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Despite sluggish economic growth in the U. S. and abroad, stock markets around the world staged 

rather impressive gains during the 3rd quarter of 2016. The Dow Jones Industrial Average rose 2% 

while the S & P 500 Index was 3.3% ahead of its midyear closing price. These results, albeit 

satisfactory by most standards, only ranked our markets in the lower half of performance 

throughout the rest of the world. 

 

Analysts would be hard-pressed to attribute rising stock prices to current profit trends. For the 

sixth consecutive quarter, earnings comparisons for S & P 500 companies likely will fall below 

last year’s results. Moreover, given an average Price:Earnings ratio of 16.8X forward earnings vs. 

a 10-year average of 14.3X, attractive valuations are hard to find. 

 

No one can quantify with any degree of exactitude how historically low interest rates have 

buoyed stock prices. With the rate of return on money market funds virtually at 0% and the 

average dividend yield [2.2%] significantly above rates on 2-10 year Treasuries, it is no surprise 

that common equities remain the investment of choice. 

 

Investors may recall that in December 2015 the Federal Reserve Board initiated their first rise in 

short-term interest rates in more than 10 years. Nothing has occurred since that modest quarter-

point increase was made. Is that about to change? Only the members of the Federal Open Market 

Committee [FOMC] know for sure. What they do not know is the possible response to any 

increment in interest rates. 

 

Added to the question marks relating to interest rates are the uncertainties surrounding what is 

proving to be the most divisive presidential election in recent history. Also, there are numerous 

overseas events that could impact U. S. stock prices. Notable among the series of concerns are: 

[a] the ongoing debate relating to Great Britain’s exit from the European Union; [b] OPEC’s 

tentative agreement to reduce its daily output by as much as 2%. With respect to the so-called 

Brexit, the value of the British pound already has fallen to a 30-year low vs, the U. S. dollar. 

Regarding the second point, the news of potential cuts in OPEC production sent oil prices up as 

much as 15% to about $50 per bbl. However, it remains to be seen whether the 14 members of 

that consortium will implement the proposal at their formal meeting in late November. 

 

It seems that, more than is usually the case, politics and economics will obfuscate near-term 

prognostications. Hence, despite a 0% return on risk-free money market instruments, we continue 

to believe that maintenance of a cash reserve is a prudent investment strategy. 


