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Perhaps surprisingly, the highest stock market 

returns are typically not achieved when 

company earnings growth rates are at their 

peak.  Rather, the market has recorded its 

highest returns when companies report 

moderate EPS growth AND stocks enjoy Price to 

Earnings (P/E) expansion.  This is exactly the 

scenario in which we find ourselves today as we 

witness moderate EPS growth, coupled with 

significant P/E expansion.  Returns tend to be 

stronger in years in which estimated EPS 

growth is lower, because strong EPS growth is 

usually accompanied by high inflation, rising 

commodity prices, and a tightening Federal 

Reserve  – none of which supports P/E 

expansion.  Today, the market is also aided by 

benign inflation and falling commodity prices. 

Source:  Dealogic; WSJ 
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Market Return Contributors Since 1985 

Global merger activity has reached historic 

levels this year.  At roughly $3.1 trillion, the 

current dollar volume of announced deals is 

higher than in any full year since 2007.  In the 

U.S., transactions have already exceeded 

previous full-year levels.  Dealmakers point to a 

number of factors for the pick-up in M&A 

activity: 1) easy-money policy from the Federal 

Reserve and other global central banks has 

driven credit costs down and stock prices up; 2) 

high stock prices have given company 

executives the confidence and currency to make 

bold acquisitions; 3) takeover deals are seen as 

particularly attractive now because they can 

lead to vast cost savings amid lackluster 

economic activity.  While several of the present 

financial ingredients may have been in place for 

a few years, corporate executives are finally 

capitalizing on them opportunistically.  

Merger Activity 
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Spotify, the largest music streaming service, 

and Taylor Swift, the best-selling pop artist in 

2014, are embroiled in a battle that may 

reshape the music industry.  Spotify offers 

unlimited streaming of millions of songs for a 

$10/month subscription fee.  In turn, Spotify 

pays a royalty equal to $0.006 to $0.0084 per 

stream back to the artist, resulting in payouts 

of ~$500 million in 2013 (across all genres and 

artists).  While an improvement over piracy, this 

sharing arrangement still disadvantages the 

artists.  Their revenue model shifts toward 

income generation through live shows and 

tours in light of the dramatic reduction in 

proceeds received from album sales.  With the 

release of her new album, „1989‟, Swift pulled 

her entire back catalog off Spotify, denying 

Spotify (and its patrons) the opportunity to 

participate in her success.  The debate over 

music delivery continues as other artists have 

followed Swift‟s lead.   

Range of Returns for Stocks, Bonds, and Blended Portfolios  

Investors are often taught – and, therefore, 

expect - that the stock market should generate 

returns of approximately 10% per year, while 

bonds should return half of that (5%) annually.  

The problem with these expectations is that 

these averages rarely reflect what happens in 

any given year.  The market is more likely to 

deliver this level of returns over a longer 

timeframe. The longer your holding period, the 

more predictable and typical your annualized 

returns become.  Over a one-year period of 

time,  stock returns may be as high as +51%, or 

as low as -37%.  If you extend the holding 

period to 20 years, the range of stock returns 

shrinks to +6% to +18% on an annualized 

basis, and the average is 11.1% - very close to 

the 10% average investors are taught.  

Variability of returns across every time period is 

reduced when multiple asset classes are 

utilized, such as a 50/50 portfolio of stocks and 

bonds.   

Top Album Sales in Debut Week Since 1991 
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour 

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com. 

 

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA‟s current written disclosure statement discussing HCA‟s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client‟s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA‟s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results.  CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you 

that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be 

used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) 

promoting, marketing, or recommending to another party any transaction, arrangement, or other matter.  Rankings and/or recognition by 

unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee that he/she will experience a 

certain level of results if HCA is engaged, or continues to be engaged, to provide investment advisory services, nor should it be construed as a 

current or past endorsement of HCA by any of its clients. Rankings published by magazines, and others, generally base their selections exclusively 

on information prepared and/or submitted by the recognized adviser. 

http://www.harbourcapitaladvisors.com/

