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Life is better now. The weather is improving, 200 million U.S. 
citizens have had at least one vaccine dose, and the market has 
registered a surprisingly strong year-to-date gain. As we move 
farther away from the 2020 pandemic-led correction, investors 
have regained confidence. But confidence is not discipline, 
and investment decisions should be based on value and price, 
not sentiment. We aim to be disciplined, but often this is easier 
said than done.

Immediately following the -30% correction in early 2020, 
technology, health care, and other secular growth stocks 
shrugged off  the bad news and began a compelling rebound. 
But this left a very large inventory of  stocks in cyclical and 
economically sensitive sectors still in deep correction territory 
and looking for reasons to move higher. As we moved into the 
fall, those reasons filled in; success in vaccine development 
and deployment, a pickup in manufacturing, and slightly 
higher interest and inflation rates – to name a few. According-
ly, investors drove stock prices higher in these lagging “recov-
ery” names based on positive expectations, then higher still 
based on positive proof. The discount in value stocks was 
short-lived.

As we look forward for opportunities to generate positive 
returns for the remainder of  the year, we face a challenge: 
nothing seems cheap. The current S&P 500 10-year P/E ratio 
is 37.5, well above the modern-era average of  19.7. Other 
equity asset classes present similarly high valuations. Most 
bonds are trading above par values, resulting in low yields for 
new money. For those looking to real estate, discounts are very 
hard to find. So, what is the appropriate strategy in an 
over-valued environment, particularly when we know that 
trends always seem to last longer and go further than seem 
reasonable?  

In our view, step #1 is to largely ignore index valuations and 
continue with the asset allocation plan in place. Over the last 
five years there have been nine new market peaks, each one 
giving investors pause. But disciplined investors know that 

stocks represent the present value of  future earnings, and as 
the global economy expands, our attention should be 
forward. Remember that the stock market is indeed a 
discounting mechanism, so current P/E multiples based on 
trailing earnings are less influential than those based on 
future earnings – which are expected to move significantly 
higher. To put this in context, the trailing (12 months) P/E 
for Starbucks is 209, its expected forward P/E is 33. The 
trailing P/E for International Paper is 46, its expected 
forward P/E is 12.2. The trailing P/E for Broadcom 
(semi-conductors) is 53, its expected forward P/E is 16.  As 
you can see, if  the economy expands as expected, valuation 
becomes less of  a concern.   

Having said that, step #2 is to respect the fact that certain 
assets are priced for or beyond perfection at this time, and 
adjustments based on relative valuation may be in order. For 
example, we see relative value in industrial, basic material, 
and financial stocks.  We also see opportunity in the service 
side of  health care and consumer discretionary. To fund these 
placements, we continue to trim profits from highly appreci-
ated growth stocks and low yield fixed income holdings 
trading at a premium – aka a simple re-balance.  

Lastly, step #3 is to leave enough cash to be opportunistic 
when the market does reverse, as we expect it to do at any 
time. At these levels, patience is a virtue, and we will have the 
opportunity to take advantage of  lower prices soon. In 
consideration of  the many economic and social issues that 
are being addressed at this time, we are very optimistic about 
the future of  the global economy and the ability for the 
financial markets to generate healthy returns. But as always 
it is a grind, and we look forward to working through it 
with you.
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To Crypto or Not to Crypto

David Callahan

eMoney: The Safe-Deposit Box for the Digital Age

As a high school senior, my son Bo was assigned a project in 
his business class, for which everyone was given two weeks to 
create a business. Whoever made the most money would get 
an A and set the grading curve based on their profits. Nearing 
the deadline Bo went online, downloaded open - source crypto 
currency code, and created his own crypto currency – produc-
ing 2 million “BoCoins.” He then sold one BoCoin to a friend 
for a dollar, leaving 1,999,999 coins remaining. In his final 
paper and class presentation, using a last sale price of  $1 to 
value the units, his assertion was that he had made $1,999,999 
in the two-week period. He got an A for his presentation, 
which revealed his understanding of  market pricing, but his 
“profit” was disallowed as the teacher deemed he couldn’t buy 
anything with his BoCoin.

Is the current crypto craze simply $1,999,999 in fake profits as 
well, or is there a fundamentally sound investment thesis at 
work? This is now a two trillion-dollar question, according to 
Coinbase who reports the value of  4744 crypto currencies. 
This is not a typo, there are indeed over 4744 digital coins. In 
fact Coin Gecko tracks more than 6600 coins, but let’s stick 
with the 4744 number for now.  Bitcoin and Ethereum are 
familiar crypto names, but have you heard of  Binance Coin? 
Binance is the third largest crypto currency, yet I had not 
heard of  it until I sat down to write this article. Many of  these 
coins have special uses. There are coins that track the U.S. 
dollar, but most do not. There are coins which are meant to 
facilitate quick and efficient transfers, and others simply to 
accumulate. There are coins that work on Block Chain 
technology, and some that don’t. But like BoCoin, none of  
these coins represent any intrinsic value. None of  these have a 
revenue stream, and none make a profit. None of  the crypto 
currencies has the Seventh Fleet out there protecting trade 
routes and the global interests of  the U.S. And just like 

BoCoin, they are assigned a value based on the price of  the 
last trade.

If  none of  these 4744 coins has intrinsic value, why do they 
exist and what purpose do they serve? First, these coins offer 
anonymity; one can make purchases without exchanging too 
much information. Second, the block chain coins cannot be 
destroyed; block chain technology creates a ledger on which 
transactions cannot be modified. Third, some types of  coins 
offer scarcity; there will only ever be 21 million Bitcoins. 
Additionally, crypto coins are relatively easy to transfer and 
cost little to store. Crypto is widely described as digital gold, 
and I believe that description to be apt.

So why has RFG not placed a little Bitcoin in everyone’s 
portfolio?  Primarily, there is the issue of  government regula-
tion and participation. We do not know how government and 
banking entities may regulate cryptos in the future – any 
intervention will not be well received. We see that China has 
begun experimenting with digital currency which, if  adopted 
universally by central governments, would devalue private 
crypto currencies. Then there is the matter of  market risk. 
While Bitcoin and other crypto’s have delivered periods of  
surprising gains, they have also delivered periods of  stunning 
losses. We are not sure how to quantify these risks, so we tend 
to focus on equities and bonds. This is not to say that a crypto 
holding is inappropriate for everyone, and we can have a 
deeper discussion about this if  you would like. Of  course, you 
are always free to go online and create your own crypto coin. 
From a fundamental point of  view the coin you create will 
have the same basic attributes as Bitcoin, which is now worth 
over a trillion dollars. And who knows, maybe your teacher 
will give you an “A”.

Riverside Financial Group is pleased to announce that we are now offering free access to a well-regarded financial management client 
portal called E-Money, a robust web-based planning tool to help you monitor and manage your household finances. The main features 
and benefits of  this tool are the following: 

 • Centralizing financial data, via electronic importing from other financial institutions
 • Net worth statements 
 • Household budgets 
 • Income & expense tracking and analysis 
 • Portfolio tracking and analysis 
 • Digital vault for financial documents/passwords 
 • Financial planning modules for retirement funding, college funding, trust & estate planning, and 
  a variety of  other goals & objectives  

We are providing this resource as part of  an ongoing effort to make financial planning solutions more accessible. Like most fintech 
software tools, it takes a significant amount of  energy to build and maintain your dashboard, but we’re here to help. If  a web-based 
financial management portal appeals to you, we will work with you to make this robust tool come alive. 


