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Presenter
Presentation Notes
Welcome and thank you very much for taking time to review Pawleys Investment Advisors’ Second Quarter, 2013, Insights.  I work to incorporate the most top-of mind topics, so please keep the questions coming, as it helps me keep the content most relevant for everyone.  

http://www.pawleysadvisors.com/


Second Quarter, 2013 Insights 

 

 Current U.S. Stock Market 
 A Quick Primer on Bonds and Interest Rates 
 Federal Reserve Monetary Policy 
 Long Term Interest Rates 
 Performance Update – Pawleys Portfolios 
 invest right, live rightTM 

 

The quality of our research relies on the accuracy of data and information provided by companies and third parties. Pawleys does not guarantee completeness or accuracy.  
Future results cannot be guaranteed.  

Presenter
Presentation Notes
It has been both an interesting and exciting quarter.  For this Insight report we’ll focus more on the markets – specifically both the stock market and the bond market.  There was a fairly dramatic drop in the price of the 10 year U.S. Treasury over the past 60 days, so I am going to spend some extra time on bonds, and also touch yet again on Federal Reserve policy.  It can be confusing to know how the actions of the Fed may affect your portfolio, so I will tie the two together.  We’ll finish by reviewing the current performance of the Pawleys all-equity portfolios.Thank you again for taking time to join me for the Pawleys Investment Advisors 2nd Quarter Insights.



Current U.S. Stock Market 

The summer pullback in the S&P 500, which has occurred in 
each of the last 4 years, has been less dramatic in 2013. 

The quality of our research relies on the accuracy of data and information provided by companies and third parties. Pawleys does 
not guarantee completeness or accuracy.  Future results cannot be guaranteed.  Source: Yahoo! Finance. 

Presenter
Presentation Notes
Let’s start with an overview of how the U.S. stock markets have fared during 2013.  I thought it would be helpful to do this within the context of what the market has done during each of the previous 3 years, especially during the summer months.  This chart shows each of the summer pull-backs in the Standard and Poors 500 Index for 2010, 2011, 2012 and 2013, highlighted by the blue arrows.  Just from the picture, you can see that this year’s pullback has been less dramatic.  During this entire time period, the market has essentially DOUBLED, but, as has ALWAYS been historically true, it was not in a smooth, straight line up.  There will always be bumps along the way, and investors who are patient and have a PLAN are rewarded, while those who jump in and out of the market generally are not.  Let’s look at the actual numbers of the pullbacks we’ve seen in each year on the next slide.



Current U.S. Stock Market 

 Year S&P 500 Peak S&P 500 Trough Point Loss Percentage Drop 

2010 1217 1022 -195 -16% 

2011 1345 1123 -222 -17% 

2012 1408 1278 -130 -9% 

2013 1667 1606 -61 -4% 

The quality of our research relies on the accuracy of data and information provided by companies and third parties. Pawleys 
does not guarantee completeness or accuracy.  Future results cannot be guaranteed.  Source: Yahoo! Finance. 

Presenter
Presentation Notes
This table shows the peak and trough for each of the market pullbacks you saw on the previous slide in the graph.  Each row show the figures year-by-year, starting with the market peak level entering the summer, the low point or trough, the total point drop, and that loss stated as a percentage in the last column on the right.  2010 and 2011 presented great buying opportunities for those who had extra cash to enter the markets.  You can see the pullbacks were 16 & 17 percent respectively.  I have said many times that any time the market pulls back more than 15%, it is a good time to take advantage of the drop and add extra money if you can, and of course, if it fits into your overall strategy and situation.  I generally recommend a 5-10% overweight of the equity allocation, to take advantage of such a drop.It is important to remember that corporate earning are at all-times highs, which means that the underlying health of companies supports the record stock market levels we have seen this year.  In other words, the valuation of the market is reasonable, and it remains a good time to be adding stocks where appropriate.Now, let’s switch gears now and take a look at the fixed income markets….



A Quick Primer on Bonds and Interest Rates 

Prevailing interest rates and the prices of outstanding bonds 
have an inverse relationship.  When current interest rate rise, 
bond prices drop, because now investors can obtain higher 
yields.  Laddering is a portfolio strategy where staggered 
maturities of  bonds to provide a cushion against this risk. 

The quality of our research relies on the accuracy of data and information provided by companies and third 
parties. Pawleys does not guarantee completeness or accuracy.  Future results cannot be guaranteed.  

Presenter
Presentation Notes
I thought I would set the table for review of the Federal Reserve and current monetary policy, with a quick refresher on how changes in interest rates affect bond valuations.  In the 1990’s, I worked as an Institutional Municipal Bond Trader and, quite frankly, it took me a little time to really grasp this concept, so be patient if it isn’t immediately crystal clear.When interest rates rise, the value of outstanding bonds will drop.  It makes sense intuitively if you think about it, because when rates rise, investors can now get a higher interest rate on the new bonds being issued.  This causes the older bonds that are paying lower rates to beomce less valuable.This is very important because from May through June, in just 2 short months, the yield on the 10 year treasury rose over 1%, causing the value of bonds to drop.  (rates on the 10 year went from 1.63% on May 2 to 2.71% on July 5th).  Year to date, long term bonds have lost over 6% of their value.  This is why we have emphasized short term, high quality bonds and bond funds, because their prices are much less volatile when rates rise.  There is an article on the Pawleys Blog about Duration, which is a measure of how much bond prices move when rate rise, if you would like to learn more.  Just go to the blog and enter “Duration” in the search box and you will find the article.  Although it specifically discusses South Carolina bonds, it applies to any kind of bond.�So, why is this all important?



Federal Reserve Monetary Policy 

 Tapering  
 The Fed will first slow bond purchases 
 Next they will raise short-term interest rates 

 As economic data continues to show slowly growing 
strength, investors have become worried about bond 
holdings 

 In June, over $60 billion flowed out of fixed income 
mutual funds 

 Consider laddering individual bonds and stay with 
short-term , high quality bond funds 

The quality of our research relies on the accuracy of data and information provided by companies and third parties. Pawleys 
does not guarantee completeness or accuracy.  Future results cannot be guaranteed.  

Presenter
Presentation Notes
As I have discussed before…. Monetary policy is action which controls the flow of money and credit conditions.  This includes reserve requirements for banks set by the Fed, Fed purchase or sales of instruments, and the rate of short term interest rates (known as the “discount rate”).  When the recession of 2008-2009 set in, The Fed took what we call an “easy” posture, which means lending rates are low, in an attempt to stimulate economic activity.  Once the economy has a solid foundation, the fed will gradually “tighten.”  They have been purchasing approximately $85 billion of U.S. debt securities.  Remember the see-saw…this added demand drives bond prices UP which keeps rates low.  Once the fed slows purchases, rates will rise.  The fed has other tools as well, such as setting of the Discount rate, which is the rates nbanks charge each other on overnight loans.As I mentioned, rates on the 10 year treasury have already risen over 1%, and emotional investors have started fleeing from bond funds.  By sticking with a well- thought out strategy, you will be just as successful and a bond investor as you are in the stock market.  



Long Term Interest Rates 

Inversion of the 
yield curve, 
where short-
term rates rise 
above long term 
rates like the 
blue line at the 
top, is predictive 
of recession. 
 
Rates today, the 
green line at the 
bottom, are 
normal. 

The quality of our research relies on the accuracy of data and information provided by companies and third parties. 
Pawleys does not guarantee completeness or accuracy.  Future results cannot be guaranteed. Source: U.S. Treasury 

Presenter
Presentation Notes
What I look towards is not just the level of short term rates, but how they compare to long term rates.  When short term rates rise above long term rates, it can be predictive of recession.In this chart, which I have shown frequently, the blue line at the top, where short-term rates are higher than long term rates, was predictive of the 2008-2009 recession.  The blue line at the bottom of the chart shows where rates are today.  This is called a “normal yield curve” where long term rates are higher than short term rates.  I watch this like a hawk for you, as there may be a need to change overall allocations to stocks and bonds when the economy begins to slow again which, at some point, it will.  



Performance Update 

  2011 Total Return  2012 Total Return YTD 2013 Total Return 
thru June 30th 

Pawleys Dividend Portfolio +6.74% +10.78% +15.72% 

Pawleys Growth Portfolio +8.72% +23.24% +18.99% 

S&P 500 Benchmark +2.11% +14.94% +13.82% 

A math-driven, objective stock selection process is designed to identify 
best-in-class stocks and produce consistent returns regardless of 
market conditions. 

The quality of our research relies on the accuracy of data and information provided by companies and third parties. Pawleys 
does not guarantee completeness or accuracy.  Future results cannot be guaranteed. Source: Yahoo! Finance 

Presenter
Presentation Notes
For the past 2½ years, the Pawleys Dividend stocks have kept pace with the Dow Jones Industrial average, while the Pawleys Growth stocks have consistently beaten the S&P 500.  By choosing stocks with low debt, good growth rates and a few other secret categories I look at, I have developed a consistent track record that performs well in both the ups-and-downs.  My philosophy is that every investor, regardless of how wealthy, has a limited number of dollars to put to work in the markets, so it is critical to identify the highest quality opportunities within each area of the markets.Thank you again for your ongoing trust and confidence, I work hard to re-earn it every day, whether it is in stock selection, or in picking solid mutual funds or tax-free bonds.



invest right, live rightTM 

Here’s to a 
bright, happy 
summer filled 
with 
everyone’s 
favorite 
people, 
places and 
things. 



 Website: www.PawleysAdvisors.com  
 

 Email: kschwartz@PawleysAdvisors.com 
 
 Follow Us On: 

 
– Facebook 

 
– LinkedIn 

 
– Twitter 

 

Pawleys Investment Advisors, LLC 

Presenter
Presentation Notes
Stay in touch at www.pawleysAdvisors.com.  The blue “knowledge” button will take you to the investment library, which contains lots of great information and helpful tools.Please feel free to send questions directly to me, I really enjoy hearing from everyone.You can also stay in touch on Facebook, Linkedin and Twitter.Thank you again!

http://www.pawleysadvisors.com/
mailto:kschwartz@PawleysAdvisors.com
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