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Putting Things in Perspective — Third Quarter 2015

First, let me say | hope | don’t offend anybody with my comments. After 38 years
in the business, and the scars to match, sometime | can be a little “flippant”. Let’s
start with a little history. Since 1980, the average annual market correction,
calendar peak to trough, is 14.2%. So far this year, it has been 12.4, or a little less
than par. Also, since 1980, the S&P 500 has gone from 106 to over 2100, for an
average gain of 11.73%. Put another way, if you put in $100,000 in 1980, it would
be over $5 million to day. So understand, the volatility is the reason for the returns
(get that?). The premium return of equities are due to the unpredictability. This is
just the efficient way of pricing. But the declines have always been temporary, and
the gains have been permanent. The only way you didn’t get the superior returns
is if you got out. If you can’t “stomach” an average 14% decline, you can’t be an
equity investor. As the famous Peter Lynch once said, “Much more dollars have
been lost anticipating corrections than has ever been lost in corrections.”

They say equities always “climb a wall of worry.” Doom and gloom is always
prevalent, and always will be. There will always be a closely reasonable argument
for a global collapse, and they will always be wrong. The past history is prologue!

If you want to look at something that is, | believe, fairly trustworthy, see the chart
below. Earnings are what drive the market. Experts are looking for corporate
earnings to be up 8 — 10% by next year-end. The path of least resistance should be
up. Up 10% from current levels to year-end next year is a reasonable expectation.
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S&P 500 Index & Forward Earnings
Figure 29.

00 00
" S&P 500 COMPOSITE vs. S&P 500 BOTTOM UP FORWARD OPERATING EARNINGS EPS o

(weekly data Indexed to month end March 1994)

—— S&P 500 Index
400 — — Forward Earnings 9/10 400

— 300

300

200 — =200

yardeni.com
16 117 |18

100

12 3V als

02" 03104 05 osTor oglt ool 10! 11

94 195 T og o7 Tog g T oo T

Source: Thomson Reuters I/B/E/S.

If you would like to discuss the market and/or your account(s), please contact 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.
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