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A Global Central Bank’s “Put” Policy
Every quarter we analyze the domestic and economic “tea leaves” to properly gauge how the equity
and bond markets may act in the next few months. Like most, we are generally on target and tend
to get the overall direction correct. This is not to suggest we currently have a unique insight to the
global economic landscape. Rather, we tend to fall back on the assumption that global and U.S.
interest rates are likely to remain lower for even longer. In fact, all three major central banks
reinforced policies during the quarter to keep a lid on interest rates:






In 2014, Mario Draghi stated that the ECB would do “whatever it takes” to provide
support for the EU. In the wake of BREXIT, now with the UK’s probable invocation
of Article 50 in March 2017 and the upcoming Italian December vote whether to
remain in the EU, it is highly unlikely that any rate increase will occur throughout
Europe. In fact, the ECB is now considering the purchase of European equities given
the lack of available debt.
The current head of the Bank of Japan (Kuroda), as recently as last month, announced
a policy to cap the 10-year JGB (Japanese Government Bond) at 0% until inflation
exceeded 2% per year. Since this target has not been achieved in a long time, it does
not appear any rate increase is on the horizon.
Lastly, while the FOMC has continued its accommodative stance through much of
2016, the committee is expected to raise the Fed Funds rate by 25 basis points (0.25%)
in December. The last increase occurred in December 2015, and the move was
supposed to signal further increases as the path for rates was higher. Unfortunately,
the last twelve months of economic data, market turmoil, international events and flat
earnings have held the Committee in check. As such, any single rate increase in the
coming months will be limited and generally have a muted impact.

These supportive central bank policies are clouding economic trends globally and, as such, are
making it more difficult to determine whether things are truly getting better. While ignoring
sluggish GDP growth, many economists believe trends are improving as indicated in job growth
and wage increases. Job creation is running at 175,000 or more monthly, and the economy is
nearing a state of full employment. Wages are finally moving upward after a long period of
stability. If this trend continues, it is possible that inflation could gradually move higher toward
2.0% in the intermediate term. Corporate productivity also seems to be rising modestly as well,
however further data is needed to determine if these changes will actually warrant a rate hike.
Unless we see a geopolitical reason or a negative economic trend develop, the benign interest rate
environment will continue to support equity valuations. Perhaps the more critical variable in
valuation is the expectation for corporate earnings growth in 2017. Arguably, corporate profit
margins probably peaked in 2015–16. Thus, we suspect that the bottom-up consensus estimates of
$125-$135 a share for the S&P 500 next year may prove too optimistic. Our base case (17x P/E at
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$125 a share) puts the overall market flat with current valuations. (See chart 1.) Thus, with the
U.S. equity markets already at fair value, we expect stock selection (vs. passive indexing) will be
critical over the coming year.
Chart I
Average S&P 500 LTM P/E by CPI Y/Y Tranche
(1950 - Current)
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Election Expectations
We agree with most observers that the current political environment is ugly. However, one
conclusion is self-evident. The composition and orientation of the new Congress should be far
different than is currently the case. Thus, we believe that there is a silver lining regardless of which
presidential candidate wins. The new president is likely to finally break the long-term logjam of
legislative inaction in 2017 forward. Both political parties are well aware of the unhappiness with
our current political process. We expect the new Congress will likely address some of our pressing
issues by finding some compromise between both political parties. To that end, we expect to see
new legislation that addresses issues relating to healthcare and financial reform, as well as defense
spending. Furthermore, we believe that each party may also consider more infrastructure spending
as a new policy tool to help stimulate GDP growth in future years.
Current Portfolio Structure
In this environment, our equity focus continues to be on specific companies with the capability to
generate earnings growth of 8–15% in 2017. More importantly, we continue to maintain a
disciplined attitude toward seeking equities at reasonable valuations. In the volatile market we are
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currently facing, it is just as important to know when to wait. Active investing is often coupled
with properly timed inaction.
As we have mentioned in past quarterly reviews, we find equities in business services and defense
industries attractive. Both are characterized by high free cash flow, strong balance sheets and high
returns on invested capital. As previously mentioned, we still expect a significant acceleration in
defense spending in the next few years as the U.S. government brings defense budgets back to presequestration levels.
Finally, we are finding good opportunities in certain healthcare areas. Valuations are currently
depressed due to concerns over drug pricing and rising healthcare costs. We believe these issues
are transitory and will be resolved by mid-2017.
For investors seeking more yield, the outlook for long term bonds continues to be unattractive. We
have found selected, short-term, high yield alternatives, as well as strong dividend growth equities
to supplement bond portfolio income. With our expectation of a continued low interest rate
environment, these equities should continue to generate modest to moderate total returns over the
next 12–18 months.
As mentioned earlier, central bank policies continue to dominate market activity, and any perceived
benefits have diminished. While we are hopeful that a light bulb will go off in our leaders’ minds
toward fiscal policy reform, we remain skeptical at this time. However, should this occur, our
stance would become more constructive over time.
Upgrades
We recently upgraded our corporate website and invite our clients to review our new look. We
have tried to make it more informative and easy to use. Our website address remains the same.
Please contact our offices with any questions.
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QUARTERLY LETTER DISCLOSURE
The information in this letter has been developed internally and/or obtained from sources which
Kings Point Capital Management LLC (“Kings Point”) believes to be reliable; however, Kings
Point does not guarantee the accuracy, adequacy or completeness of such information nor does it
guarantee the appropriateness of any investment approach or security referred to for any particular
investor. Kings Point, its affiliates and/or its clients may have an investment position in a security
or strategy (or related or opposing security or strategy) discussed in this letter, and may change that
position without notice at any time. This material is provided for informational purposes only and
is not advice or a recommendation for the purchase or sale of any security.
This letter includes commentary by Kings Point. This information reflects subjective judgments
and assumptions, and unexpected events may occur. Therefore, there can be no assurance that
developments will transpire as forecasted. This material reflects the opinion of Kings Point on the
date made and is subject to change at any time without notice. Kings Point has no obligation to
update this material. Kings Point does not suggest that the strategy described herein is applicable
to every client of or portfolio managed by Kings Point. In preparing this material, Kings Point has
not taken into account the investment objectives, financial situation or particular needs of any
particular person. Before making an investment decision, you should consider consulting a
professional advisor and whether the information provided in this material is appropriate in light
of your particular investment needs, objectives and financial circumstances. Transactions in
securities give rise to substantial risk and are not suitable for all investors.
The strategies described represent Kings Point’s current intentions. These are only general
guidelines that Kings Point expects will be approximate over time, but portfolios that it manages
may not meet any of these characteristics. Kings Point may pursue any objectives, employ any
techniques or purchase any type of financial investment that it considers appropriate and in a
client’s best interests.
No part of this material may be copied in any form, by any means, or redistributed, published,
circulated or commercially exploited in any manner without Kings Point’s prior written consent.
It should not be assumed that investments made in the future will be profitable or will equal the
performance of investments discussed in this letter. On request, Kings Point will provide to you a
list of all of the investments made by it in the last year.
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