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Debbie Taylor, principal of Taylor Financial Group, a Franklin Lakes-based independent wealth management firm, provides the following 

information. The opinions voiced are solely those of Taylor and do not reflect the views of LPL Financial, nor should they be taken as 

investment, tax or estate planning advice for any specific individual. Consult with your own tax, legal or investment professional on how the 

information may relate to your situation.

Q. With volatility reaching seven-year lows in June, are investors becoming complacent? Is this 

the calm before the storm?

A. While stock markets continue to climb, the CBOE Market Volatility Index, sometimes 

referred to as the "Fear Index," hit a seven-year low of 10 in June. One can’t help but wonder if 

investors have become desensitized to risk and taken placid markets for granted. Indeed, with 

volatility at record lows, valuations approaching fair value and spreads in the fixed income 

markets narrowing, there is some evidence to suggest that investors have become complacent. 

However, we see five main reasons why there is cause to remain optimistic for 2014 and 

beyond. 

Reason #1: Though growth in labor markets may be muted, they are growing. During the 

financial crisis, our economy lost 8.8 million jobs. Since 2009, we have gained back 9.4 million 

of those jobs and the civilian unemployment rate has continued to fall from a peak of 10 percent 

in October 2009 to its current 6.3 percent. In short, companies are hiring. Expanding labor 

markets spark consumer spending, and increases in consumer spending create GDP growth. In 

turn, GDP growth causes corporate profits (and the stock market) to rise.

Reason #2: Personal balance sheets are growing. Wage gains continue to gather momentum 

along with employment. Average hourly earnings for production workers rose 2.4 percent in the 

year ended May 2014. Further, household net worth has grown an extraordinary $25.8 trillion 

since the first quarter of 2009 trough, with the help of strong wage growth and a rising stock market. 

Reason #3: The housing recovery is real. Housing inventories remain low and prices continue to rise, partially due to population growth of 

2.2 million people per year. With rising prices and falling inventories, housing starts are on the rise. We are on pace to exceed 1,000,000 

new home building starts this year, a return to pre-crash levels. Increased building translates into more jobs (particularly in 

manufacturing). 

Reason #4: Inflation fears remain subdued. Core inflation figures came in at 1.9 percent in May. That is less than half the 50-year average 

growth of Core CPI, which is 4.1 percent. When inflation is low, consumers and businesses are better able to make long-range plans and 

capital investment because they know that the purchasing power of their money will be maintained. Low inflation also translates to lower 

nominal and real interest rates. Lower rates reduce the cost of borrowing and encourage consumers to buy durable goods, such as homes 

and automobiles. Lower borrowing costs also encourage businesses to increase capital expenditures to improve productivity and remain 

competitive without having to raise prices to meet their cost of capital. 

Reason #5: Consumers are better off now than they have been in years. Housing prices continue to rise, the stock market returned 32 

percent (based on the Standard and Poor’s 500 Index) in 2013, the economy is gaining jobs and employees are earning more. Despite the 

drag that this winter has put on economic growth, consumers are spending more and GDP growth of between three and four percent is 

anticipated for the remainder of the year. February saw the first rise in retail sales in three months. When consumers feel good, spending 

rises and the economy grows. 

Although it is anybody’s guess how the market will perform over the short term, we remain optimistic for our patient and long term 

investors.

If you would like to submit a planning question or subscribe to the company’s weekly newsletter, email office@taylorfinancialgroup.com.
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