Why We Are Bullish
-J. Kevin Meaders, J.D, CFP®, ChFC, CLU
October, 2011 - Lucky me! I‟m the one ultimately responsible for investing millions of hardearned retirement dollars—money that can never be replaced if lost. Sure, every mutual fund
and money manager does that to some extent, but for me there is one major and very significant
difference: I know these retirees personally. I know them, their families, their worries, their
hopes and dreams, and their greatest fears. So for me and my team, it‟s more than just a job or a
career—it‟s personal.
Most people trying to manage their own retirement money these days are understandably very
nervous. They know the market is different than it was for their parents. Indeed, things have
changed completely. No longer does the “buy and hold quality stocks” make any sense—
especially to retirees who are living off the dividends and occasional stock sale to meet expenses.
My greatest ongoing challenge is to encourage our clients to exit stocks at a high when greed
drives a market boom, and stay the course when fear drives stock prices down.
Today, the fear is palpable. The chart below is the amount of money currently held in savings
accounts across the U.S. Note that the chart is delineated in billions.

And here is a chart of the amount of money currently parked in checking accounts.

Between savings accounts and checking accounts in this country—not even including money
market funds or CD‟s—there is a staggering all time high amount of $7.2 trillion in cash.
$7.2 trillion sitting in cash! Just sitting there—doing nothing, completely liquid.
Now I ask you:

(1) How much is that money earning?
(2) How long will that money sit there?
(3) Where else does that money have to go?

Most of that $7.2 trillion is in a waiting pattern—investors are “waiting” to invest that money
back into stocks and real estate. And really, other than commodities, there‟s nowhere else for
that money to go. It‟s just a matter of time.
My final question is this: What will happen to stock prices when (say) $3 trillion of all this cash
is redeployed out of its waiting pattern back into the market?
You guessed it: A stock market rally.
And there are other, more fundamental reasons to expect a rally. When we invest in stocks, we
are investing for current earnings and future price appreciation. The S&P 500, at its current
price of 1180 and earnings per share of approximately $981, equates to a price to earnings ratio
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of about 12. A rolling twenty-five year average of the S&P 500 price to earnings ratio has been
closer to 20.2 I believe we could see it go to 25, or more.
The recent media sensationalism postulating another 2008-style dip is a farce. The crisis in 2008
occurred because banks had no liquidity to absorb the stacking mortgage defaults. Look at the
following chart of the amount of money the banks have on reserve with the Fed since then.
Notice that in 2008 the reserves were miniscule as compared to today‟s $1.6 trillion.

If we can say nothing else about our economy, we can say that our banks have liquidity—the
complete opposite of their condition in 2008.
So if all of this is true, what are all those investors with $7 plus trillion waiting on?
In their own words, they‟re “waiting for the market to settle down” or “waiting for the economy
to recover”. Logically, this is akin to “waiting for prices to go up” before shopping.
As Austrian economists, we can predict that the market will eventually boom because monetary
creation through “quantitative easing” has been massive. And although monetary velocity and
thus credit creation have been very sluggish, this is showing signs of changing—albeit slowly.
Do not think we are in favor of this monetary expansion because like all booms—it will
eventually itself crash. The cycle occurs in every instance the same way: (a) boom is created by
artificial low rates and/or money printing—monetary expansion ensues; (b) boom and money
printing lead to inflation; (c) Fed raises rates to fight inflation—monetary contraction ensues; (d)
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the boom turns to a bust, recession ensues; (e) Fed drops rates and prints more money; (f)
Repeat.
As professor Ludwig von Mises observed and predicted more than 60 years ago:
“The wavelike movement effecting the economic system, the recurrence of
periods of boom which are followed by periods of depression is the unavoidable
outcome of the attempts, repeated again and again, to lower the gross market
rate of interest by means of credit expansion.” - Human Action p. 570; p. 572

There is little doubt in the Austrian economist‟s mind, then, that the cycle will continue. Thus, as
Warren Buffett is fond of saying, we want to be greedy when others are fearful and fearful when
others are greedy. Well, if $7 trillion of idle cash says anything, it says “others are fearful.”
We must therefore be invested (as we are) before substantial amounts of this $7 trillion re-enter
the market. We can collect dividends in the meanwhile, and stand back with confidence and
assurance that this pendulum will swing again.

The views and opinions are those of J. Kevin Meaders, J.D., CFP®, ChFC, CLU and should not be
construed as individual investment advice. All information is believed to be from reliable sources;
however, we make no representation as to its completeness or accuracy. Additional risks are associated
with international investing such as, currency fluctuation, political and economic stability, and
differences in accounting standards. Investors cannot directly invest in indices. Past performance does
not guarantee future results.
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