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In summarizing 2017, the main story was not only the great returns, but the 
historical  lack of  volatility.  2017 was one of  the least  volatile  years in the 
history of the S&P 500. In stark contrast, 2018 saw the return of volatility to 
the markets. The year saw the market get off to a roaring start in January, 
followed by a precipitous fall in February. The market then slowly gained 
strength through the summer months peaking in late September, up nearly 
ten percent for the year. Everything seemed to be going smoothly, but fears 
of the economy slowing, Fed tightening and trade tensions between the US 
and China eventually caused the market to come crashing down wiping out 
the gains and falling close to 20% from the market highs. 

As we head into 2019, two main questions remain for investors: Are we in a 
bear market and does that mean a recession is  looming? It’s  important to 
remember that bear markets and recessions are not the same thing. A bear 
market means that the market has fallen 20 percent or more from its highs. 
The bull market that started in 2009, has had many instances of double digit 
declines but until recently had not declined 20% from its highs. (Of the major 
markets,  the Nasdaq did recently decline 20%, but the S&P 500 and Dow 
managed to stay just below the 20% threshold). 

Market Review 2018
By Keith Burbank

A recession is an economic event. The 
economy  is  considered  to  be  in  a 
recession when it  has two consecutive 
quarters  of  negative  growth.  The 
economy is expected to slow this year. 
After growing around 3% in 2018, the 
economy is  expected to  grow 2.3% in 
2019.  The  tax  cut  act  implemented  at 
the  beginning  of  2018  had  an  initial 
boost  to  the  economy,  but  with 
unemployment extremely low and the 
Fed continuing to tighten rates, growth 
will continue to slow ever so slightly in 
2019. Corporate earnings which grew at an average rate of 20% in 2018, are expected to grow at a much slower rate of 
5-7% in the coming year as the immediate impact of tax cuts has now been fully factored into operations. The risk of 
recession may be higher due to tightening monetary conditions, but does not seem to be imminent based on current 
data. 

So why the big selloff?

Markets tend to be forward looking. Although the economy is still expected to see positive growth, the uncertainty of 
corporate  earnings,  Fed hikes and trade tariffs,  was enough to make the markets  nervous about  valuations.  The 
immediate impact of corporate tax cuts in 2018 was an increase of earnings growth for the S&P 500 to over 20%, and 
valuations increased as the market P/E (price earnings ratio) reached 19.5. With the recent market selloff, the market 
P/E was at 13.9, below the long-term average of 15. Even if earnings growth comes in at the lower end of expectations,
5%, the market seems to be very fairly valued at this point. Where does the market go from here? - Continued on pg. 2



First  it  needs  to  find  a  bottom. 
Typically  bottoms  form  once  the 
market  stops  going  down  on  bad 
news. We may or may not be there at 
this point, but as long-term investors, 
we have to  look past  the  noise  and 
panic and consider the value versus 
risk  proposition  of  the  market.  The 
market  is  valued  at  14x  earnings, 
earnings  are  expected  to  grow 
between 5-7%, and although the Fed 
is expected to raise rates at least two 
times in 2019, it has also signaled that 
if  need  be  and  economic  data 
warrants  it  will  step  aside.  All  that 
together  seems  to  signal  that  as 
investors  we  are  getting  fairly 
compensated for the present risk and 
we  will  continue  to  focus  on  our 
long-term  investment  goals  and 
manage  the  risk  according  to  our 
investment objectives. 
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Fear and Greed
By James G. Steproe, J.D.

Happy New Year!

One of the advantages, or perhaps disadvantages, of our modern world is 
that current stock market values are generally very available. In addition to 
appearing on our computers,  they are available on cell  phone apps and 
television channels such as Fox Business News and CNBC. 

For the past 25 years I have watched the stock market go up and down. I 
did this  mostly  with complete  serenity.  As I  have warned on occasion, 
however, “If you allow fear to drive your investment decisions, your fear 
will make you poor”. Additionally, down markets can make great buying 
opportunities. 

Over the years, I have discussed this repeatedly with clients, friends, acquaintances and even with strangers if they 
were willing to listen. For instance, during the financial crisis of 2008 - 2009, just when the stock market was reaching 
the bottom of that drastic downturn, I was standing in line at a Target department store. Within earshot, the store 
manager and assistant manager were having a conversations about their 401k’s. One said to the other, “I can’t take 
this anymore; I am pulling all of my money out of the stock market”. Unsolicited, I chimed in that “You ladies seem 
far too young to be thinking like this. (I try never to miss an opportunity to accuse a woman of appearing to be 
young). Indeed, this could be the biggest financial mistake you will ever make; buying high and selling low is the 
expressway to financial failure”.

Unfortunately, too many people will watch the market and then decide to buy in usually somewhere close to the top. 
When the market turns down, these very same folks will become disenchanted and decide to sell out when the market 
is close to its bottom. This is precisely the wrong way to invest. These individuals would have been better off keeping 
their money in fixed income vehicles such as savings accounts, certificates of deposit, or bonds. Perhaps even in a 
fishing tackle box buried behind the barn (not recommended!). 

Clearly, non-equity investments were earning virtually nothing until recently. Now they are earning next to nothing 
(the fishing tackle box is still earning nothing). This is one of the reasons why many people are invested in portfolios 
heavily weighted towards equities, which is perfectly fine if they keep the long-term focus in mind. I mention long-
term because volatility and roller coaster movements describe short-term trends. The market is meant for long-term 
assets and, therefore, most investors shouldn’t be concerned with short-term market swings. Most of us however, are 
somewhat emotional about our hard earned money. 

Prominent among these emotions are fear and greed;  both of  which govern our thoughts as they pertain to our 
investments. In a perfect world we all want maximum return (greed) with minimum risk (fear). The axiom of risk/
return, however, tells us that the greater return the more risk we must accept. Without proper professional guidance 
and assistance,  we are at  the complete  mercy of  our emotions particularly during volatile  times such as  we are 
currently experiencing. 

I feel genuine pity for those managing their own portfolios watching as the Dow Jones Industrial Average drops 300, 
400, 500 points day after day, and then suddenly rises like a missile only to drop again. If you recall John Lithgow’s 
facial expressions in the 1980’s movie classic The Twilight Zone you will have some idea of what these poor souls must 
look like watching their life savings yoyo up and down. Fear is important when fleeing the jaws of a Saber-Toothed 
Tiger; it is not a useful investment tool. Fortunately, with training and experience, a professional advisor can help you 
rally your fortitude and you may wind up feeling more like Julie Andrews in Mary Poppins than John Lithgow.


