
From a Year-End Thumping to The Best January in Years 
 
As calendar year 2018 came to a close, fear had taken a firm grip on 
investors amid a stunning market correction.  While the S&P 500 stock index 
technically avoided an official bear market, such technicalities provided 
little comfort as equity prices dropped precipitously.  
 
As volatility spiked, we focused on economic fundamentals to gain 
perspective on the sell-off.  In a mid-December update we observed: 
 

Industrial production jumped 0.6% in November; double the 
consensus for a 0.3% gain.    The ISM Manufacturing Index Rose to 
59.3 in November and the average monthly reading for all of 2018 
will likely be the highest since 1983.  The ISM Non-Manufacturing 
Index surged to 60.7 in November, hitting the second highest 
reading (behind this past September) in more than a decade.   
 
At this point in time, we believe the recent volatility is more of a 
market event – driven by market psychology and emotion.  While 
some fear that the economy is slowing, we do not yet see evidence 
of this in the data.  Accordingly, we are putting facts over 
feelings.  We focus on fundamentals and we are holding our 
emotions in check as this correction plays out. 
 

Once again solid fundamentals produced better than expected corporate 
earnings with companies in the S&P 500 reporting a 12% jump in fourth-
quarter earnings from a year earlier (FactSet).  Although that clip is 
expected to fall this year, small-cap companies are still projected to post 
double-digit profit gains throughout 2019. 
 
The Dow Jones Industrial Average and the S&P 500 both closed January with 
their biggest monthly gains since October 2015.  The blue-chip index’s 7.2% 
rise was its best January performance since 1989, while the S&P’s 7.9% 
advance marked its best start to the year since 1987.  Banks and smaller 
companies propelled stocks to their best January in 30 years, a sign that 
investors are favoring sectors tied to the U.S. economy. 
 
Then came the January Non-Farm Payroll (NFP) report which blew away 
expectations of 165,000 new jobs with the creation of 304,000 jobs.  This 
ranks as the biggest beat relative to expectations since June 2009 and comes 
on the heels of last month’s report which also was one of the biggest beats 
relative to expectations since at least 1998.  
 
Our friend, Brian Wesbury, observed:   “If this is how the economy does 
when the government is shut, maybe we should have kept it shut longer.”  
One of the best details in January report was a 497,000 increase in the labor 
force (people who are either working or looking for work).  The labor force 
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has increased by 213,000 per month in the past year and the participation 
rate is now 63.2%, the highest since 2013, showing strength in the economy 
offsetting the effects of an aging population.   Total cash wages are up 5.7% 
in the past year, easily surpassing inflation and more than enough to keep 
consumer spending growing.     
 
Strong profits and decent economic data have helped to put the market 
on much firmer ground.  Looking back at the sharp correction late last 
year, our view that the sell-off was little more than a market event 
appears validated. 
 
Another big reason for the improvement over the past month has been a 
somewhat more dovish Federal Reserve (Fed) that reports that it no longer 
expects to raise rates twice this year.  Fed chair, Jerome Powell, has 
promised to monitor data and wait for a reason to tighten, such as rising 
inflation.   
 
Headline CPI fell 0.1% in December after the decline in oil prices brought the 
energy component down 3.5% month over month.  Core CPI remained stable, 
rising 2.2% in 2018.  Headline PCE, the Fed's preferred inflation measure, fell 
to 1.8% in November and core PCE fell to 1.9%, the first time since February 
that both numbers are below 2%.  Overall, inflation continues to be stable 
and should remain near or slightly below 2% in 2019. 
 
Reducing the Fed's balance sheet has changed from being on "autopilot" to 
now a more flexible approach.  Following the most recent FOMC meeting, 
the Fed published a statement regarding balance sheet normalization and 
stated that they are prepared to adjust the normalization policy in light of 
economic developments,  This is a very reassuring sign for future market 
liquidity conditions.   
 
The manufacturing sector continues to be a bright spot for the U.S. economy 
with manufacturing activity surprising to the upside again in January.   The 
best news from the January report came from the two most forward-looking 
indices, new orders and production, which both posted large gains.  Fourteen 
of eighteen industries reported growth and the details of the report paint a 
positive picture for the months ahead. 

 
One area of concern last year was housing.  After a steady downward trend since March and an all-around 
disappointing report in October, new home sales surged 16.9% in November.  This marked the largest monthly 
percentage gain since 1992 and brought November's sales pace back in line with the Q1 average; effectively 
erasing the decrease in housing activity earlier in the year.   
 
The most recent economic data supports our constructive expectations for 2019.   We continue to see very strong 
trends in the economy with no signs of recession.  After a sharp selloff in the fourth quarter of 2018, U.S. 
valuations appear quite reasonable (17x trailing, 16x 2019 for S&P 500).   Given that interest rates remain very 
low by historical standards, we believe the U.S. equity markets will produce returns of 10% to 20% in 2019. 
 
Still, certain risks remain.  Most prominent among these risks are the ongoing trade negotiations between the 
U.S. and China.  While both sides have a strong interest in coming to an agreement, it is unlikely that a deal will 
fundamentally change the trajectory of either economy.  We expect that enough progress will have been made to 
extend to the March 1st deadline for the imposition of higher U.S. tariffs on Chinese goods and this would likely 
be positive for equity markets.  
 
We will continue to monitor all developments closely.  Thank for your continued confidence. 
             
John E. Chapman 
February 2019 
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earnings with companies 
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quarter earnings from a 
year earlier (FactSet).   

 

 The Dow Jones Industrial 
average had its best 
January performance since 
1989, while The S&P 500 
marked its best start to 
the year since 1987.   

 

 The January Non-Farm 
Payroll (NFP) report which 
blew away expectations 
with the creation of 
304,000 new jobs. 

 

 The manufacturing sector 
continues to be a bright 
spot for the U.S. economy.  

 

 Strong profits and decent 
economic data have 
helped to put the market 
on much firmer ground.   



IMPORTANT DISCLOSURES 
THIS COMMENTARY HAS BEEN PREPARED BY CLEARWATER CAPITAL PARTNERS. THE OPINIONS VOICED IN THIS MATERIAL ARE FOR GENERAL INFORMATION ONLY AND ARE NOT INTENDED TO PROVIDE OR BE CONSTRUED AS PROVIDING SPECIFIC INVESTMENT ADVICE OR RECOMMENDATIONS FOR ANY 

INDIVIDUAL.  

ALL ECONOMIC DATA IS DERIVED FROM PUBLIC SOURCES BELIEVED TO BE RELIABLE. TO DETERMINE WHICH INVESTMENTS MAY BE APPROPRIATE FOR YOU, PLEASE CONSULT WITH US PRIOR TO INVESTING. INVESTING INVOLVES RISK WHICH MAY INCLUDE LOSS OF PRINCIPAL. 

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of February 2019 and may change as subsequent 

conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by Clearwater Capital Partners to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy.  

Past performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader. Investment involves risks. International investing involves additional risks, including risks 

related to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility due to adverse political, economic or other developments.  Index performance is shown for illustrative purposes only. You cannot invest directly in an index. S&P 500 is a 

registered trademark of Standard & Poor’s Financial Services , a division of S&P Global (“S&P”) All Russell US Indexes are subsets of the Russell 3000® Index, which includes the well-known large cap Russell 1000® Index and small cap Russell 2000® Index. DOW JONES, DJ, DJIA and DOW JONES 

INDUSTRIAL AVERAGE are registered trademarks of Dow Jones Trademark Holdings  (“Dow Jones”).  

The two main risks related to fixed-income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will not be able to make principal and 

interest payments. 
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