
Your Financial Life.
Integrated. Organized. Simplified.

Market 
Commentary
January 2018



Point of View
January 2018

2

Stock Market
 record highs
 driven by global expansion and earnings surge
 lower $USD 
 and cheap oil
 stocks are fully-, but not over-valued
 margins are likely sustainable
 Fed is still accommodative
 inflation is tame
 lack of irrational exuberance



Stock Market

S&P 500 Beginning-of-year Forecasts
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2840 mean forecast (+3.6% from 1/5/18 close)

Wall Street strategists’ 
beginning-of-year forecasts for 
year-end S&P 500.

2742

Legend:

End-of-year 
target for S&P 

500 Beginning-of-
year S&P 500

Source: Standard & Poor’s, data through January 5, 2018. Barron’s survey of 10 Wall Street strategists, December 11, 2017.



Stock Market
S&P 500 Internals – Still Positive
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Source: The Leuthold Group, with permission.

A period of distribution has preceded 11 of the last 12 bull market peaks, with only the mild 
1976-78 bear market not foreshadowed by any prior breakdown in NYSE daily breadth. The 
median length of these distributive phases has been 35 weeks, during which the S&P 500 
has earned a median total return of +9.4%. …

The irony is that—despite extremely high stock market valuations, tighter Fed policy, and a 
U.S. economy at full employment—the distribution phase under our definition has not 
even begun. The NYSE Daily Advance/Decline stood at a new cycle high yesterday, as did 
virtually every other measure of internal participation we’d look to for substantiation and 
reinforcement.

We find it difficult to believe that a bull market that’s lasted almost nine years will come to 
an end without first moving through at least a brief phase in which breadth and leadership 
narrow significantly. 



Stock Market
S&P 500 – Retail Demand Rising
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Source: CNBC website, December 8, 2017.

"The improvement in US 
economic data the last 3 months 
supports the ~7% rally on its own, 
suggesting positioning is not 
excessive and a tax cut is also not 
fully priced." 

"Historically, we believe that retail 
and foreign buyers are typically the 
marginal buyer during the last 
phases of a bull market.” 
– UBS strategist Keith Parker



Stock Market Arithmetic
Tax Bill’s effect on 2018 S&P 500 
Earnings
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$152 - $159

vs. $147.23 consensus 
estimate (previous slide) 
as of 1/5/18

The latest Thomson Reuters 
I/B/E/S consensus earnings 
forecasts for 2018 (previous 
slide) don’t include much of 
a bump for the tax bill.
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Fed policy
 on a path of steady hikes to 3% fed funds rate
 inflation has lagged Fed’s forecast
 the Fed manages the yield curve
 the Fed has created every recession since the 

1950s
 first rate hikes have signaled stock market lift-off
 the Great Unwinding: bond yields set to start rising



Federal Reserve Policy
Policy Normalization Means Guiding the Entire Yield Curve Higher
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January 5, 2017
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End of ECB’s QE and the 
Fed’s shrinking its portfolio 
of Treasury and mortgage 

securities.

“Projected 
appropriate 

policy path.”1

The Fed is 
allowing its 
bond portfolio 
to gradually run 
off; and the 
ECB is 
planning to 
taper its QE 
program. 
Those two 
actions will 
probably result 
in gradually 
higher bond 
yields such that 
the shape of 
the yield curve 
could remain 
sloped, as is 
presently the 
case, as the 
entire curve 
shifts higher.Source: U.S. Department of the Treasury.

1 Federal Reserve projections released December 13, 2017. 
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Bond Yields
 lowest yields in history
 yields don’t make sense fundamentally
 yields held down until the ECB’s QE taper



Bond Yields
All-time low Bond Yields
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Panic of 1873

Gold standard re-
established 1875

Panic of 1907

WWI 1914-1918Great Depression 1929-
1941

WWII 1941-1945

Korean War 1950-1953

Vietnam War 1962-1973

OPEC oil 
embargo 

and first oil …

Iranian revolution 
and second oil 

shock 1979

1982: 14.59%

Fed initiates QE
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Lowest long-
term interest 
rates in U.S. 
history.

Source: Online Data Robert Shiller. Data through December 2017.
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Inflation
 headline PCED +1.8%, +1.5% core
 headline CPI +2.2%, +1.7% core
 employment cost inflation rising
 productivity drives declining unit labor costs
 recent strong productivity drove unit labor costs 

negative 
 inflation expectations are gradually rising
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Economy
full-employment economy operating at full 
potential
Q2 +3.1%, Q3 +3.2% GDP growth compared to 
+2.1% post-recession average
+2.6% GDP growth forecast
surge in LEI, small business optimism index, 
recovery in business investment
healthy growth in personal income, real DPI, 
strong retail sales
strong household balance sheets, savings rate, 
FICO scores and record low household financial 
obligations ratio
record high PMIs, strong hiring, record high job 
openings, new low unemployment rate, record 
low weekly unemployment claims, strong vehicle 
sales, rising housing starts 
no inflation threat

Economy, Markets Rev Up
Consumer spending, 
home sales and
business investment
show rising optimism

BY JOSH MITCHELL AND NICK TIMIRAOS

“Not only do I think the economy’s in good 
shape today, I think the economic expansion is 
going to continue for some time,” New York Fed 
President William Dudley said in an interview with The Wall 
Street Journal Thursday.”

Fed on Watch, Dudley 
Says
BY NICK TIMIRAOS

“More broadly, Mr. Dudley said the economy is 
doing well and the prospects for the expansion 
continue to ‘look very, very good.’”

Source: The Wall Street Journal, December 1 & 2, 2017.



Optimism, Momentum
Europe is Booming
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Source: IHS Markit Ltd., January 4, 2018.



Optimism, Momentum
Global Economies are Booming
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Source: IHS Markit Ltd., January 4, 2018.



Economic Data
U.S. Index of leading Economic Indicators – Surge in 
2017
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The Conference Board Leading Economic Index® (LEI) components: 1) average weekly hours worked, manufacturing; 2) 
average weekly initial unemployment claims; 3) manufacturers’ new orders – consumer goods and materials; 4) ISM index of 
new orders; 5) manufacturers’ new orders, nondefense capital goods; 6) building permits – new private housing units; 7) stock 
prices, S&P 500; 8) Leading Credit Index™; 9) interest rate spread; 10-year Treasury less fed funds; 10) index of consumer 
expectations.,
Source: ©The Conference Board. Data through November, released December 21, 2017. 

“The U.S. LEI rose again 
in November, 
suggesting that solid 
economic growth will 
continue into the first 
half of 
2018. In recent months, 
unemployment 
insurance claims have 
returned to pre-
hurricane levels. In 
addition, improving 
financial indicators, new 
orders in manufacturing 
and historically high 
consumer sentiment 
have propelled the 
U.S. LEI even higher.” 

This chart shows how 
the LEI has definitively 
rolled over well in 
advance of the last two 
recessions.
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Jobs
 full-employment 
 new jobs will soon be limited
 good news in part-timers data
 record job openings
 declining participation rate due toy aging 
 strong relative U.S. job formation forecast long-term 
 strong real wage and income growth
 mean and median incomes bottomed
 myth: “… but we’re not creating good jobs”



Investment Strategy
2018 Forecasts
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Source: Barron’s, December 11, 2017.



Wall Street Forecasts: 2018
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Investment Strategy
Setting Expectations
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60/40 Asset Allocation

Stocks Bonds

++8% 
expected 
annual 
return

+2.3% 
expected 
annual 
return 60% X 8% =    4.8%

40% X 2.3% = .9%
5.7%

Fixed income 
returns can no 
longer boost 
portfolio total 
returns as they 
have over the last 
40 years.

Expect very 
modest fixed 
income returns 
going forward.

weighted expected return
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