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And the Beat Goes On... and On...

Market correction or collapse? For the past 3 - 4 years market “experts” (usually someone with a blog
living in their mom’s basement) have been predicting the next bear market. Usually, their reasoning is
“it’s time” or “just because”. They also tend to forget that we did have a 11% correction in January and

early February last year, but that is brushed off as a “flash crash”.

Savvy investors know that the “serious money” doesn’t pay any attention to these amateurs. Bear markets
don’t sound alarms... but it give’s hints! And the biggest hint is earnings. We have mentioned here several
times that the P/E or price/earnings ratio is probably our best tool in this area. At the current level of
around 17.7 (see Chart #1) we do appear to be higher than average - but NOT enough to be concerned

about. Markets usually get into extreme areas (well above dotted line) between corrections.
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Source; FactSet, FRE, Thomson Reuters, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management.

Price to eamings is price divided by consensus analyst estimates of eamings per share for the next 12 months as provided by IBES since December

1889, and FactSet for September 30, 2017, Average P/E and standard deviations are calculated using 25 years of FactSet history. Shiller's P/E uses

trailing 10-years of inflation-adjusted eamings as reported by companies. Dividend yield is calculated as the next 12-month consensus dividend

divided by mest recent price. Price 1o baok ratio is the price divided by beok value per share. Price to cash flow is price divided by NTM cash flow. EY J P Moro-an

minus Baa yield is the forward eamings yield (consensus analyst estimates of EPS over the next 12 months divided by price) minus the Moody's Baa s Lo S

seasoned corporate bond yield, Std, dev. over-funder-valued is calculated using the average and standard deviation over 25 years for each measure, = 2, —
5 “PICF is a 20-year average due lo cash flow data availabilty. Asset Management

Guide to the Markets - U.3. Data are as of September 30, 2017,

Ironically, we are almost identically at the same number that we were at a year ago - before the election
and corresponding market rally. And the corporate earning (the denominator of the P/E ratio) is growing

at a faster rate than last year (see Chart #2)!

Registered Representative, Securities offered through Cambridge Investment Research, Inc., a Broker/Dealer, Member FINRA/SIPC.
Investment Advisor Representative, Cambridge Investment Research Advisors, Inc., a Registered Investment Advisor. Cambridge and
Houston Capital Partners are not affiliated.


Owner
Typewriter
Chart #1

http://www.houcap.com/

@ HOUSTON

CAPITAL PARTNERS

1710 State Street
Houston, Texas 77007
Phone: 713.428.2050; Fax: 832.201.7465

Chart #2
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Source: Compustat, FaciSet, Standard & Poor's, J.P. Morgan Asset Management; (Top right) Federal Reserve, S&P 500 individual company 10k
filings, S&P Index Alert.
EPS levels are based on operaling earnings per share, Eamings estimates are Standard & Poor's analyst ions, Past
is not indicative of future returns. Currencies in the Trade Weighted U.S. Dollar Major Currencies Index are: British pound, euro, Swedish krona,
Australian dollar, Canadian dollar, Japanese yen and Swiss franc. "Year-over-year change is calculated using the quarterly average for each period. J P Mor an
ggg ;%lgczaaslsnséumes;o change in Iner S. dnl\al from its September 30, 2017 level. S&P 500 revenue breakdown comes from Standard & Poor's - g
1 lobal Sales report as of June
7 Guide 1o the Markets - U.S. Data are as of Semgmhel 30, 2017 Asset Management

Of course, there are wild cards that could change things: North Korea, Federal Reserve raising rates too
fast, etc. But not all wild cards are bad. A reduction in corporate and personal income tax rates could

provide this market with GIANT boost next year.

And the beat goes on...

If you would like to discuss the market and/or your account(s), please call me at 713.428.2050, x2 or via

email to josborn@houcap.com.

John W. Osborn, PhD, CFP®, CFS, ChFC, BCS, AIF

Past performance is not a guarantee of future results. Indices mentioned are unmanaged and cannot be invested into directly. These
are the opinions of John W. Osborn and not necessarily those of Cambridge. The views expressed herein are for
informational/educational purposes only and should not be construed or acted upon as individualized investment advice. Investing
involves risk. Depending on the types of investments, there may be varying degrees of risk. Diversification and asset allocation

strategies do not assure profit or protect against loss. Investors should be prepared to bear loss, including total loss of principal.
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