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We have subscribed for years to Yardeni Research, Inc. because we think that Ed Yardeni is one of the best 
economists and strategists on or off Wall Street.  Last week he noted that during her press conference following the 
FOMC meeting, Fed Chair Janet Yellen wondered why inflation remained so curiously low.  According to Yardeni, the 
Fed model predicts that “ultra-easy monetary policy should stimulate demand for goods and services, lower the 
unemployment rate, and boost wage inflation, which would then drive up price inflation.”  Yardeni has a different 
thesis.  In the same piece he writes: 
 
“I have been making the case for structural disinflation for almost all 40 years that I’ve been in the forecasting 
business.  I’ve discussed how globalization, technological innovation, demographic changes, and Amazon have 
subdued inflation and continue to do so.” 
 
Low interest rates and low inflation have allowed this bull market to continue its run as the second best bull run since 
1928, up 270% since 3/09/09.  The bull market that started in 1987 and ended in March of 2000 with the tech bust 
was up 582%.  Year to date, the Dow is up 13.4% and the S&P is up 12.5%, and the top performing sectors were 
technology, healthcare, and materials.  For the quarter, the Dow was up 4.9% and the S&P was up 4.0% with 
technology and energy leading the sector moves.  The ten year Treasury ended the quarter at 2.32%. 
 
This strong performance is notable given the various disruptive events during the quarter such as North Korea test 
firing missiles, the destructive hurricanes that hit Texas, Florida, and the Caribbean, and the failure of Congress to 
address healthcare reform.  These negative events were countered by continued good global economic data and the 
prospect of meaningful tax reform.  In the U.S., Q3 GDP was revised up to 3.1% versus the 2.0% that it has posted 
since mid-2010.  Durable goods in August were up 1.7%, led by continued business investment in equipment, 
structures, and intellectual property like software.  The weaker U.S. dollar has made U.S. products cheaper, and the 
stabilization of oil prices has led to increased confidence.  Auto sales could also jump in the coming months due to 
the large amount of cars destroyed in the hurricanes.  We would note though that storm related disruptions could 
make data tougher to analyze over the next six months. 
 
This strength in the market has caused valuations to become stretched.  The trailing P/E at the end of June was 
20.7, or 37% higher than the long term average of 15.1 since 1935.  It is lower than the record high of 28.9 during 
the second quarter of 1999.  The forward P/E is more reasonable at 17.7 at the end of August.  While the valuations 
are high, we think that the market still has upside due to continued low rates, the ongoing synchronized global 
recovery, a strong U.S. consumer, cautious investors, and the potential for lower tax rates. 
 
We appreciate your continued confidence in us, and we look forward to visiting with you in person or over the phone 
to discuss your portfolio and objectives.  We are pleased to announce that we were named “Top Guns” by Informa 
Investment Solutions (IIS) PSN database in the US Municipals Universe in the 2 Star category for the quarter ending 
6/30/17.  Each category recognizes the ten top performing managers for a specific time period vs. their peer group.  
The 2 Star ranking is based on performance for the one year period. ** (over) 
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** The PSN database was the first investment manager search and evaluation database and has been recognized as 
a leader in providing separately managed account information.  PSN presents information on more than 2,000 
managers and almost 40 years of historical performance.  The database was designed to assist investment 
professionals in manager searches and evaluation processes.  More information about the database and IIS is 
available at their website, www.informais.com. 

The peer groups or universes were created using the information collected through the PSN investment manager 
questionnaire and use only gross of fee returns.  The 1 Star category top performers are strictly based on quarterly 
returns, and the 2 Star category top performers are strictly based on returns for the one year period.  Informa 
Investment Solutions states on its reports that the content of the Investment Manager Top Guns is intended for use 
by qualified investment professionals. 

Crossvault Capital Management, LLC claims compliance with the CFA Institute’s Global Investment Performance 
Standards (GIPS®).  The CFA Institute has not been involved with or reviewed Crossvault’s claim of compliance.  To 
receive a complete list and description of Crossvault’s composites and/or a presentation that adheres to the GIPS® 
standards, contact Marilou Long at 210-223-6929, or write Crossvault Capital Management, 7373 Broadway, Suite 
107, San Antonio, Texas, 78209, or mlong@crossvault.com.  Past Performance is no guarantee of future 
results. 

 
 


