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The Power of Independent Thinking  
 
On January 3, 2017 CNBC published an article that fully grabbed my 
attention.  The title of this piece was:  
 

“Despite Trump Euphoria, Wall Street’s 2017 Forecast  
is the Most Bearish Annual Outlook in 12 Years” 

 
The article observed that the 
Wall Street consensus forecast 
for the S&P 500 coming into the 
New Year called for little more 
than a 5% return in 2017.  This 
prediction would take the index 
to approximately 2,362 and 
represented the smallest 
anticipated gain since the 2.8% 
forecast heading into 2005 
(source Bespoke). 
 
The individual S&P price 
targets from some of Wall 
Street’s most recognized names 
appeared in the article, along 
with the percentage gains 
achieving those targets would 
produce (source Bespoke).   
 
A few of these analysts expected some sort of rally in 2017 sparked by 
Donald Trump’s victory, or possibly by the anticipation of tax cuts.  
However, even those seeing a rally concluded that any advance would be 

short-lived and anticipated the equity 
markets would retreat by year’s end. 
 
Goldman Sachs analyst, David Kostin, 
said in a research note to clients, "S&P 
500 will rally to 2400 in 1Q 2017 
alongside enthusiasm over corporate 
tax cuts, but budget constraints will 
limit the magnitude of tax reform and 
fiscal spending and the index will fade 
to 2300 by year-end." 
 
Yet, by this point in time the 
Investment Policy Committee of our 
f i rm had a l ready  formed a 
constructive view of the new calendar 
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Attention Snowbirds! 

 

Clearwater Capital is traveling to 

Naples, FL in late February to 

present our Outlook 2018. 

Details for date and venue are 

currently being finalized. 

Stay tuned !!! 



year and identified meaningful opportunities we believed awaited 
investors.  In fact, we were about to release our own outlook for 2017 
that set forth very different conclusions about what to expect for the 
year. The CNBC article left us wondering: what were we missing? 
 
Our analysis pointed to rising corporate earnings and improving 
sentiment for both corporate executives and investors.  We thought 
consumer confidence was rising, along with sustainable gains in 
employment and rising wages.  We believed an increasingly self-
reinforcing shift in economic momentum had begun in early 2016 and we 
recognized the policies President-elect Trump had the potential to 
provide a nice tailwind for markets. 
 
Accordingly, we established our original target for the S&P 500 of 2,535 
in our Outlook 2017 report, published in January.  This number was 
higher than any other appearing in the article and significantly higher 
than the average forecast (2362).   
 
Our target was bold, but we did not see it as reckless.  On the contrary, 
we had great confidence that the real economic data was becoming 
more positive and gaining energy. 
 
In our Mid-Year Update we did something we had done only once 
before, we adjusted our full year target for equity prices.  From our 
vantage point recent economic data had only confirmed our convictions 
and frankly, our initial S&P 500 objective appeared too conservative.   
 
Specifically, we increased our target for the S&P 500 to 2,660. 
 
Some of the previously pessimistic Wall Street firms were also adjusting 
their expectations for the year at this time, however the average target 
at mid-year was just 2,425.  This number remained below our initial 
prediction, and far below our revised forecast.  Still, our convictions 
remained high and we again published a very different perspective of 
what was to come. 
 
On October 3rd the S&P 500 reached our original price target of 2,535 
and on December 4th the index achieved our revised forecast of 2,660 in 
intraday trading. 
 
Please know that I do not wish to be immodest about the accuracy of 
our forecasts this year.  I only wish to underscore how important it has 
been in 2017 to maintain a discipline favoring facts over feelings.  Two 

competing narratives have emerged for us to consider.  One is quite negative, and is focused on political discord, 
geopolitical tensions, and the many terrible things that could go wrong.  The other is rather positive, and is 
found in real economic data such as strong manufacturing, housing, employment, and retail sales.  
 
Our fears can be paralyzing, but the facts tell us the economy is growing.  The real GDP figure was recently 
revised up to a 3.3% annual growth rate for the third quarter, the fastest pace in three years.  If this estimate 
holds, it would mark three consecutive quarters of growth at 3% or higher (something that has not happened 
since 2004).   
 
Stronger growth is translating into stronger profits with corporate earnings rising 4.3% in the third quarter.  
Profits are now 5.4% higher than they were a year ago. 
 
Economic surprises continue to stack up with the Citi Economic Surprise Index hitting its highest levels since 2013 
just after Thanksgiving.  Much of our nation’s measurable economic data has come in much stronger than most 
pundits and analysts have believed possible.  Not surprisingly, the equity markets have soared to record highs, as 
we have expected in light of this fact pattern. 

Key Takeaways 
· · · 

 Wall Street consensus 
forecast for the S&P 500 
coming into the New Year 
averaged 2,362. 

 

 We believed an increasingly 
self-reinforcing shift in 
economic momentum had 
begun in early 2016 and  we 
recognized the policies 
President-elect Trump had 
the potential to provide a 
nice tailwind for markets. 

 

 Our original target for the 
S&P 500 of 2,535 was set 
forth in our Outlook 2017 
report.  In our Mid-Year 
Update we increased our 
target to 2,660.   

 

 On October 3rd the S&P 500 
reached our original price 
target of 2,535 and on 
December 4th the index 
achieved our  revised 
forecast of 2,660 in intraday 
trading. 

 

 While the pace of progress 
will likely moderate in the 
coming year, we continue to 
s e e  s o l i d  e c o n o m i c 
f u n d a m e n t a l s  a n d 
opportunity ahead. 



 
So, where do we go from here?  Our Outlook 2018 report will be released in January and we still have much work to 
do prior to finalizing specific targets for the year.  What I can say now is that the conditions that have brought us to 
this point are still largely in place.  While the pace of progress will likely moderate in the coming year, we continue 
to see solid economic fundamentals and opportunity ahead. 
 

This said, markets do occasionally correct, and even strong bull markets can experience sharp reversals.  We have 
gone a very long time without such discomfort and we can be certain we will eventually feel some pain.  This is 
simply the nature of the capital markets and is the price investors pay for long-term gains.  We are now nearing the 
longest period on record in which balanced investors have not suffered a 10% drawdown (see Exhibit 1).  It only seems 
prudent to recognize that we will encounter increased volatility in sometime 2018, as this secular bull market 
continues to work its way higher.   
 
Thank you for your sustained trust and confidence.  Happy holidays from your team at Clearwater Capital. 
 
John E. Chapman 
December 2017 
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