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Good Morning. As I sit down to write this monthly update, I find myself thinking 

about our twins and the changes that have taken place in our lives. 

Surprising…right? In the old days, I used to know what new movies were out, and 

I could tell you what to watch…and avoid. Not anymore. In the old days, I could 

tell you what books were on the best-seller list and why they were good. Not 

anymore. In the old days, I definitely knew when a new brewery opened up in 

downtown Asheville, NC. (Nineteen and counting, but I have yet to visit any of the 

new ones!) Of course, in the old days, I used to know the Yankees starting line-up, 

each of their key stats, and their home and away records. Now, I just know 

they’re in first place, barely above .500. The world has definitely changed in the 

Kiely family, and when Kellie and I have time to think about the pro’s and con’s 

associated with the change, we believe it has definitely changed our lives for the 

better…by far!! When your twins try to form the words “I love you”, there is 

nothing quite like it. Of course, there is nothing quite like our twins “gas bombs” 

either!! They will shock your world at 6am in the morning!! 

  

Our financial markets have also changed a great deal over the last few years. In 

the old days, you could look around our country to get a sense of how things were 

going in the stock market. Not anymore. Today, we live in a global economy 

where stock market prices are determined by the strength of the global economy. 

In the old days, fiscal policy and our government drove much of the economy. Not 

anymore. Today, monetary policies around the world drive (and often 

manipulate) our financial markets. In the old days, regulations were written in a 

bi-partisan manner, which made them easy to implement and monitor. Not 

anymore. Today, in a much more complex world, regulations are written by one 

political party or the other, which makes it virtually impossible to regulate 

correctly. That’s a big problem… 

  



Today, since many people don’t understand much about the global economy, 

monetary policy or archaic financial regulations, it has created an interesting 

conundrum where most investors have no clue how to connect the dots. I can tell 

you, I read more than I ever have and it takes a lot of time to stay up with all of 

the changes around the world. In the old days, if you kept up with the domestic 

news, you were fine. Today, you better understand how monetary policy works in 

the US, China, Europe, and India. In addition, you have to understand how 

companies think (and behave), so you can see potential bubbles before they 

emerge. Finally, you have to have an understanding of the rules and regulations 

that are put in place globally. Today, there are a number of unique opportunities 

for investors and a number of significant risks. In this short update, which I’ve 

termed “The good, the bad and the beautiful” I’ll touch on a few of the things I’m 

thinking about.  

  

Next month, I’ll delve into those topics on a much deeper level in our quarterly 

newsletter. 

  

The Good 

There is much to be excited about when you look at our economy, our financial 

markets and our fund managers. For example, as of todays close, the S&P500 

(large company index) is up just a bit more than 3%, while the Russell 2000 (small 

company index) is up a tad more than 5%. Given that we’re only five months into 

the New Year, that’s a pretty good return. If we extrapolated these returns out 

over the entire year, the S&P500 would be up more than 7%, while the Russell 

2000 would be up more than 12%. In essence, the stock market is having a normal 

“average” year…at least up to this point. Looking back, the markets look even 

better. Over the last year, both the S&P500 and the Russell 2000 indexes are up 

more than 12% and over the last three years, they are up “on average” more than 

20%. It’s been a really nice run!! 

  



When we examine our economy, we observe low interest rates, low inflation, and 

an unemployment rate at 5.5%. In addition, there have NEVER been more 

professional job listings than we have now. All of these economic variables help 

everyone from top to bottom. When we examine corporate America, their 

balance sheets are pristine, they’re earning record profits, and they hold a record 

amount of cash. In fact, corporate America holds so much cash, that they 

authorized a staggering $141 billion in stock buybacks in April – the most ever for 

a single month! In addition, for the last 16 quarters, dividends per-share has risen 

by double-digits to record highs. Of course, there has also been a flurry of 

Mergers and Acquisitions (M&A) to the tune of $243 billion. Over the last year, 

these three activities have driven the stock market to all-time highs.  

  

The good news is our managers have invested into these three “cash flow” 

themes, which is why three-fourths (or more than 75%) of our active managers 

have beat their benchmarks this year. If you have a long-term investment horizon 

(of at least five years), there is no better place to invest your hard earned money 

than the American stock market. 

  

Of course, there is always a flip side to the good news… 

  

The Bad 

The bad news is the stock market (at least in the short term) is overvalued, by 

almost any measure. For example, the average P/E ratio (based on the last 12 

months of earnings) over the last 100 years is 16.6. In essence, investors have 

been willing to pay $16.60 for every $1 of earnings over time. Today, the average 

P/E ratio is 21, which is 25% above normal. That’s significantly higher, and we 

know a number of industries are trading at significant premiums that won’t last 

(think biotech and health care). If earnings explode upwards, it will justify the 

higher stock market prices and P/E ratios will trend downward to more normal 

levels. Unfortunately, not many people believe earnings will explode upwards, 

which is why companies are buying back their stock, issuing dividends, and 



engaging in M&A activity. All three activities drive the market higher. 

Unfortunately, not all of them are good for investors over the long run. 

  

If you go back and examine the track record of corporate America, they have a 

tendency to buy high and sell (or issue stocks) at low prices. In fact, the last two 

times we observed this type of “buyback” activity was in 2007 and 1999. Many 

financial analysts say companies initiate buyback programs when they believe 

their stock is cheap. The evidence suggests this is not true. In fact, the track 

record of corporate buybacks tends to be just as bad as the track record of 

individual investors when it comes to market timing. The evidence shows they 

typically engage in buybacks at the end of long rallies and at (or near) all-time 

highs. Of course, you should also know management compensation is often tied 

to a company’s stock price. This creates a conflict of interest. By engaging in 

buybacks, one could easily argue management is more interested in the short-

term stock price, versus long-term prosperity and stability. In essence, the 

financial incentive to do buybacks so great, it results in poor decision making. 

  

Another issue (getting very little press) revolves around new regulations that 

force banks and financial institutions (like pensions) to hold safe assets like 

sovereign bonds. This creates illiquidity in many safe bonds, which actually 

increases volatility and risk in the fixed income market. Over the last few years, 

there have been a number of short-term “shocks” in the bond market, which 

were undoubtedly driven by this lack of liquidity. If bonds have a decent sell off 

(based on a surprise move by any global central bank), it could lead to significant 

volatility in the fixed income market. 

  

The truth is there are a number of genuine concerns about valuations in both the 

stock and bond markets. These concerns are real and they should be taken 

seriously. There is significant amount of downside risk out there. However, record 

low interest rates, an accommodative Federal Reserve, pristine corporate balance 

sheets, decent global growth, and significant cash holdings are keeping things in 



check and driving the markets higher. I can make a great case for why this rally 

could continue for quite a while. Of course, I can also make a case for a 20%-25% 

short-term sell off...given high P/E ratios. 

  

This is why the best strategy has always been to invest for the long run by 

allocating correctly across the entire stock and bond markets, rebalancing 

regularly, and using good managers. By doing so, you mitigate many of the 

potential risks that exist, while capturing the upside. The truth is we live in a 

unique time where there will be amazing breakthroughs and significant change 

for the better. Every industry is improving in some dramatic way, which will 

create value for all stock holders over the long run. Unfortunately, those changes 

and breakthroughs rarely happen without a lot of volatility and some pain. In fact, 

every significant breakthrough has been accompanied by a great deal of volatility.  

  

As I look out five, ten and twenty years, I would be shocked if the stock market 

was not significantly higher, which is great news for all of us. However, I would 

also be shocked if there was not a number of normal healthy sell-offs between 

now and then. As long term investors, well's those normal health sell-offs as an 

opportunity to rebalance our portfolios...just as we always have. 

  

The Beautiful 

You always want to save the best part of your message for last!! Next week, on 

the 10th of June, our daughters (Kait and Piper) will celebrate their fourth month 

with us. They can’t use normal words, but they have no problem letting us know 

when they’re hungry! They both have beautiful blue eyes and both now weigh 

more than 11 lbs. Kait is a strawberry blond, while Piper is a brunette. They both 

smile a lot (like their mother) and they both have very even temperaments. We 

hope those traits lasts! If you want pictures, feel free to text me. 

  

As a lifelong planner, I’m always thinking about the future and what it will look 

like. When you have kids that view obviously changes, since you think about how 



the new world will affect them. Kellie and I decided to have kids because we 

believe the future is incredibly bright. We are fully aware of the many challenges 

our country (and the world in general) face. There are always unique challenges 

for every generation. However, our globe is on the cusp of a number of significant 

breakthroughs that will change the way we live, eat, exercise, communicate, 

travel, learn and grow. We can’t wait to experience those breakthroughs with our 

daughters, and it’s nice to know our portfolio and the financial markets will make 

a lot of that happen. 

  

Thank You 

As usual, if you have any questions about this update, our newsletter, your 

accounts or our managers, please feel free to call or e-mail us at any time. The 

recent referrals are much appreciated and we thank you for your continued 

confidence in our firm and our services. If you need anything or your goals or time 

horizons have changed, please do not hesitate to call or drop an e-mail to set up 

an appointment. We are here to serve your financial needs, whatever they may 

be. 

  

-         Joe & The Gang at KWAG 
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This e-mail is confidential and may well be legally privileged.  If you have received it in error, you are on notice of its status.  Please notify us 

immediately by reply e-mail and then delete this message from your system.  Please do not copy it or use it for any purposes, or disclose its 
contents to any other person.  To do so could violate state and Federal privacy laws.  Thank you for your cooperation.  Please contact Kathryn 
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