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A Time For Perspective 

If you can keep your head when all about you are losing theirs . . . yours 
is the earth and everything that’s in it.”      Rudyard Kipling 

After soaring 7.5% in the first 18 trading days of the year, the equity market 
reversed course, resulting in a year-to-date decline of nearly 2% (excluding 
dividends) at the end of the first quarter.  The S&P 500 just posted its first 
quarterly loss since the third quarter of 2015.  This loss also breaks its 
longest positive streak for any first quarter period in its history:  the index 
has not ended the quarter in the red since 2009. 

While February's pullback was set off by rising inflation and rate concerns, 
the volatility we saw in March was the result of technology sector and trade 
worries.  The recent spike in volatility has been profound.  In the first 
quarter of 2018 there have been more trading days in which equity markets 
have moved by 1%, or more, than in all of 2017 (Credit Suisse). 

Just as the interest rate and inflation fears have eased in recent weeks, we 
believe these latest fears regarding the tech sector and international trade 
will eventually fade, setting the market up for a rebound later this year. 

When it comes to seasonality, the month of April has historically been a good 
one for equity markets.  Over the last 100 years, it has been the 3rd 
strongest month for the Dow with an average change of 1.30% and positive 
returns 61% of the time.  Over the last 50 years, April has been the strongest 
month for the Dow with an average gain of 2.04%.  And over the last 20 
years, April has been the second strongest month (behind October) with an 
average gain of 2.39%.  
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Unfortunately, the first trading day of April suggested a more bearish 
picture with its worst monthly start dating back to 1932.  The S&P 500 
has now closed below its 200 day moving average (DMA) and marked an 
end to a 442 day streak of trading above this technical level of support.   
For traders that use technical indicators to make their investment 
decisions, the break of the 200-day moving average is certainly a 
negative signal. 

While the S&P has typically seen some negative action in the week after 
these “above 200-DMA” streaks have come to an end, it is worth noting 
that the index actually gained more than 10% in the following three 
months about 75% of the time (Bespoke). 

We believe that investors have become particularly short-term focused 
over the past eight weeks and are missing the bigger picture.  The 
economy shows few signs of slowing down materially and corporate 
earnings in 2018 are likely to be very strong.    

Consensus expectations are for a 19.0% increase in EPS in this year.  
While a portion of this upside stems from tax changes, the majority 
results from robust operations.  Going back to 1991 there have been 11 
times that the S&P 500 earnings were up double digits and equity 
markets saw gains over the entire year every single time. 

Given the market's recent pullback and surging profits, the S&P 500 has 
become substantially less expensive, with a forward price earnings ratio 
(P/E) of 16.3x today versus 18.6x in late January. 

Central to our economic thesis for 2018 is the anticipated impact of corporate tax reform and the positive 
economic boost we believe better tax policy will produce.  In fact, consensus economic growth expectations 
among economists have increased substantially since the new tax code was signed into law late last year, as 
shown in the graphic above.  Still, we believe this consensus view continues to underestimate the anticipated 
pick-up in growth in 2018, and we maintain our forecast for a 3% growth rate to develop later this year — with a 
4% quarter entirely possible.    

We have an important labor market report coming on Friday, with 185,000 expected job gains.  Last month there 
was a rise in the labor force participation rate that kept the unemployment rate from falling.  We shall see if 
that participation rate trends back down, and if it does, we might see unemployment rate drop below the 
consensus 4%, with 3.9% a possibility.  Any further tightening in the labor market will likely argue for four Fed 
rate hikes this year, and would increase the odds that the 10-year Treasury could rise to 3.25% as we discussed in 
our original Outlook 2018 report. 
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Many market pundits continue to argue that the current economic expansion has been one of the longest on record 
and must be nearing an end.  While the first part of this observation is certainly true, we do not agree with the 
conclusion that the expansion is nearing an end.  It should be noted that this recovery has also been the slowest on 
record, and we believe it has plenty of room to run. 

Stock market behavior can be unpredictable and unsettling over the short-run.  Over the longer term, economic and 
business fundamentals are what drive markets up or down.  It is important to note that the positive fundamentals that 
produced strong gains in 2017 are largely still in place.  In fact, some of these positive factors have strengthened and 
business optimism remains at its highest level since 1983, as measured by the NIFB small business index.  Accordingly, 
we remain confident in our 2018 target of 3,115 for the S&P 500. 

Thank you for your continued trust and confidence. 

John E. Chapman 
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PS.  Be sure to register for this year’s Strategy Symposium.  Information and registration details can be found here: 

Clearwater Capital’s 2018 Strategy Symposium 

www.ccpwealth.com (847) 841-8650

Investment Advice offered through Clearwater Capital Partners a Registered Investment Advisor. 
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