Outlook for February, 2011: “ A Grind Higher…”
Equity markets continue to grind higher propelled by better than expected earnings reports and the
excess global liquidity engendered by central banks. Recently released data suggest an upswing in
economic growth might well be underway in the US. While events in the Middle East and bullish
investor sentiment are troublesome in the near term, we remain cautiously optimistic about the outlook
for financial markets.
The US economy added a paltry 36,000 jobs in January despite expectations that were closer to an
increase of 150,000 jobs for the month. Manufacturing (+49,000 jobs), construction (+32k) and
professional and business services (+31k) were the sectors that saw the most additions, while
government (-14k), financial activities (-10k) and trade, transportation and utilities (-3k) were the
laggards for the month of January.
The politically sensitive unemployment rate declined a larger than expected four tenths to 9.0% - thus
posting a decline of 0.8% in two months. The broader measure of unemployment and underemployment
– also called the U-6 measure – posted a sizable decline to 16.1%. Average weekly hours declined onetenth to 34.2, while both average hourly earnings (+$0.08 to $22.86) and average weekly earnings
(+$0.46 to $781.81) reported small but meaningful increases.
The household survey (different from the more popular establishment survey) – both of which form the
bedrock of the Bureau of Labor Statistics’ monthly non-farm payroll report – pegged declines in the
civilian labor force (-504k) and the unemployment rolls (-622k) making it much harder to decipher the
true labor situation. Since the BLS typically uses this month (January) to also compute benchmark
revisions and disruptions related to winter storms in large parts of the nation - it is all the more difficult
to discern the true nature of the labor market.
Despite the big declines in the unemployment rate seen recently, we remain of the opinion that the labor
market improvement is likely to come in fits and starts – following the well worn three steps forward,
two steps back pattern. In addition, with almost one in five homes now under some sort of foreclosure
proceeding or with a mortgage that is worth more than the value of equity in the home – the vaunted
mobility of the American labor force is now quite constrained.
In other economic data, the Institute of Supply Management’s manufacturing report on business and the
services index imply that business activity along with new orders, production and prices are picking up.
Further, data on durable goods orders show healthy double-digit gains for the past year – reiterating the
argument that the economy might be witnessing a resurgence – at least in the manufacturing sector.
A few words on earnings: So far, 311 out of the 500 companies (62.2%) in the S&P500 have reported
earnings for 4Q2010 (as of the close of business on Feb 4th, 2011). Of these 311, 253 (or 81%) have
shown better earnings than those reported in 4Q2009; 54 companies (or 17%) have reported worse than
the same period last year and the balance 4 (or slightly over 1%) have reported unchanged earnings
relative to the previous comparable period.
However, it is relative to expectations that the earnings picture becomes crystal clear: 71.4% (or 222
companies) have exceeded expectations, 7.1% (or 22 companies) have met expectations and the balance
21.5% (or 67 companies) have disappointed. Thus, 78.5% of the companies that have reported earnings
so far have either met or exceeded expectations for 4Q2010 – a spectacular result any way you slice the
earnings figures.
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Furthermore, the earnings per share figure for the S&P500 stands at $22.93 for 4Q2010 – which implies
a run rate for the entire year at $91.72 per share – putting the bottoms-up consensus estimate in earnings
of $94.00 for 2011 within easy reach! In other words, if corporate earnings were to stay at their current
pace, earnings might potentially outpace expectations. At a rate of $94.00 for the S&P500 this implies a
valuation multiple of just under 14 times earnings (using the close of the S&P500 last week at 1310).
It is quite obvious that a multiple in the low to mid teens is reasonable – given history and valuation
metrics. Clearly, the valuation multiple is not as cheap as it was in March 2009 (when the world was
staring Armageddon in the face). It is nonetheless foolhardy to argue that current levels are expensive.
We prefer to couch valuations as “reasonable” – hoping that if earnings were to come through as
expected, one could even see an expansion of the multiples going forward. Equity markets continue to
grind higher – climbing the proverbial wall of worry.
There is a lot of chatter among analysts about the sustainability of these earnings and it is quite
fashionable in some circles to talk about the “peaking” of corporate margins thus throwing a wet towel
on expectations of better corporate results. In our opinion, corporate margins are quite high and could
see some downward pressure (or compression) especially if commodity prices were to rise sharply and
corporations did not have pricing power or the ability to pass on these cost increases to their consumers.
The Federal Open Market Committee (FOMC) of the Federal Reserve left the Fed Funds target
unchanged at its meeting in late January – with minor changes in language in the statement issued.
Subsequent speeches by Chairman Bernanke and other Fed officials imply that while the economy might
indeed be accelerating, the FOMC remains committed to seeing its program of quantitative easing
(QE2.0) completed and they do not see any reason to now stop stimulating markets at this juncture.
Interest rates have ticked up recently – along the entire yield curve - primarily driven by expectations of
accelerating growth, but also perhaps as a result of higher commodity prices. Indeed, the yield curve – or
the difference between longer dated maturities and shorter dated ones has continued to steepen (or
increase) suggesting that the fixed income market might also be believing that growth is likely to be
better than expected and the risk of accelerating inflation might now be more real than before.
Events in Egypt have garnered much attention in the media over the past fortnight. While Egypt as a
nation is not a big contributor to international trade (it is not a major exporter of oil or other
commodities) it sits astride the Suez Canal and does have significant strategic importance to the world.
It remains a lynchpin for the Arab world and events in Cairo have clearly demonstrated the pent-up
frustration felt by many citizens of that country. Egypt also has a population that is relatively young,
educated and restive. It remains one of the more secular countries in the region.
In addition, it has been a real friend to the west as well as to Israel – clearly providing a calm and
reasoned voice in a region that has often seen much volatility. While the US Administration’s avowed
desire for regime change in Egypt might be an intellectually satisfying goal, we worry that similar
sentiments existed around the time of the overthrow of the Shah of Iran in 1979. Egypt is no Iran, but the
risk of getting a fundamentalist regime in that country is, in our opinion, not worth taking. Time will tell
whether this is a change for the better.
In summary, despite the apparent elevated bullish sentiment in the near term, we remain cautiously
optimistic on the outlook for financial markets: We do feel that the fundamentals of better than expected
corporate earnings and “reasonable” multiples are generally supportive of a grind higher by equity
markets. Indeed, our abiding faith in a fully diversified portfolio - that has a balanced approach to both
risk and return - as the main way to attain favorable investment outcomes over the long haul remains
resolute.
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Important Disclosures
Securities and investment advisory services offered through FSC Securities Corporation, a registered broker
Member FINRA/SIPC, a registered investment adviser. The views expressed are not necessarily the opinion of
FSC Securities Corporation. Raghavan Financial, Inc. is not affiliated with FSC Securities Corpraton or
registered as a broker-dealer or investment advisor.

If you do not wish to receive marketing e-mails from this sender, please reply to this e-mail with the
word REMOVE in the subject line. This message and any attachments contain information, which my be
confidential and/or privileged, and is intended for the use only by the intended recipient, any review, copying,
distribution or use of this transmission is strictly prohibited. If you have received this transmission in error,
please (i) notify the sender immediately and (ii) destroy all copies of this message.
Investing involves risk including the potential loss of principal. There is no guarantee that a diversified portfolio
will outperform a non-diversified portfolio in any given market environment. No investment strategy, such as
asset allocation, can guarantee a profit or protect against loss in periods of declining values.
Indices are unmanaged and investors are not able to invest directly into any index. Sector investing may involve a
greaer degree of risk than investments with broader diversification. Past performance is no guarantee of future
results. Please note that individual situations can vary. Therefore, the information presented here should only be
relied upon when contained with individual professional advice.
Equity investments tend to be volatile and do not involve the guarantees associated with holding a bond to
maturity.
Fixed income investments are subject to various risks including changes in interest rates, credit quality, inflation
risk; market valuations, prepayments, corporate events, tax ramifications and other factors.
International investing involves special risks including greater economic and political instability, as well as,
currency fluctuations which may be even greater in emerging markets. The price of commodities, such as
currency, is subject to substantial price fluctuations over short periods of time and may be affected by
unpredictable international monetary and political policies. The market for commodities and currency is widely
unregulated and concentrated investing may lead to higher price volatility. Foreign currency trading carries a
high level of risk and can result in loss of part or all of your investment.
This memorandum is based upon information generally available to the public from sources believed to be
reliable. No representation is made that it is accurate or complete. Certain assumptions may have been made in
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this analysis, which have resulted in any returns detailed herein. No representation is made that any returns
indicated have been or will be achieved. Changes to the assumptions may have a material impact on any returns
detailed. Past performance is not necessarily indicative of future returns.
The foregoing has been prepared solely for informational purposes, and is not an offer to provide investment
research, consultation, or advisory services. The author and his affiliates may have positions in, and may effect
transactions in securities and instruments relating to the securities mentioned herein and may also provide
significant advice or investment services to clients who trade in such securities and instruments.
The investments discussed and/or recommended in this report may be unsuitable for investors depending on their
specific individual investment objectives and financial position. The price or value of the investments to which this
report relates, either directly or indirectly, may fall or rise against the interest of investors.
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