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What’s The Risk Of A
Market Melt-Up?

T he Standard & Poor’s 500 stock
index repeatedly broke records for
months and the risk of a market
melt-up should be considered. Are stocks
fairly priced? For the answer, we turn to
Jerome Powell, the U.S. Federal Reserve
Bank chairman.

Fed chairmen generally avoid talking
the stock market up or down. However, at
a press conference in December 2020,
Mr. Powell was asked specifically about
the fact that stocks are lughly priced by
traditional valuation standards, like price-
to-earnings (P/E) ratios. Mr. Powell’s
answer is important to investors, though it
did not get much press.

That day, the East Coast faced the
worst winter storm in years and a lot of
things were going on, as always. But
here’s what Mr. Powell said:
“Admittedly, P/Es (price/eamnings ratios)
are high, but maybe that’s not as relevant
in a world where we think the 10-year
Treasury is going to be lower than it’s
been historically.”

The Fed chair is saying stocks are
not overpriced compared te bond yields,
which are gomng to be low fora
sustained period. The Fed is saying, pay
no attention to the market’s P/E ratio;
it’s more relevant in the current
conditions to value the market’s P/E ratio
relative to bond yields. On that basis,
stocks aren’t expensive.

Mr. Powell was saying that the
traditional valuation measures,
mcluding P/E ratios, may not be so
relevant right now because of the low-
interest rate situation worldwide. He’s
saying that what’s most important in the
current financial economic conditions,
is the comparison of the P/E ratio to
bond yields.

Just as you would notuse a
sledgehammer to drive a nail, the
valuation method commonly used to
measure current stock prices — P/E rattos
— is the best tool for this situation. The
current situation is uncommon, and it
makes sense to use a tool to measure
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Your Financial
Psychology Under
Current Conditions

re you a risk taker? Will you
follow through con a long-term

plan? Or maybe your natural
tendencies malke you prone to spend
impulsively and let short-term emotions
comntrol your budget and investing
decisions. These are financial personality
traits that behavioral economics helps
you identify and manage.

The psychological dimension of
financial planning is part of the
knowledge learned from the
burgeoning social science of behavioral
economics, a field recognized for its
contribution in helping to improve
society through knowledge in 2002 with
the award of a Nobel Prize in Economics
to Daniel Kahneman, and again in 2017
with the Economics Prize awarded to
Richard Thaler.

A practical benefit of behavioral
economics 1s that investors can take
assessments to understand their personal
financial personality traits.

‘With traditional stock market price-
to-earnings valuation benchmarks broken
and growing concems about a bubbly
market, it is important to keep the
speculative nature of excitement-seekers
in check. Meanwhile, risk-averse
individuals cannot allow their natural
tendencies to make them so fearful that
they avoid stocks and risk assets, or for
retirees to worry excessively about
outliving their savings.

The current economic boom,
unprecedented government stimulus,
mflation scare, and record-breaking stock
prices make this a good time to assess
your unique investor personality traits.
Understanding your financial personality
can help you make better decisions.
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DO THE TOP 1% INCOME EARNERS PAY ENOUGH IN TAXES?

Income Taxes Paid By Taxpayers Earning $500,000
Or More As A % OF All AGl Reported

more — almost exactly 1%.

Of 153.6 million individua! income tax returns filed in 2018,
1.6 million reported adiusted gross income of $500,000 or
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The top one-percent in AGH accounted for 21.7% of all
total adjusted gross income reported on afl 153.6
millien individual income tax returns filed in 2028,

The one-percenters — taxpavers earning $500,000 or more
accountad for 41.5% of total income taxes paid.
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The one-percenters — taxpayers earning $500,000 or more
- patd 25.3% of their AGE In taxes.

John Oliver’s Economic Analysis Is No Joke

omedian John Oliver’s analysis
of the impact of the
mushrooming federal debt is
no joke.
Mr. Oliver, a pioneer of the satirical
TV news genre, was senior British
correspondent at The Daily Show from
2006 to 2013. Since 2014, his Sunday, 11
p-m HBO show, Last Week Tonight With
John Oliver, has won 13 Emmy Awards.
Moreover, the Peabody Awards,
which recognizes distinguished
achievement and meritoricus public
service in mass media, was awarded
© twice to Last Week Tonight in the past six
vears. That’s serious!
Mr. Oliver has taken satirical news

to a sublime level. In keeping with
today’s confusing times, he’s making
fake news really serious but funny.

With more than four million viewers
weekly, it is a sign of the times that “fake
news” has become a source of real news
about economics.

The exploding government debt is
not funny. The long-term debt of the
United States, in the 12 months after
Covid hit, soared from $21 trillion to $28
trillion. Larding debt on generations to
come is obviously nothing to laugh
about, but it"s also not so grim, which
was Mr. Oliver’s main point.

There is some really great news
about the government’s soaring debt: the

expected cost of servicing the interest on
the debt is not growing as fast as the
economy overall. Acecording to Secretary
of the Treasury, Janet Yellen’s
Congressional testimony on March 24th,
when the cost of debt results in growth to
the economy, debt 1s a good investment.

This is incredibly unfunny. The U.S.
debt is boring and complicated.
Moreover, given the human proclivity for
avoiding bad news — and debt is most
definitely bad news — Mr. Oliver, despite
sometimes outlandish political views, is
no joke.

Last Week Tonight is not as funny as
it used to be, but it is hilarious for a
serious news show. @




Going Out On Your Own Terms: Six Key Documents In An Estate Plan

veryone’s estate plan is unique,
but these six documents are key
in ensuring your final wishes are

carried out and you end life on terms you
have set out.

1. Financial power of attorney. This

document authorizes an “attorney-in-
fact” to act on your behalf in financial
matters. The most common power of
attorney, a “durable” one, remains in
effect if you’re incapacitated. Another
variation, which is known as a
“springing” power of attorney, transfers
control to the designated person only if
you're incapacitated.

The attorney-in-fact may have
broad powers. They may be enabled
to buy or sell personal property, for
example, or the role may be [imited
to specified tasks. This power of
attorney expires when you die.

1. Health-care power of
attorney. This also authorizes
another person to make decisions on
your behalf'if you’re unable to do
so—in this case, involving medical
care, carrying out vour end-of-life
wishes, and related matters. Here, the

attorney-in-fact is typically your spouse, a

child, or a sibling. Like a financial power
of attorney, it may be broad or limited and
expires at your death.

3. Living Will. While a health-care
power of attorney may authorize
someone (o help with end-of life

decisions, establishing what will happen
when you’'re dying is the sole purpose of
a living will. Depending on the laws of
your state, youmay be able to use a living
will to say whether or not you want life-
sustaining treatment if you are terminally
1l or grievously injured.

Also depending on state law, a
health-care power of attorney and a living

will may be combined into one document.

In other states, a living will may
supplement a health-care power of
attorney, and both documents can be
coordinated with other medical directives
OI Proxies.

4. Trusts. There are many reasons
for creating and funding trusts. A trust
could be used to prevent family squabbles
or Impose restraints on spendthrift family
members. One variation, a living trust,
often supplements a will. Because assets
in a living trust don’t go through probate

court proceedings, it keeps the
disposition of your final affairs privaie
and asset transfers through a trust are
harder to contest than assets that go
through the public probate process. The
probate process can also be lengihy.

Though there are a myriad of
variations, all trusts are either revocable
or irrevocable. With a revocable frust,
you retain control over the assets.

While that’s not the case with an
rrevocable trust, it can protect assets
from creditors and remove them from
your taxable estate.

5. Final Letter. A final letter can be
used to write down a plan for
your funeral arrangements,
who is to inherit precious
family heirlooms, works of
art, personal items, and to
bestow final blessings and
salutations to the people who
matter most to you.

. 6. Will. Your will
establishes how your assets
will be distributed after you
die and who will have
custody of any minor
children. You also could use it for other
purposes such as making charitable
donations and creating trusts.

If you die without a will—
“mtestate,” in legal parlance—the laws
of your state will deterrnine who gets
your assets and assumes guardianship of
young children. As the centerpiece of
your estate pla, this is definitely one
tool you can’t be without.

Drawing up documents is left to
legal professionals but coordinating the
drafting of these documents with your
aftorney to ensure your final objectives
in life are met after your death is often
the province of a trusted financial advice
professional, as is assuming powers over
your financial affairs should you ever
becomne incapacitated and
quarterbacking a team of professionals.

How to best invest your final assets
in the people and beliefs you hold most
dear requires your most careful
consideration and planning and is not a
responsibility we take on lightly. If you
have questions about going out on your
own terms that you set out, please don’t
hesitate to contact us. @
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