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A Winning Streak for the Record Books  

Just one month ago I commented in the October Private Client Letter on 
how September had turned out to be a decent month for investors.  This was 
a particularly welcomed development as the month of September has 
historically proven to be a tough month for stocks.   

Stocks continued to advance in October and we now have the longest 
monthly total return win streak going back to 1950.  That's right, the S&P 500 
has been higher an incredible 12 consecutive months on a total return basis, 
and this current streak now tops the 11 month runs in 1954 and 1959. 

On Wednesday, November 1st, the Dow Jones Industrial Average (DJIA) 
traded above our revised full year target of 23,500 as published in 
Clearwater Capital’s Outlook 2017 – Mid Year Update (published in July 
2017).  We are now about 3% away from reaching our final 2017 target for 
equities which stands at 2,660 on the S&P 500.  

While the S&P 500 is up 23% over the past 12 months, which is a lot, it is by 
no means extreme.  In fact, going back to 1950, this would rank in the top 
76% for all 12-month returns.   

Despite the fact that equity prices have enjoyed a solid move higher, the 
past 12 months have not represented what we'd classify as an excessive rally.  
On the contrary, we have seen equity prices advance in a slow and steady 
fashion.   

It is important to remember that equity markets normally do not peak when 
things are calm, we tend to see a spike in volatility and drama as markets 
near ultimate market peaks.   

All throughout 2017, there have been any number of well-reasoned 
arguments about why the market should pull back.  Whether it was the 
“chaos” in Washington, “likely” war with North Korea, a run of weak 
economic data, a potentially more hawkish fed, excessive valuations, being 
“overdue” for a pullback, weak seasonal patterns, or something else, the 
reasoning behind the cautious arguments has consistently sounded good - in 
theory. 

Along the way, every one of these arguments have been shattered, and on 
Friday, October 27th, the S&P 500 saw its 50th record closing high of the 
year, which is already tied for the 5th most of any year ever.  The index is on 
pace for 61 record closings on the year, which would be the third most ever. 
We expect many new record levels will be achieved over the remainder of 
the year and in 2018. 
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We would observe that strong trends have the tendency to persist 
longer than many believe possible.  In this instance, our view is that 
strength begets strength.  
 
Unexpected events can, and sometimes do, come out of the blue to 
derail even the strongest trends.  However, barring a major unforeseen 
event, in prior years where the S&P 500 has seen strong performance 
similar to 2017, those years also tend to end on a strong note.   
 
There have been fourteen years since 1928 where the S&P 500 was up 
more than 1% in both September and October and was also up more 
than 10% YTD as of Halloween.  In those fourteen years, the S&P 500 
saw an average gain in November of 3.1% (median: 2.5%) with positive 
returns 71% of the time.  That’s more than three times the average gain 
of 0.67% (median: 0.90%) for all Novembers since 1928. 
 
For the remainder of the year, the S&P 500’s returns are even better.  
Of the fourteen prior years shown, the S&P 500 saw an average gain of 
5.6% (median: 5.1%) in the last two months of the year with gains in all 
but two years.  For all years since 1928, the S&P 500’s average gain 
from 10/31 through year-end has been 2.1% (median: 3.1%) with 
positive returns just over two-thirds of the time (Bespoke). 
 
Economic fundamentals have been at the core of our outlook for the 
year and the U.S. economy is again outpacing expectations.  The 
Citigroup U.S. Economic Surprise Index, a widely-used tool used to 
gauge how economic data matches up to expectations, has risen to its 
highest level since April in recent weeks.   
 
After dipping into negative territory for most of the summer, a number 
of better-than-expected readings on the economy (from third-quarter 
gross-domestic product to manufacturing activity) helped push the 
Economic Surprise Index to positive readings in October. 
 

To date, just over half of the companies in the S&P 500 have reported 
actual results for Q3 2017.  In terms of earnings, nearly three out of 
every four companies are reporting actual earnings above estimates 
compared to the 5-year average.   
 

In aggregate, companies are reporting earnings that are almost 5% above estimates, which is also above the 5-
year average.  In terms of sales, about two out of every three companies are reporting actual sales above 
estimates compared to the 5-year average. 
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Accelerating economic activity drives corporate earnings higher.  Strong earnings, in turn, propel equity markets 
higher.  Not surprisingly, these factors come together to drive consumer optimism.   
 
According to the Conference Board, the U.S. Consumer Confidence Index rose to 125.9 in October – its highest level in 
almost 17 years.  This index takes into account Americans' views of current economic conditions and their 
expectations for the next six months. 

 
Potential policy changes in the U.S. continue to 
garner attention, as Republicans in Congress 
work toward tax reform with an aggressive goal 
of getting a package on the president’s desk by 
the end of the year.  
 
Although success is far from assured, progress 
has been made toward securing a 2018 budget 
resolution in the House and Senate in order to 
pave the way for tax reform via the 
reconciliation process, which enables passage 
with only 50 votes in the Senate, rather than 60. 
 
Several factors increase the odds of a successful 
tax deal.  Republicans are seeking a signature 

win after unsuccessful attempts at healthcare reform, and there is general agreement across the party that tax 
reform is needed.  In addition, there are a large number of elements of the tax code that present negotiation 
opportunities to secure the toughest votes.  Markets have exhibited sensitivity to tax reform’s prospects, so we will 
be watching progress closely. 
 
At some point, even this bull market will tire, but as long as the internals keep holding up, the uptrend remains 
intact.  Better-than-expected economic data should continue to support steady growth in corporate earnings that will 
keep the stock rally afloat through the end of year, and into 2018.  Until this scenario begins to shift, we believe it 
wise to maintain a pro-growth orientation in our portfolio strategies.  
 
Thank you for your continued trust and confidence. 
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