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The value of the portfolio will fluctuate as the
underlying securities move in response to
overall market movements and other factors
beyond the control of the advisor, and invest-
ments in the fund may result in the loss of
principal. The fund may invest in stocks of
several different capitalization levels and it is
important to note that historically, small- and
mid-cap stocks have experienced greater
volatility than stocks of larger, more estab-
lished companies.

HISTORICAL COMPETITIVE RETURNS

Average Annual Returns (through 9/30/18)

S&P 500 Index
284.24%

Cumulative Returns Since Inception*

*(5/5/98)

Boyar Value Fund
291.28%

Share price and investment return will fluctuate such that an investor’s shares may        
be worth more or less than their original cost upon redemption. Past performance 
data quoted represents past performance.

The Lipper ratings are subject to change every month and are 

based on an equal-weighted average of percentile ranks for 

the Tax Efficiency metrics over three-, five-, and ten-year 

periods (if applicable). The highest 20% of funds in each peer 

group are named Lipper Leaders, the next 20% receive a 

score of 4, the middle 20% are scored 3, the next 20% are 

scored 2, and the lowest 20% are scored 1.

Lipper Leader ratings are not intended to predict future 

results and Lipper does not guarantee the accuracy of this 

information. 

Lipper ratings for Tax Efficiency reflect a fund’s historical 

success in postponing taxable distributions relative to peers, 

as of 9/30/18. Tax Efficiency offers no benefit to investors in 

tax-sheltered accounts such as 401(k) plans.

More information is available at www.lipperleaders.com. 

Lipper Leader ratings © 2014 Reuters, All Rights Reserved.

Since
1 Year 5 Year Inception*

   

10 Year

*(5/5/98)

At NAV  12.16% 9.67% 10.10% 6.91%

Inclusive of sales charges  6.57% 8.55% 9.53% 6.65%

After taxes on distribution  6.15% 8.09% 9.24% 6.26%

After taxes on distribution    

   and the sale of shares  4.16% 6.67% 7.80% 5.50%

S&P 500 Index  17.91% 13.95% 11.97% 6.82%

Past performance is not indicative of future
results. Current performance may be lower
or higher than quarterly performance.
For current, to the most recent
month end, performance please go to
w w w. b o y a r a s s e t m a n a g e m e n t . c o m .
The Boyar Value Fund has a maximum sales
charge of 5.00%. After-tax returns are calcul-
ated using the highest historical individual
federal income tax rate and do not reflect the
additional impact of state and local taxes.
Actual after-tax returns depend on a share-
holder’s tax situation and may differ from
those shown. After-tax returns are not rele-
vant for shareholders who hold fund shares
in tax-deferred accounts or to shares held by
non-taxable entities. It is important to note
that the Fund is currently waiving a portion of
fees and at such time as the fee waiver is no
longer in place, future returns may be lower
than past returns.

The S&P 500 Index is an unmanaged index of 
stocks trading in the United States. Index per-
formance illustrated is hypothetical and is not 
indicative of any mutual fund investment.
Investors cannot invest in an index.



Top T en Equity Holdings  (As of 9/30/18)

Holdings 

The above illustrates the Fund’s ten largest equity holdings, as a percentage of total assets, as of 9/30/18 and are subject to change.

 

The above illustrates the Fund’s industry weightings, as a percentage of total assets, as of 9/30/18 and are subject to change.

Total 43.99%

Mark began his career as a securities analyst in 1968. In 1975, he founded

Asset Analysis Focus, a subscription-based, institutional research service

focused on value investing. He quickly began managing money for high

net worth clients and later formed Boyar Asset Management, a registered

investment advisor, in 1983. He began managing the Boyar Value Fund 

in1998. His opinions are often sought by such media outlets as 

Barron’s Business Week, CNBC, Forbes, Financial World, The New York Times 

and The  Wall Street Journal.

Mark Boyar

(As of 9/30/18)

Retail 12.14%

Cash & Cash Equivalents  14.35%

Media 11.87%

Banks 11.69%

Pharmaceuticals  8.39%Insurance 4.95%

Food 3.44%

Diversi�ed Financial Services 4.52%

Transportation 2.10%
Lodging 3.34%

Telecommunications 1.75%

Apparel 0.92%

Entertainment 3.73%

Computers 2.00%

Semiconductors 1.36%
Leisure Time 1.72%

Housewares 1.90%

Electrical Compo&Equip 0.68%

Commercial Services 0.96%

Cosmetics/Personal Care 0.53%

Software 6.35%

Industry Weightings

Household Products / Wares 1.22%

1 Microsoft Corp 6.36%
2 Home Depot Inc/The 5.98%
3 Travelers Cos Inc/The 4.95%
4 Ameriprise Financial Inc 4.53%
5 JPMorgan Chase & Co. 4.37%
6 Pfizer Inc 4.05%
7 Walt Disney Co. 4.01%
8 Bank of America Corp 3.83%
9 Madison Square Garden Co/The 3.53%
10 Marriott International 2.38%

As we observed in recent quarterly letters, market returns have continued to be 
dominated by 4 companies from the group that CNBC’s James Cramer has dubbed the 
FAANG stocks: during the first 9 months of 2018, Facebook, Amazon, Netflix, and 
Google accounted for a majority of the S&P 500’s gains. Together with Microsoft and 
fellow FAANG member Apple, these stocks accounted for the entire positive 
performance of the index over that period. More broadly, the top 10 contributors for 
the S&P 500, virtually all of them high-multiple technology businesses, were responsible 
for more than 110% of the indices’ gain for the first 9 months of 2018.

Several factors have contributed to this concentrated advance. Most important, 
individual investors and hedge funds love to chase performance: they tend to load up on 
whatever is working to the detriment of whatever is not in vogue. A look beneath the 
surface, however, shows that trouble is already brewing. The S&P 500, inclusive of 
dividends, advanced 10.56% for the first 9 months of 2018, but this movement was 
driven by a dwindling number of stocks. Indeed, shares of about 200 of the companies 
included in the S&P 500 have declined this year, and many of them have entered bear 
market territory, having declined by at least 20% from their peak. In short (as of the end 
of the 3rd quarter), about 40% of the companies in the S&P 500 are in negative 
territory—in a market that gained 10% for the first 9 months of the year, (Source: 
FactSet). Clearly this advance has not been democratic.

Much has been written about the high level of concentration that has stimulated this 
rally, and although it is unusual, it is not without precedent. What worries us are the 
outsized valuations of the vast majority of companies that make up this group, which 
have drawn comparisons to the technology bubble of the late 1990s. Although there are 
similarities between now and that period, some major distinctions are worth 
mentioning. First and foremost, today’s market leaders, such as Facebook and Google, 
are cash flow machines, whereas the dotcom companies were, for the most part, 
profitless. In addition, today’s market leaders have developed significant competitive 
advantages, such as network effects and tremendous scale, that most of the leaders in the 
late 1990s simply did not possess. In short, many of the current market darlings have 
what Warren Buffett likes to refer to as a “moat.”

A more apt analogy to today’s market, in our opinion, would be the “Nifty Fifty,” a 
group of stocks compiled by Carl Hathaway of Morgan Guaranty Trust in the early 
1970s. These businesses, which were considered the market leaders of their day, the best 
of their breed, included such high flyers as Polaroid, Avon Products, and Xerox. Notably, 
Polaroid was the first large capitalization company to command a price earnings 
multiple of 100x. The group had higher growth rates than the S&P 500 but commanded 
a P/E ratio in excess of 40x, versus 19x for the S&P 500 in 1972-1973. Some referred 
to such stocks as “one-decision stocks”: you could buy them regardless of price, their 
proponents argued, because these companies would be able to grow their earnings 
regardless of what happened to the economy.

These stocks were indeed the market leaders for quite some time: they not only 
trounced the performance of the S&P 500 but also were the last to crash during the 
brutal bear market of 1973-1974. But as their earnings failed to grow in line with 
analysts’ forecasts, their share price declined far more dramatically than the S&P 500, 
and as a group they materially underperformed that index over the next decade. In fact, 
a number of these companies never recovered to their 1972-1973 highs. History has 
shown that the single biggest factor affecting future equity returns is the price paid for 
a stock—and just as investors once did with the Nifty Fifty, today’s investors are paying 
a very high price for both quality and growth. Time will tell if today’s stock market 
leaders are doomed to the same fate as the Nifty Fifty.

A Change in Stock Market Leadership?

We have reason to suspect that a change in stock market leadership could be coming which should benefit value investors. Netflix is a company that sells for roughly 157x earnings,
and its share price has advanced about 73% year to date.After having reached an all-time high of $423 on June 21, however, its share price has declined ~23%. Facebook, likewise,
saw its stock soar to a high of $218 on July 25, but as of mid-October its stock traded for $155, a decline of more than 28% from its peak.Tesla, another market darling, although 
not a FAANG stock, saw its share price reach almost $388 on August 7, but by mid-October, after a series of controversies surrounding CEO Elon Musk (including his smoking 
marijuana during an interview and relinquishing the chairmanship of Tesla in the wake of a serious SEC investigation of tweets he made about taking the company private), its shares 
fetched approximately $256, a decline of ~34%.Tesla has no earnings and has significant debt. By comparison, General Motors, whose stock sells for less than 8x earnings, has a 
similar market capitalization. One other observation worth mentioning that highlights the absurd price at which investors are currently valuing Tesla: General Motors generates $144 
billion in revenue, whereas Tesla’s sales approximate $13 billion.

In our previous letter as well as earlier in this report, we have indicated that the narrowness of the stock market leadership is worrisome. Even more troubling, however, is that the 
vast majority of today’s market leaders have valuations that are among the highest of all U.S. stocks.As Bob Dylan wrote in his classic song “The Times They Are a-Changin’,”“the 
loser now will be later to win.”This principle holds true in the stock market as well: all you need is patience.

Are We About to Enter a Bear Market?

The 4th quarter has gotten off to a terrible start, with the S&P 500 losing 4.7% through October 
19th. Because of the severity and swiftness of this decline, some market pundits are beginning to 
predict the start of a new bear market. Perhaps they are correct and equities will decline by a 
meaningful percentage; however, it is important to remember that stock market corrections are 
perfectly normal. According to JP Morgan, the S&P 500 declines by almost 14% at some point 
during a typical year. Despite such a large average intra-year drop, the S&P 500 has increased in value 
during 29 of the past 38 years.Market corrections should be viewed as an integral part of the 
investment process, without them, outsized gains are not possible: these corrections 
create the opportunity to buy stocks at bargain basement prices. During corrections the 
most important thing to do is to stay the course and not panic.While declines in a portfolio are 
emotionally painful, it is worth remembering that corrections are usually short-lived.According to 

Y a r d e n i
Research, there 
have been 36 
stock market 
c o r r e c t i o n s
(defined as the 
S&P 500 losing 
10% of its 
value) since 
1950, lasting an average of about 196 calendar days apiece.

For those who are hesitant to enter the market after a massive bull run, history shows that trying 
to time the market can be extremely costly.As Peter Lynch famously said,“far more money has 
been lost by investors preparing for corrections, or trying to anticipate corrections, than has 
been lost in corrections themselves.” Since 1945 there have been 11 bear markets (defined by a 
drop of 20% from the market peak), but the average return 24 months prior to the bull-run 
ending has been a 41% advance and the average return for the last 12 months of the bull market 
has been an increase of 23%. The resulting losses, however, are much less dramatic. The 
average return 1 year after the market peaks is -14%, but on average investors recoup their bear 
market losses 2 years after the start of the stock market’s decline. Remember—it’s time in the 
market, not market timing, that counts.

Performance

The Boyar Value Fund advanced 5.91% for the quarter compared to a 7.71% for the S&P 500. For the year,The Boyar Value Fund is up 5.31% versus 10.56% for the S&P 500. Our 
underperformance is mainly a result of having zero “FAANG” stocks, as well as our elevated cash position.We believe however, this will serve us well going forward.

Some Comments About the Market and Our Biggest Worries

We vividly remember that during the depths of the financial crisis, when the stock market was in free fall, a good many investors sold their stocks because they could no longer 
tolerate the steep losses they were experiencing.Throughout the current bull market, which has seen the Dow Jones advance from a low of 6,443.27 on March 6, 2009, to over 
26,000 today, a good many individuals who left the market never returned: they chose to put their money in bonds or money market funds, accepting paltry interest rates in 
return for presumed safety. But in a rising interest rate environment such as we are currently experiencing, investors are realizing that bonds are not a sure thing.

With the stock market at what seem to be elevated levels, can you purchase stocks and 
expect satisfactory returns? The answer depends upon your time horizon.

History doesn’t repeat itself, Mark Twain once said, but it sure does rhyme. Consider 
CNBC’s analysis of what would have happened had an investor purchased an S&P 500 
index fund on the eve of the Lehman crash:

“For the next six months, buying right before the crisis crescendo would feel 
disastrous.A year later, it still felt premature. Even after three years, loading up on stocks 
in September 2008 seemed more headache than home run but from the advantaged 
vantage point of today, buying on Lehman eve has been redeemed and rewarded by the 
passage of time, the resilience of corporate America and the durability of the bull 
market that followed.

The S&P 500 closed at 1,251 the Friday before the Lehman bankruptcy, down from 
the October 2007 high of 1,565. In the 10 years since then, the S&P 500 is up 130 
percent, an annual gain of 8.7% percent and a yearly total return (including dividends) 
of 11 percent.Those numbers are right around the very long-term average annual 
equity performance.”

Although we are bottoms-up stock pickers and do our best to ignore macroeconomic 
noise when selecting our investments, we do not live in a vacuum, and certain 
economic factors are currently giving us pause. These concerns center mainly on 
interest rates and on whether the Fed can successfully guide the economy out of an 
unprecedented low-interest-rate environment without derailing the U.S. economic 
expansion.As Steve Einhorn, vice chairman of Omega Advisors, recently said on the 
World According to Boyar podcast, “bull markets do not die of old age, they are 
murdered by the Federal Reserve.”The Federal Reserve used extremely aggressive 
monetary policy to bring us out of a deep recession that, some have argued, would 
have turned into a depression without such intervention.Whether a depression would 
have occurred is debatable, but extremely low interest rates certainly helped jumpstart 
the economy. Now that interest rates appear to be headed north, one question remains:
how will a rise in interest rates impact the U.S. consumer?

U.S. automobile sales have rebounded significantly from their lows during the global 
financial crisis, in part thanks to aggressive financing packages provided by automobile 
manufacturers that have made monthly payments quite affordable and thus stimulated 
sales. As interest rates have risen, however, it has become increasingly expensive for 
automobile manufacturers to provide such rock-bottom financing. According to 
Adam Lee, chairman of Lee Auto Malls, as quoted in an article that appeared in the 
October 7 issue of the Wall Street Journal, written by Adrienne Roberts,“For a long 
time, everything was 0%.There are fewer and fewer of those deals now.”According to 
the same article, in September 5.3% of cars were financed with an interest rate of 1% 
or less, down from 11.7% in September 2016, when U.S. automobile sales peaked.
Zero-interest loans have decreased from 9.1% in 2016 to 3.4% currently.The average 
interest rate for purchase of a new car is 5.75%, up from 4.82% just 2 years ago.These 
rate hikes have significantly increased the monthly cost for consumers to purchase an 
automobile. How, then, will consumers respond? Will they hold onto their cars 
longer? Will they buy used cars? Either behavior would slow down the economy, as 
the U.S. automobile sector is responsible for almost 3 million jobs, according to the 
Bureau of Labor Statistics.

A Look Back

Real Estate 0.09%

The U.S. housing industry will also be negatively impacted by a rise in interest rates. Like the automobile industry, the U.S. housing industry, which is responsible for roughly 
8 million jobs, was buoyed by an extended period of extraordinarily low interest rates that made monthly housing payments more affordable. However, with the dramatic rise 
of interest rates this year, monthly payments for houses have gotten more expensive.The average rate for a 30-year fixed-rate mortgage is now 4.9%, according to Freddie Mac,
compared to a little less than 4% at the beginning of 2018.Although by historical standards 4.9% is not a high rate (in the 2000s, before the housing bubble burst, rates were 
in the 5%-7% range), this is still a painful adjustment for potential homebuyers, who have grown accustomed to rates in the 3% to low 4% range.

On a Positive Note

While a sharp rise in interest rates could create a bump in the 
road to economic recovery, it is important to note a few things.
Although interest rates have risen quite substantially in a short 
time, they are still incredibly low from a historical perspective.
The average yield of a 10-year Treasury since 1958 has been 
6.05%, according to JP Morgan; yet at the end of the 3rd 
quarter it was 3.05%. Consumers will simply need time to 
adjust to a higher-interest-rate environment. In addition, the 
U.S. consumer is in terrific financial shape: according to JP 
Morgan, households have more than $7 in assets for every $1 
of liabilities. In addition, consumers are well positioned for a 
rising-interest-rate environment, as household interest-bearing 
assets are roughly 3x household interest-bearing liabilities.
Furthermore, 66% of household liabilities are mortgages, and 
more than 90% of mortgages are fixed-rate. Accordingly, as 
rates rise, consumer interest income (e.g., from CDs and 
savings accounts) will rise more quickly than consumer interest 
expenses do. It is also worth pointing out that household net 
worth has increased dramatically over the past decade: in the 
3rd quarter of 2007, the average household’s net worth was 
~$69,000, but today it is over $106,000.

Should you have any questions, we are always available.

N O T  F D I C - I N S U R E D  •  N O T  B A N K - G U A R A N T E E D  •  M A Y  L O S E  V A L U E

Ladenburg Thalmann & Co., Inc. • 277 Park Avenue 26th Floor, New York, NY 10172 • 800.523.8425 • www.ladenburg.com
NYSE, NYSE American, FINRA and all other principal exchanges. Member SIPC.

The mention of specific securities, countries or asset classes is not a recommendation or solicitation for any person to buy, sell or hold any particular security. Investors cannot directly 
purchase an index. Investors should consider the investment objectives and policies, risk considerations, charges and expenses of this fund carefully before investing. The prospectus contains 
this and other information relevant to an investment in the fund. Please read the accompanying prospectus carefully before you invest or send money. If a free prospectus did not accompany 
this literature, please contact your securities representative or the Boyar Value Fund, 277 Park Avenue, 26th Floor, New York, NY 10172, 800 523-8425.   



As we observed in recent quarterly letters, market returns have continued to be 
dominated by 4 companies from the group that CNBC’s James Cramer has dubbed the 
FAANG stocks: during the first 9 months of 2018, Facebook, Amazon, Netflix, and 
Google accounted for a majority of the S&P 500’s gains. Together with Microsoft and 
fellow FAANG member Apple, these stocks accounted for the entire positive 
performance of the index over that period. More broadly, the top 10 contributors for 
the S&P 500, virtually all of them high-multiple technology businesses, were responsible 
for more than 110% of the indices’ gain for the first 9 months of 2018.

Several factors have contributed to this concentrated advance. Most important, 
individual investors and hedge funds love to chase performance: they tend to load up on 
whatever is working to the detriment of whatever is not in vogue. A look beneath the 
surface, however, shows that trouble is already brewing. The S&P 500, inclusive of 
dividends, advanced 10.56% for the first 9 months of 2018, but this movement was 
driven by a dwindling number of stocks. Indeed, shares of about 200 of the companies 
included in the S&P 500 have declined this year, and many of them have entered bear 
market territory, having declined by at least 20% from their peak. In short (as of the end 
of the 3rd quarter), about 40% of the companies in the S&P 500 are in negative 
territory—in a market that gained 10% for the first 9 months of the year. Clearly this 
advance has not been democratic.

Much has been written about the high level of concentration that has stimulated this 
rally, and although it is unusual, it is not without precedent. What worries us are the 
outsized valuations of the vast majority of companies that make up this group, which 
have drawn comparisons to the technology bubble of the late 1990s. Although there are 
similarities between now and that period, some major distinctions are worth 
mentioning. First and foremost, today’s market leaders, such as Facebook and Google, 
are cash flow machines, whereas the dotcom companies were, for the most part, 
profitless. In addition, today’s market leaders have developed significant competitive 
advantages, such as network effects and tremendous scale, that most of the leaders in the 
late 1990s simply did not possess. In short, many of the current market darlings have 
what Warren Buffett likes to refer to as a “moat.”
 
A more apt analogy to today’s market, in our opinion, would be the “Nifty Fifty,” a 
group of stocks compiled by Carl Hathaway of Morgan Guaranty Trust in the early 
1970s. These businesses, which were considered the market leaders of their day, the best 
of their breed, included such high flyers as Polaroid, Avon Products, and Xerox. Notably, 
Polaroid was the first large capitalization company to command a price earnings 
multiple of 100x. The group had higher growth rates than the S&P 500 but commanded 
a P/E ratio in excess of 40x, versus 19x for the S&P 500 in 1972-1973. Some referred 
to such stocks as “one-decision stocks”: you could buy them regardless of price, their 
proponents argued, because these companies would be able to grow their earnings 
regardless of what happened to the economy.

These stocks were indeed the market leaders for quite some time: they not only 
trounced the performance of the S&P 500 but also were the last to crash during the 
brutal bear market of 1973-1974. But as their earnings failed to grow in line with 
analysts’ forecasts, their share price declined far more dramatically than the S&P 500, 
and as a group they materially underperformed that index over the next decade. In fact, 
a number of these companies never recovered to their 1972-1973 highs. History has 
shown that the single biggest factor affecting future equity returns is the price paid for 
a stock—and just as investors once did with the Nifty Fifty, today’s investors are paying 
a very high price for both quality and growth. Time will tell if today’s stock market 
leaders are doomed to the same fate as the Nifty Fifty.

A Change in Stock Market Leadership?

We have reason to suspect that a change in stock market leadership could be coming which should benefit value investors. Netflix is a company that sells for roughly 157x earnings, 
and its share price has advanced about 73% year to date. After having reached an all-time high of $423 on June 21, however, its share price has declined ~23%. Facebook, likewise, 
saw its stock soar to a high of $218 on July 25, but as of mid-October its stock traded for $155, a decline of more than 28% from its peak. Tesla, another market darling, although 
not a FAANG stock, saw its share price reach almost $388 on August 7, but by mid-October, after a series of controversies surrounding CEO Elon Musk (including his smoking 
marijuana during an interview and relinquishing the chairmanship of Tesla in the wake of a serious SEC investigation of tweets he made about taking the company private), its shares 
fetched approximately $256, a decline of ~34%. Tesla has no earnings and has significant debt. By comparison, General Motors, whose stock sells for less than 8x earnings, has a 
similar market capitalization. One other observation worth mentioning that highlights the absurd price at which investors are currently valuing Tesla: General Motors generates $144 
billion in revenue, whereas Tesla’s sales approximate $13 billion.

In our previous letter as well as earlier in this report, we have indicated that the narrowness of the stock market leadership is worrisome. Even more troubling, however, is that the 
vast majority of today’s market leaders have valuations that are among the highest of all U.S. stocks. As Bob Dylan wrote in his classic song “The Times They Are a-Changin’,” “the 
loser now will be later to win.” This principle holds true in the stock market as well: all you need is patience.

Are We About to Enter a Bear Market?

The 4th quarter has gotten off to a terrible start, with the S&P 500 losing 4.7% through October 
19th. Because of the severity and swiftness of this decline, some market pundits are beginning to 
predict the start of a new bear market. Perhaps they are correct and equities will decline by a 
meaningful percentage; however, it is important to remember that stock market corrections are 
perfectly normal. According to JP Morgan, the S&P 500 declines by almost 14% at some point 
during a typical year. Despite such a large average intra-year drop, the S&P 500 has increased in value 
during 29 of the past 38 years. Market corrections should be viewed as an integral part of the 
investment process, without them, outsized gains are not possible: these corrections 
create the opportunity to buy stocks at bargain basement prices. During corrections the 
most important thing to do is to stay the course and not panic. While declines in a portfolio are 
emotionally painful, it is worth remembering that corrections are usually short-lived. According to 
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For those who are hesitant to enter the market after a massive bull run, history shows that trying 
to time the market can be extremely costly. As Peter Lynch famously said, “far more money has 
been lost by investors preparing for corrections, or trying to anticipate corrections, than has 
been lost in corrections themselves.” Since 1945 there have been 11 bear markets (defined by a 
drop of 20% from the market peak), but the average return 24 months prior to the bull-run 
ending has been a 41% advance and the average return for the last 12 months of the bull market 
has been an increase of 23%. The resulting losses, however, are much less dramatic. The 
average return 1 year after the market peaks is -14%, but on average investors recoup their bear 
market losses 2 years after the start of the stock market’s decline. Remember—it’s time in the 
market, not market timing, that counts.

 

Performance

The Boyar Value Fund advanced 5.91% for the quarter compared to a 7.71% for the S&P 500. For the year, The Boyar Value Fund is up 5.31% versus 10.56% for the S&P 500. Our 
underperformance is mainly a result of having zero “FAANG” stocks, as well as our elevated cash position. We believe however, this will serve us well going forward.

Some Comments About the Market and Our Biggest Worries

We vividly remember that during the depths of the financial crisis, when the stock market was in free fall, a good many investors sold their stocks because they could no longer 
tolerate the steep losses they were experiencing. Throughout the current bull market, which has seen the Dow Jones advance from a low of 6,443.27 on March 6, 2009, to over 
26,000 today, a good many individuals who left the market never returned: they chose to put their money in bonds or money market funds, accepting paltry interest rates in 
return for presumed safety. But in a rising interest rate environment such as we are currently experiencing, investors are realizing that bonds are not a sure thing.

With the stock market at what seem to be elevated levels, can you purchase stocks and 
expect satisfactory returns? The answer depends upon your time horizon.

History doesn’t repeat itself, Mark Twain once said, but it sure does rhyme. Consider 
CNBC’s analysis of what would have happened had an investor purchased an S&P 500 
index fund on the eve of the Lehman crash:

“For the next six months, buying right before the crisis crescendo would feel 
disastrous. A year later, it still felt premature. Even after three years, loading up on stocks 
in September 2008 seemed more headache than home run but from the advantaged 
vantage point of today, buying on Lehman eve has been redeemed and rewarded by the 
passage of time, the resilience of corporate America and the durability of the bull 
market that followed.

The S&P 500 closed at 1,251 the Friday before the Lehman bankruptcy, down from 
the October 2007 high of 1,565. In the 10 years since then, the S&P 500 is up 130 
percent, an annual gain of 8.7% percent and a yearly total return (including dividends) 
of 11 percent. Those numbers are right around the very long-term average annual 
equity performance.”

Although we are bottoms-up stock pickers and do our best to ignore macroeconomic 
noise when selecting our investments, we do not live in a vacuum, and certain 
economic factors are currently giving us pause. These concerns center mainly on 
interest rates and on whether the Fed can successfully guide the economy out of an 
unprecedented low-interest-rate environment without derailing the U.S. economic 
expansion. As Steve Einhorn, vice chairman of Omega Advisors, recently said on the 
World According to Boyar podcast, “bull markets do not die of old age, they are 
murdered by the Federal Reserve.” The Federal Reserve used extremely aggressive 
monetary policy to bring us out of a deep recession that, some have argued, would 
have turned into a depression without such intervention. Whether a depression would 
have occurred is debatable, but extremely low interest rates certainly helped jumpstart 
the economy. Now that interest rates appear to be headed north, one question remains: 
how will a rise in interest rates impact the U.S. consumer?

U.S. automobile sales have rebounded significantly from their lows during the global 
financial crisis, in part thanks to aggressive financing packages provided by automobile 
manufacturers that have made monthly payments quite affordable and thus stimulated 
sales. As interest rates have risen, however, it has become increasingly expensive for 
automobile manufacturers to provide such rock-bottom financing. According to 
Adam Lee, chairman of Lee Auto Malls, as quoted in an article that appeared in the 
October 7 issue of the Wall Street Journal, written by Adrienne Roberts, “For a long 
time, everything was 0%. There are fewer and fewer of those deals now.” According to 
the same article, in September 5.3% of cars were financed with an interest rate of 1% 
or less, down from 11.7% in September 2016, when U.S. automobile sales peaked. 
Zero-interest loans have decreased from 9.1% in 2016 to 3.4% currently. The average 
interest rate for purchase of a new car is 5.75%, up from 4.82% just 2 years ago. These 
rate hikes have significantly increased the monthly cost for consumers to purchase an 
automobile. How, then, will consumers respond? Will they hold onto their cars 
longer? Will they buy used cars? Either behavior would slow down the economy, as 
the U.S. automobile sector is responsible for almost 3 million jobs, according to the 
Bureau of Labor Statistics.

The U.S. housing industry will also be negatively impacted by a rise in interest rates. Like the automobile industry, the U.S. housing industry, which is responsible for roughly 
8 million jobs, was buoyed by an extended period of extraordinarily low interest rates that made monthly housing payments more affordable. However, with the dramatic rise 
of interest rates this year, monthly payments for houses have gotten more expensive. The average rate for a 30-year fixed-rate mortgage is now 4.9%, according to Freddie Mac, 
compared to a little less than 4% at the beginning of 2018. Although by historical standards 4.9% is not a high rate (in the 2000s, before the housing bubble burst, rates were 
in the 5%-7% range), this is still a painful adjustment for potential homebuyers, who have grown accustomed to rates in the 3% to low 4% range.

On a Positive Note

While a sharp rise in interest rates could create a bump in the 
road to economic recovery, it is important to note a few things. 
Although interest rates have risen quite substantially in a short 
time, they are still incredibly low from a historical perspective. 
The average yield of a 10-year Treasury since 1958 has been 
6.05%, according to JP Morgan; yet at the end of the 3rd 
quarter it was 3.05%. Consumers will simply need time to 
adjust to a higher-interest-rate environment. In addition, the 
U.S. consumer is in terrific financial shape: according to JP 
Morgan, households have more than $7 in assets for every $1 
of liabilities. In addition, consumers are well positioned for a 
rising-interest-rate environment, as household interest-bearing 
assets are roughly 3x household interest-bearing liabilities. 
Furthermore, 66% of household liabilities are mortgages, and 
more than 90% of mortgages are fixed-rate. Accordingly, as 
rates rise, consumer interest income (e.g., from CDs and 
savings accounts) will rise more quickly than consumer interest 
expenses do. It is also worth pointing out that household net 
worth has increased dramatically over the past decade: in the 
3rd quarter of 2007, the average household’s net worth was 
~$69,000, but today it is over $106,000.

Should you have any questions, we are always available.
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As we observed in recent quarterly letters, market returns have continued to be 
dominated by 4 companies from the group that CNBC’s James Cramer has dubbed the 
FAANG stocks: during the first 9 months of 2018, Facebook, Amazon, Netflix, and 
Google accounted for a majority of the S&P 500’s gains. Together with Microsoft and 
fellow FAANG member Apple, these stocks accounted for the entire positive 
performance of the index over that period. More broadly, the top 10 contributors for 
the S&P 500, virtually all of them high-multiple technology businesses, were responsible 
for more than 110% of the indices’ gain for the first 9 months of 2018.

Several factors have contributed to this concentrated advance. Most important, 
individual investors and hedge funds love to chase performance: they tend to load up on 
whatever is working to the detriment of whatever is not in vogue. A look beneath the 
surface, however, shows that trouble is already brewing. The S&P 500, inclusive of 
dividends, advanced 10.56% for the first 9 months of 2018, but this movement was 
driven by a dwindling number of stocks. Indeed, shares of about 200 of the companies 
included in the S&P 500 have declined this year, and many of them have entered bear 
market territory, having declined by at least 20% from their peak. In short (as of the end 
of the 3rd quarter), about 40% of the companies in the S&P 500 are in negative 
territory—in a market that gained 10% for the first 9 months of the year. Clearly this 
advance has not been democratic.

Much has been written about the high level of concentration that has stimulated this 
rally, and although it is unusual, it is not without precedent. What worries us are the 
outsized valuations of the vast majority of companies that make up this group, which 
have drawn comparisons to the technology bubble of the late 1990s. Although there are 
similarities between now and that period, some major distinctions are worth 
mentioning. First and foremost, today’s market leaders, such as Facebook and Google, 
are cash flow machines, whereas the dotcom companies were, for the most part, 
profitless. In addition, today’s market leaders have developed significant competitive 
advantages, such as network effects and tremendous scale, that most of the leaders in the 
late 1990s simply did not possess. In short, many of the current market darlings have 
what Warren Buffett likes to refer to as a “moat.”
 
A more apt analogy to today’s market, in our opinion, would be the “Nifty Fifty,” a 
group of stocks compiled by Carl Hathaway of Morgan Guaranty Trust in the early 
1970s. These businesses, which were considered the market leaders of their day, the best 
of their breed, included such high flyers as Polaroid, Avon Products, and Xerox. Notably, 
Polaroid was the first large capitalization company to command a price earnings 
multiple of 100x. The group had higher growth rates than the S&P 500 but commanded 
a P/E ratio in excess of 40x, versus 19x for the S&P 500 in 1972-1973. Some referred 
to such stocks as “one-decision stocks”: you could buy them regardless of price, their 
proponents argued, because these companies would be able to grow their earnings 
regardless of what happened to the economy.

These stocks were indeed the market leaders for quite some time: they not only 
trounced the performance of the S&P 500 but also were the last to crash during the 
brutal bear market of 1973-1974. But as their earnings failed to grow in line with 
analysts’ forecasts, their share price declined far more dramatically than the S&P 500, 
and as a group they materially underperformed that index over the next decade. In fact, 
a number of these companies never recovered to their 1972-1973 highs. History has 
shown that the single biggest factor affecting future equity returns is the price paid for 
a stock—and just as investors once did with the Nifty Fifty, today’s investors are paying 
a very high price for both quality and growth. Time will tell if today’s stock market 
leaders are doomed to the same fate as the Nifty Fifty.

A Change in Stock Market Leadership?

We have reason to suspect that a change in stock market leadership could be coming which should benefit value investors. Netflix is a company that sells for roughly 157x earnings, 
and its share price has advanced about 73% year to date. After having reached an all-time high of $423 on June 21, however, its share price has declined ~23%. Facebook, likewise, 
saw its stock soar to a high of $218 on July 25, but as of mid-October its stock traded for $155, a decline of more than 28% from its peak. Tesla, another market darling, although 
not a FAANG stock, saw its share price reach almost $388 on August 7, but by mid-October, after a series of controversies surrounding CEO Elon Musk (including his smoking 
marijuana during an interview and relinquishing the chairmanship of Tesla in the wake of a serious SEC investigation of tweets he made about taking the company private), its shares 
fetched approximately $256, a decline of ~34%. Tesla has no earnings and has significant debt. By comparison, General Motors, whose stock sells for less than 8x earnings, has a 
similar market capitalization. One other observation worth mentioning that highlights the absurd price at which investors are currently valuing Tesla: General Motors generates $144 
billion in revenue, whereas Tesla’s sales approximate $13 billion.

In our previous letter as well as earlier in this report, we have indicated that the narrowness of the stock market leadership is worrisome. Even more troubling, however, is that the 
vast majority of today’s market leaders have valuations that are among the highest of all U.S. stocks. As Bob Dylan wrote in his classic song “The Times They Are a-Changin’,” “the 
loser now will be later to win.” This principle holds true in the stock market as well: all you need is patience.

Are We About to Enter a Bear Market?

The 4th quarter has gotten off to a terrible start, with the S&P 500 losing 4.7% through October 
19th. Because of the severity and swiftness of this decline, some market pundits are beginning to 
predict the start of a new bear market. Perhaps they are correct and equities will decline by a 
meaningful percentage; however, it is important to remember that stock market corrections are 
perfectly normal. According to JP Morgan, the S&P 500 declines by almost 14% at some point 
during a typical year. Despite such a large average intra-year drop, the S&P 500 has increased in value 
during 29 of the past 38 years. Market corrections should be viewed as an integral part of the 
investment process, without them, outsized gains are not possible: these corrections 
create the opportunity to buy stocks at bargain basement prices. During corrections the 
most important thing to do is to stay the course and not panic. While declines in a portfolio are 
emotionally painful, it is worth remembering that corrections are usually short-lived. According to 

Y a r d e n i 
Research, there 
have been 36 
stock market 
c o r r e c t i o n s 
(defined as the 
S&P 500 losing 
10% of its 
value) since 
1950, lasting an average of about 196 calendar days apiece.

For those who are hesitant to enter the market after a massive bull run, history shows that trying 
to time the market can be extremely costly. As Peter Lynch famously said, “far more money has 
been lost by investors preparing for corrections, or trying to anticipate corrections, than has 
been lost in corrections themselves.” Since 1945 there have been 11 bear markets (defined by a 
drop of 20% from the market peak), but the average return 24 months prior to the bull-run 
ending has been a 41% advance and the average return for the last 12 months of the bull market 
has been an increase of 23%. The resulting losses, however, are much less dramatic. The 
average return 1 year after the market peaks is -14%, but on average investors recoup their bear 
market losses 2 years after the start of the stock market’s decline. Remember—it’s time in the 
market, not market timing, that counts.

 

Performance

The Boyar Value Fund advanced 5.91% for the quarter compared to a 7.71% for the S&P 500. For the year, The Boyar Value Fund is up 5.31% versus 10.56% for the S&P 500. Our 
underperformance is mainly a result of having zero “FAANG” stocks, as well as our elevated cash position. We believe however, this will serve us well going forward.

Some Comments About the Market and Our Biggest Worries

We vividly remember that during the depths of the financial crisis, when the stock market was in free fall, a good many investors sold their stocks because they could no longer 
tolerate the steep losses they were experiencing. Throughout the current bull market, which has seen the Dow Jones advance from a low of 6,443.27 on March 6, 2009, to over 
26,000 today, a good many individuals who left the market never returned: they chose to put their money in bonds or money market funds, accepting paltry interest rates in 
return for presumed safety. But in a rising interest rate environment such as we are currently experiencing, investors are realizing that bonds are not a sure thing.

With the stock market at what seem to be elevated levels, can you purchase stocks and 
expect satisfactory returns? The answer depends upon your time horizon.

History doesn’t repeat itself, Mark Twain once said, but it sure does rhyme. Consider 
CNBC’s analysis of what would have happened had an investor purchased an S&P 500 
index fund on the eve of the Lehman crash:

“For the next six months, buying right before the crisis crescendo would feel 
disastrous. A year later, it still felt premature. Even after three years, loading up on stocks 
in September 2008 seemed more headache than home run but from the advantaged 
vantage point of today, buying on Lehman eve has been redeemed and rewarded by the 
passage of time, the resilience of corporate America and the durability of the bull 
market that followed.

The S&P 500 closed at 1,251 the Friday before the Lehman bankruptcy, down from 
the October 2007 high of 1,565. In the 10 years since then, the S&P 500 is up 130 
percent, an annual gain of 8.7% percent and a yearly total return (including dividends) 
of 11 percent. Those numbers are right around the very long-term average annual 
equity performance.”

Although we are bottoms-up stock pickers and do our best to ignore macroeconomic 
noise when selecting our investments, we do not live in a vacuum, and certain 
economic factors are currently giving us pause. These concerns center mainly on 
interest rates and on whether the Fed can successfully guide the economy out of an 
unprecedented low-interest-rate environment without derailing the U.S. economic 
expansion. As Steve Einhorn, vice chairman of Omega Advisors, recently said on the 
World According to Boyar podcast, “bull markets do not die of old age, they are 
murdered by the Federal Reserve.” The Federal Reserve used extremely aggressive 
monetary policy to bring us out of a deep recession that, some have argued, would 
have turned into a depression without such intervention. Whether a depression would 
have occurred is debatable, but extremely low interest rates certainly helped jumpstart 
the economy. Now that interest rates appear to be headed north, one question remains: 
how will a rise in interest rates impact the U.S. consumer?

U.S. automobile sales have rebounded significantly from their lows during the global 
financial crisis, in part thanks to aggressive financing packages provided by automobile 
manufacturers that have made monthly payments quite affordable and thus stimulated 
sales. As interest rates have risen, however, it has become increasingly expensive for 
automobile manufacturers to provide such rock-bottom financing. According to 
Adam Lee, chairman of Lee Auto Malls, as quoted in an article that appeared in the 
October 7 issue of the Wall Street Journal, written by Adrienne Roberts, “For a long 
time, everything was 0%. There are fewer and fewer of those deals now.” According to 
the same article, in September 5.3% of cars were financed with an interest rate of 1% 
or less, down from 11.7% in September 2016, when U.S. automobile sales peaked. 
Zero-interest loans have decreased from 9.1% in 2016 to 3.4% currently. The average 
interest rate for purchase of a new car is 5.75%, up from 4.82% just 2 years ago. These 
rate hikes have significantly increased the monthly cost for consumers to purchase an 
automobile. How, then, will consumers respond? Will they hold onto their cars 
longer? Will they buy used cars? Either behavior would slow down the economy, as 
the U.S. automobile sector is responsible for almost 3 million jobs, according to the 
Bureau of Labor Statistics.

The U.S. housing industry will also be negatively impacted by a rise in interest rates. Like the automobile industry, the U.S. housing industry, which is responsible for roughly 
8 million jobs, was buoyed by an extended period of extraordinarily low interest rates that made monthly housing payments more affordable. However, with the dramatic rise 
of interest rates this year, monthly payments for houses have gotten more expensive. The average rate for a 30-year fixed-rate mortgage is now 4.9%, according to Freddie Mac, 
compared to a little less than 4% at the beginning of 2018. Although by historical standards 4.9% is not a high rate (in the 2000s, before the housing bubble burst, rates were 
in the 5%-7% range), this is still a painful adjustment for potential homebuyers, who have grown accustomed to rates in the 3% to low 4% range.

On a Positive Note

While a sharp rise in interest rates could create a bump in the 
road to economic recovery, it is important to note a few things. 
Although interest rates have risen quite substantially in a short 
time, they are still incredibly low from a historical perspective. 
The average yield of a 10-year Treasury since 1958 has been 
6.05%, according to JP Morgan; yet at the end of the 3rd 
quarter it was 3.05%. Consumers will simply need time to 
adjust to a higher-interest-rate environment. In addition, the 
U.S. consumer is in terrific financial shape: according to JP 
Morgan, households have more than $7 in assets for every $1 
of liabilities. In addition, consumers are well positioned for a 
rising-interest-rate environment, as household interest-bearing 
assets are roughly 3x household interest-bearing liabilities. 
Furthermore, 66% of household liabilities are mortgages, and 
more than 90% of mortgages are fixed-rate. Accordingly, as 
rates rise, consumer interest income (e.g., from CDs and 
savings accounts) will rise more quickly than consumer interest 
expenses do. It is also worth pointing out that household net 
worth has increased dramatically over the past decade: in the 
3rd quarter of 2007, the average household’s net worth was 
~$69,000, but today it is over $106,000.

Should you have any questions, we are always available.

Source: J.P. Morgan
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Best Regards,

Chief Investment Officer 

As we observed in recent quarterly letters, market returns have continued to be 
dominated by 4 companies from the group that CNBC’s James Cramer has dubbed the 
FAANG stocks: during the first 9 months of 2018, Facebook, Amazon, Netflix, and 
Google accounted for a majority of the S&P 500’s gains. Together with Microsoft and 
fellow FAANG member Apple, these stocks accounted for the entire positive 
performance of the index over that period. More broadly, the top 10 contributors for 
the S&P 500, virtually all of them high-multiple technology businesses, were responsible 
for more than 110% of the indices’ gain for the first 9 months of 2018.

Several factors have contributed to this concentrated advance. Most important, 
individual investors and hedge funds love to chase performance: they tend to load up on 
whatever is working to the detriment of whatever is not in vogue. A look beneath the 
surface, however, shows that trouble is already brewing. The S&P 500, inclusive of 
dividends, advanced 10.56% for the first 9 months of 2018, but this movement was 
driven by a dwindling number of stocks. Indeed, shares of about 200 of the companies 
included in the S&P 500 have declined this year, and many of them have entered bear 
market territory, having declined by at least 20% from their peak. In short (as of the end 
of the 3rd quarter), about 40% of the companies in the S&P 500 are in negative 
territory—in a market that gained 10% for the first 9 months of the year. Clearly this 
advance has not been democratic.

Much has been written about the high level of concentration that has stimulated this 
rally, and although it is unusual, it is not without precedent. What worries us are the 
outsized valuations of the vast majority of companies that make up this group, which 
have drawn comparisons to the technology bubble of the late 1990s. Although there are 
similarities between now and that period, some major distinctions are worth 
mentioning. First and foremost, today’s market leaders, such as Facebook and Google, 
are cash flow machines, whereas the dotcom companies were, for the most part, 
profitless. In addition, today’s market leaders have developed significant competitive 
advantages, such as network effects and tremendous scale, that most of the leaders in the 
late 1990s simply did not possess. In short, many of the current market darlings have 
what Warren Buffett likes to refer to as a “moat.”
 
A more apt analogy to today’s market, in our opinion, would be the “Nifty Fifty,” a 
group of stocks compiled by Carl Hathaway of Morgan Guaranty Trust in the early 
1970s. These businesses, which were considered the market leaders of their day, the best 
of their breed, included such high flyers as Polaroid, Avon Products, and Xerox. Notably, 
Polaroid was the first large capitalization company to command a price earnings 
multiple of 100x. The group had higher growth rates than the S&P 500 but commanded 
a P/E ratio in excess of 40x, versus 19x for the S&P 500 in 1972-1973. Some referred 
to such stocks as “one-decision stocks”: you could buy them regardless of price, their 
proponents argued, because these companies would be able to grow their earnings 
regardless of what happened to the economy.

These stocks were indeed the market leaders for quite some time: they not only 
trounced the performance of the S&P 500 but also were the last to crash during the 
brutal bear market of 1973-1974. But as their earnings failed to grow in line with 
analysts’ forecasts, their share price declined far more dramatically than the S&P 500, 
and as a group they materially underperformed that index over the next decade. In fact, 
a number of these companies never recovered to their 1972-1973 highs. History has 
shown that the single biggest factor affecting future equity returns is the price paid for 
a stock—and just as investors once did with the Nifty Fifty, today’s investors are paying 
a very high price for both quality and growth. Time will tell if today’s stock market 
leaders are doomed to the same fate as the Nifty Fifty.

A Change in Stock Market Leadership?

We have reason to suspect that a change in stock market leadership could be coming which should benefit value investors. Netflix is a company that sells for roughly 157x earnings, 
and its share price has advanced about 73% year to date. After having reached an all-time high of $423 on June 21, however, its share price has declined ~23%. Facebook, likewise, 
saw its stock soar to a high of $218 on July 25, but as of mid-October its stock traded for $155, a decline of more than 28% from its peak. Tesla, another market darling, although 
not a FAANG stock, saw its share price reach almost $388 on August 7, but by mid-October, after a series of controversies surrounding CEO Elon Musk (including his smoking 
marijuana during an interview and relinquishing the chairmanship of Tesla in the wake of a serious SEC investigation of tweets he made about taking the company private), its shares 
fetched approximately $256, a decline of ~34%. Tesla has no earnings and has significant debt. By comparison, General Motors, whose stock sells for less than 8x earnings, has a 
similar market capitalization. One other observation worth mentioning that highlights the absurd price at which investors are currently valuing Tesla: General Motors generates $144 
billion in revenue, whereas Tesla’s sales approximate $13 billion.

In our previous letter as well as earlier in this report, we have indicated that the narrowness of the stock market leadership is worrisome. Even more troubling, however, is that the 
vast majority of today’s market leaders have valuations that are among the highest of all U.S. stocks. As Bob Dylan wrote in his classic song “The Times They Are a-Changin’,” “the 
loser now will be later to win.” This principle holds true in the stock market as well: all you need is patience.

Are We About to Enter a Bear Market?

The 4th quarter has gotten off to a terrible start, with the S&P 500 losing 4.7% through October 
19th. Because of the severity and swiftness of this decline, some market pundits are beginning to 
predict the start of a new bear market. Perhaps they are correct and equities will decline by a 
meaningful percentage; however, it is important to remember that stock market corrections are 
perfectly normal. According to JP Morgan, the S&P 500 declines by almost 14% at some point 
during a typical year. Despite such a large average intra-year drop, the S&P 500 has increased in value 
during 29 of the past 38 years. Market corrections should be viewed as an integral part of the 
investment process, without them, outsized gains are not possible: these corrections 
create the opportunity to buy stocks at bargain basement prices. During corrections the 
most important thing to do is to stay the course and not panic. While declines in a portfolio are 
emotionally painful, it is worth remembering that corrections are usually short-lived. According to 

Y a r d e n i 
Research, there 
have been 36 
stock market 
c o r r e c t i o n s 
(defined as the 
S&P 500 losing 
10% of its 
value) since 
1950, lasting an average of about 196 calendar days apiece.

For those who are hesitant to enter the market after a massive bull run, history shows that trying 
to time the market can be extremely costly. As Peter Lynch famously said, “far more money has 
been lost by investors preparing for corrections, or trying to anticipate corrections, than has 
been lost in corrections themselves.” Since 1945 there have been 11 bear markets (defined by a 
drop of 20% from the market peak), but the average return 24 months prior to the bull-run 
ending has been a 41% advance and the average return for the last 12 months of the bull market 
has been an increase of 23%. The resulting losses, however, are much less dramatic. The 
average return 1 year after the market peaks is -14%, but on average investors recoup their bear 
market losses 2 years after the start of the stock market’s decline. Remember—it’s time in the 
market, not market timing, that counts.

 

Performance

The Boyar Value Fund advanced 5.91% for the quarter compared to a 7.71% for the S&P 500. For the year, The Boyar Value Fund is up 5.31% versus 10.56% for the S&P 500. Our 
underperformance is mainly a result of having zero “FAANG” stocks, as well as our elevated cash position. We believe however, this will serve us well going forward.

Some Comments About the Market and Our Biggest Worries

We vividly remember that during the depths of the financial crisis, when the stock market was in free fall, a good many investors sold their stocks because they could no longer 
tolerate the steep losses they were experiencing. Throughout the current bull market, which has seen the Dow Jones advance from a low of 6,443.27 on March 6, 2009, to over 
26,000 today, a good many individuals who left the market never returned: they chose to put their money in bonds or money market funds, accepting paltry interest rates in 
return for presumed safety. But in a rising interest rate environment such as we are currently experiencing, investors are realizing that bonds are not a sure thing.

With the stock market at what seem to be elevated levels, can you purchase stocks and 
expect satisfactory returns? The answer depends upon your time horizon.

History doesn’t repeat itself, Mark Twain once said, but it sure does rhyme. Consider 
CNBC’s analysis of what would have happened had an investor purchased an S&P 500 
index fund on the eve of the Lehman crash:

“For the next six months, buying right before the crisis crescendo would feel 
disastrous. A year later, it still felt premature. Even after three years, loading up on stocks 
in September 2008 seemed more headache than home run but from the advantaged 
vantage point of today, buying on Lehman eve has been redeemed and rewarded by the 
passage of time, the resilience of corporate America and the durability of the bull 
market that followed.

The S&P 500 closed at 1,251 the Friday before the Lehman bankruptcy, down from 
the October 2007 high of 1,565. In the 10 years since then, the S&P 500 is up 130 
percent, an annual gain of 8.7% percent and a yearly total return (including dividends) 
of 11 percent. Those numbers are right around the very long-term average annual 
equity performance.”

Although we are bottoms-up stock pickers and do our best to ignore macroeconomic 
noise when selecting our investments, we do not live in a vacuum, and certain 
economic factors are currently giving us pause. These concerns center mainly on 
interest rates and on whether the Fed can successfully guide the economy out of an 
unprecedented low-interest-rate environment without derailing the U.S. economic 
expansion. As Steve Einhorn, vice chairman of Omega Advisors, recently said on the 
World According to Boyar podcast, “bull markets do not die of old age, they are 
murdered by the Federal Reserve.” The Federal Reserve used extremely aggressive 
monetary policy to bring us out of a deep recession that, some have argued, would 
have turned into a depression without such intervention. Whether a depression would 
have occurred is debatable, but extremely low interest rates certainly helped jumpstart 
the economy. Now that interest rates appear to be headed north, one question remains: 
how will a rise in interest rates impact the U.S. consumer?

U.S. automobile sales have rebounded significantly from their lows during the global 
financial crisis, in part thanks to aggressive financing packages provided by automobile 
manufacturers that have made monthly payments quite affordable and thus stimulated 
sales. As interest rates have risen, however, it has become increasingly expensive for 
automobile manufacturers to provide such rock-bottom financing. According to 
Adam Lee, chairman of Lee Auto Malls, as quoted in an article that appeared in the 
October 7 issue of the Wall Street Journal, written by Adrienne Roberts, “For a long 
time, everything was 0%. There are fewer and fewer of those deals now.” According to 
the same article, in September 5.3% of cars were financed with an interest rate of 1% 
or less, down from 11.7% in September 2016, when U.S. automobile sales peaked. 
Zero-interest loans have decreased from 9.1% in 2016 to 3.4% currently. The average 
interest rate for purchase of a new car is 5.75%, up from 4.82% just 2 years ago. These 
rate hikes have significantly increased the monthly cost for consumers to purchase an 
automobile. How, then, will consumers respond? Will they hold onto their cars 
longer? Will they buy used cars? Either behavior would slow down the economy, as 
the U.S. automobile sector is responsible for almost 3 million jobs, according to the 
Bureau of Labor Statistics.

The U.S. housing industry will also be negatively impacted by a rise in interest rates. Like the automobile industry, the U.S. housing industry, which is responsible for roughly 
8 million jobs, was buoyed by an extended period of extraordinarily low interest rates that made monthly housing payments more affordable. However, with the dramatic rise 
of interest rates this year, monthly payments for houses have gotten more expensive. The average rate for a 30-year fixed-rate mortgage is now 4.9%, according to Freddie Mac, 
compared to a little less than 4% at the beginning of 2018. Although by historical standards 4.9% is not a high rate (in the 2000s, before the housing bubble burst, rates were 
in the 5%-7% range), this is still a painful adjustment for potential homebuyers, who have grown accustomed to rates in the 3% to low 4% range.

On a Positive Note

While a sharp rise in interest rates could create a bump in the 
road to economic recovery, it is important to note a few things. 
Although interest rates have risen quite substantially in a short 
time, they are still incredibly low from a historical perspective. 
The average yield of a 10-year Treasury since 1958 has been 
6.05%, according to JP Morgan; yet at the end of the 3rd 
quarter it was 3.05%. Consumers will simply need time to 
adjust to a higher-interest-rate environment. In addition, the 
U.S. consumer is in terrific financial shape: according to JP 
Morgan, households have more than $7 in assets for every $1 
of liabilities. In addition, consumers are well positioned for a 
rising-interest-rate environment, as household interest-bearing 
assets are roughly 3x household interest-bearing liabilities. 
Furthermore, 66% of household liabilities are mortgages, and 
more than 90% of mortgages are fixed-rate. Accordingly, as 
rates rise, consumer interest income (e.g., from CDs and 
savings accounts) will rise more quickly than consumer interest 
expenses do. It is also worth pointing out that household net 
worth has increased dramatically over the past decade: in the 
3rd quarter of 2007, the average household’s net worth was 
~$69,000, but today it is over $106,000.

Should you have any questions, we are always available.

Source: J.P. Morgan
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