelings from 2008 among many investors—

feelings of anxiety, fear, and a sense of powerlessness. These are completely natural yet they are emotional responses. 

Acting on those emotions, can end up doing us more harm than good. The sovereign debt strains in the US and 

Europe, together with renewed worries over financial institutions along with fears of another recession now, are 

leading investors to apply a higher discount to risky assets. So, developed world equities, oil and industrial 

commodities, emerging markets, and commodity-related currencies are all weakening now as risk aversion drives 

investors to the perceived safe havens of government bonds, gold, and cash.  
 

Despite the incessant concerns about European problems and persistently weak U.S. growth, revenue growth for the 

S&P 500 has actually been strong recently.  Revenue has been up 12% in the second quarter on a year-over-year 

basis.  Profits were up 12% (up 18% if you exclude Bank of America). Dividends on S&P 500 stocks have increased 

1.4% in 2010, according to Standard & Poor's, and were indicated to be up 17% for 2011. There has been a rapid 

change in the S&P Operating EPS for Q3 of 2011, which are now estimated at 14.7% as of September 20, down 

from a high of 17.6% in June of 2011. This change represents a 16.4% reduction in just a few months. This helps 

me illustrate the current emotionality of the markets. 
 

It is very rare that the dividend yield on the S&P 500 exceeds the yield on the 10-year Treasury note. It had been 

over 50 years until it happened again in December of 2008, when the dividend yield went to 3.3% and the Treasury 

yield dropped to 2.7%. The current yield on the S&P 500 is 2.1%, versus the current yield on the 10-year note of 

1.8% as I write this.  This represents good value in stocks, and makes it difficult to provide a rationale to own bonds.  
 

Earnings have been one of the key determinants of the market’s strength, and that’s a testament to how well 

corporate America has done over the last couple of years. The developing nations are fueling overall world growth. I 

think a well diversified portfolio, which can explicitly address the realities of a much more global economy, is the 

best prescription to emotional responses in the markets. 

 

 



 

         

    

 

In my last letter from July I said: “…it is my view that the markets should see some irrational thinking that could 

drive emotional selling, leading to longer term investment opportunities.“ Now I’m hearing people conclude that the 

market has come too far, too fast, and that we are heading into another recession. We will have to see if that’s right, 

yet I am still positive on the equity markets over the longer multi-year view.  

 

Our research indicates that there is still long-term value in the U.S. equity market, even considering the new price 

levels to come over the next few months. This weakness should be thought of as a long-tern investment opportunity 

predicated on relative value and supported by solid, albeit slowing, earnings growth, extremely low interest rates, 

strong cash flow and healthy balance sheets. While I believe that we still have concerns over the short term, over the 

longer term we are continually moving higher and much of this will continue to be driven by the U.S. and Emerging 

markets.  

 

Please take a moment to view the charts by visiting my website to see: Bull and Bear Markets: A History in Charts.  

 

As always, if you would like to reach me via phone please use (415) 595-5600. 

 

Best regards, 

 
John H. Maierhofer 

Maierhofer Wealth Management, LLC 

 

 

 

 
 
 
 
 

The opinions expressed in this letter are for general information only and are not intended to provide 

specific advise or recommendation to any individual. All performance referenced is historical and is 

no guarantee of future results. All indices are unmanaged and cannot be invested into directly. Stock 

investing involves risk including loss of principal. International and emerging market investing involves 

special risks such as currency fluctuation and political instability and may not be suitable for all investors.  

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields will  

decline as interest rates rise and bonds are subject to availability and change in price. 


