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Is the Stock Market Getting Its Mojo Back? 
 

Join Harvey Rowen, CEO and Chief Investment Officer of Starmont Asset 

Management for a Webinar and Find Out Why 2011 Could Be the Inflection 

Year for The Stock Market  

 

After a decade of the stock market under-performing historical norms, the 

economic winds seem to have changed. 2011 may be the year that the stock 

market returns to its historical long term performance. At Starmont we have been 

increasing the equity allocation in most of our Clients’ portfolios.  Harvey discusses 

the thinking behind this strategy and answers frequently asked questions on topics 

like the next correction, buying gold, the outlook for bonds, and others you can ask 

during the webinar. 
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Here is a chart showing 
different stock and bond 
indexes for the decade 2000 
through 2009.  As you can 
see, the domestic stock 
market had a negative 
decade, and bonds were the 

best performing asset class. 
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It was still possible 
for Starmont to 
obtain positive 
returns for our 
Clients however.  
Here are the 
numbers for the 
Client whose 
portfolio was 
graphed on the 
previous slide. In 
order to obtain this 
performance we had 
to overweight in 
international stock 
funds and in bond 
funds.  And we had 
to substantially get 
out of the stock 
market starting in 
December 2007 
through March of 
2009. 
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It is Starmont’s belief that the 
domestic stock market will 
return to its historic 
performance shown on this 
slide—up 11.7% a year from 
1950 through February 2008, 
as measured by the S&P 500 
Index. 
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S&P 500 & Crises – keep your perspective 
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S&P 500 & Crises – keep your perspective 

--But that does not mean that the market will only go up.  The domestic stock 
market went up about 75% of the time from 1950 to 2008, and down about 
25% of the time.  The last six weeks have been a down period because of 
Libya and then Japan.  As you can see, that is normal, even though it is 
uncomfortable.  
  
--Indeed In no year between 1950 and 2008 did the stock market go up 
11.7%--although that is what it averaged per year over that period of time. 
  
--The stock market is a market of extremes, not of averages.  When it goes up 
it goes up a lot—like 25% or 32% or 15%.   
--And when it goes down the 25% of the time it goes down, it goes down a 
lot—like 43% and 30%.   
  
--It is this volatility that makes it so emotionally difficult to invest in stocks—
and why Starmont always holds some bonds in our Clients’ portfolios to take 
some of that volatility away.  
  
--In the last decade bonds were a twofer—they damped down volatility and 
they gave us the best return.  In the decade we are in now, we are concerned 
that bonds will decline in value because of rising interest rates.  Something we 
discuss in a subsequent slide. 
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--What will cause the domestic stock 

market to rise?  
--Stock prices are driven by earnings 
and valuations.   
 --Valuations are reasonable at the 
moment-- around 15.5 times S&P 500 
earnings 
 --And earnings are on the rise—and 
are projected to go higher. (See slide). 
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--Earnings will be generated 
by rising GDP (refer to slide) 
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--This is even truer in 
emerging market countries 
like China, India and Brazil. 
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--Indeed Barclays Capital 
Research has estimated that by 
2035 China will be the largest 
global economy based upon 
GDP, and five of the top 10 
economies in the world will be 
located in what we now refer to 
as the Emerging Markets 
  
--These estimates impact how 
much of our Clients portfolios 
we want to invest in Emerging 
Markets. 
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--Before talking about where to put our 
Clients money going forward, let’s spend a 
little time and talk about the current “wall of 
worry” facing everyone. 
 --Some Clients Say, “But there is a Correction 
coming” 
 --Yes, but there is always a correction coming 
  
--And we don’t think we will see 40%+ 
corrections for a while  
 The tech bubble correction of 
2000 to 2003—was like the Dutch Tulip 
Mania in the 1630s where the tech bubble 
burst and then the market normalized.  We 
don’t see any bubbles building at the 
moment. 
 The housing bubble (2005-2007) 
and the financial crisis that surrounded it in 
2008-2009.  Still to be fully worked out—but 
the worst is behind us. 
   
This was a failure of government regulation 
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--Oil prices will fluctuate with demand 
and supply—just like other commodities 
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--Oil prices will fluctuate with demand 
and supply—just like other commodities 



Unemployment and the Stock Market 
  

• Unemployment is a lagging indicator 

 

•  Historically, recessions end and stocks climb before unemployment drops 

  

• Indeed, unemployment could rise as the economy recovers, because of the 
strange way unemployment is calculated.  Unemployment is: 

  

those who are currently looking for jobs at the point in time that the survey is conducted 

those looking plus those with jobs 

  

• So as the economy gets better and more people start looking for jobs, the 
“unemployment rate” goes up (until the people looking find jobs). 
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--Unemployment is a lagging 
indicator 
 --Stock market goes up before 
unemployment goes down 



Housing Market 
  

• Stock market up in 2009 and 2010 even though the housing 
market has not recovered 

 

• Banks and homeowners need to work through houses that 
are underwater and allocate the losses 

 

• Financial institutions now better equipped to deal with 
losses—unlikely chance of another financial crisis 
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--Stock market went up in 
2009 and 2010, even though 
the housing market has not 
recovered 



The US and the States Are Bankrupt 
  

• Not Really 

  

• The Federal Government and the States can do something you and I 
cannot do when they need money—they can levy taxes. 

  

• And the Federal Government can print money—something you and I 
would go to prison for if we did it. 

  

• The Federal and State Governments are struggling with budget deficits—
something they will resolve by cutting costs and raising revenues. 

  

• How they do that, and over what period of time, could have short term 
impacts on the US economy. 
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--They are not.  See Slide for 
details 



Inflation—QE2—Interest Rates—Bond Prices 
  

• General consensus is that inflation is not a problem, and will not be for 
some time. 

  

• Starmont has a different point of view.  We believe that the creation of 
another $1 Trillion in money via the QE2 program now underway by the 
Fed will have an inflationary impact on the economy. 

  

• In response, interest rates will rise, and the price of outstanding bonds will 
fall. 

  

• Accordingly, Starmont is recasting the bond portion of our Clients’ 
portfolios, shortening durations and investing in bond funds that are less 
susceptible to a rising rate environment. 
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--Starmont’s view is that QE2 will lead to inflation, which 
will lead to rising interest rates, which will cause the 
value of outstanding bonds to decline.  
--So Starmont is recasting our Clients’ bond investments 
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---Gold is prone to extreme boom-bust periods—normal for 
most commodities 
 --It goes sideways choppily, then down for long periods (1982 
until 2005), then skyrockets (like right now), then drops like a 
stone. 
 --To thrive with gold you must time, both in and out, near 
perfectly. 
 --Our tactical portfolio manager, from Fidelity Dynamic 
Strategies Fund, is buying gold for that portfolio.  So far, so 
good. 
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--Where do you think the market is right 
now?  
(Starmont’s answer—somewhere between 
Hope and Relief—giving the stock market a 
ways to run). 
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A Common Starmont Client Portfolio 
Allocation 
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