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A Tale of Two Cities
The first quarter of 2018 can be placed into two distinctive camps. Market action in January was a continuation of
2017, with investors pricing in sharp upward revisions to 2018 profit estimates (Thomson Reuters). But the tide
shifted in February and March, with volatility replacing relative tranquility.
Did you know the S&P 500 Index snapped its longest streak without a back-to-back daily 0.5% decline at the end
of January? That’s right – 310 trading days without two consecutive pullbacks of at least 0.5%, according to the
research firm Bespoke Group. It was nearly double the prior streak.
The lack of volatility, which can create complacency, was nearly unprecedented. Yes, volatility sometimes leads
to uneasiness. I get it. We take various precautions to reduce risk, but the return required to reach your financial
goals requires some risk, or what might be called a calculated risk.
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Sources: U.S. Treasury, MarketWatch, St. Louis Federal Reserve, CNBC
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Figure 1 highlights the path of the broad-based S&P 500 Index since the bull market began. It has been a profitable
trend for a diversified investor, but one that has included five market corrections of at least 10%.
That 10% pullback from the record-closing peak on January 26 took just nine trading days, the shortest such peak
to 10% correction on record (LPL Research) – see Figure 1.

S&P 500 Index

Fig. 1

3,000

-10.2%

2,800
2,600
2,400
2,200
2,000
1,800

-12.4% -13.3%

1,600

-19.4%

1,400
1,200

-16.0%

-9.4%

1,000
800
600
3/9/2009
9/9/2010
3/9/2012
Data Source: St. Louis Federal Reserve Last Date: 3.29.18

9/9/2013

3/9/2015

9/9/2016

3/9/2018

The initial selloff was sparked by a rise in the yield on the 10-year Treasury bond. The drop was exacerbated by
investment products tied to market volatility. Without getting into all the minutia, too many speculators piled into a
trade that bet the lack of market volatility would continue.
When stocks swooned in early February, the unwinding of the “volatility trade” aggravated what likely would have
been a very modest decline. That trade eventually unwound, but we were treated to another round of instability
when President Donald Trump surprised investors by announcing steep tariffs on steel and aluminum imports –
tariffs designed to pry open foreign markets to U.S. goods.
Protectionism has always been a risk that could create instability, as Trump had campaigned on the issue. New
barriers to imports had been placed on the backburner in 2017. That has changed.
The reason for worries—steel and aluminum tariffs raise U.S. manufacturing costs, hinder new projects, and may
encourage some firms to move production offshore. Newly erected barriers can also spark a tit-for-tat trade war
as other countries retaliate against U.S. exports, slowing economic and profit growth.
It’s a scenario that creates heightened uncertainty and has added to the volatile daily market swings.

The Ebb and Flow of Risk
Stocks have a long-term upward bias that will be interrupted from time to time by various issues.
Early in the economic recovery, investors fretted about Greece, the expanding debt crisis in Europe, and the loss
of the USA’s triple-A credit rating by Standard & Poor’s. During late 2015 and early 2016, a slowdown in China’s
growth, an unexpected devaluation of China’s currency, and the collapse in oil prices threw investors a short-term
curveball.
Volatility reentered the investment landscape in February after an unusually quiet period in 2017. Table 1
highlights the daily percentage changes in the S&P 500 Index over various periods.
In the 13 months that ended in January, the daily percentage change in the S&P 500 (up or down) was just 0.31%.
That compares to a daily percentage change of 0.55% over the last five years.
Note the much larger average move in February and March. For comparison purposes, I’ve also included 2011,
when stocks last experienced an extended period of volatility.

Table 1: Tuning into Normal
S&P 500 Average +/- Daily Change
13 months ended Jan 31, 2018

0.31%

5 years ended Mar 29, 2018

0.55%

February - March 2018

1.11%

12 months ended Dec 30, 2011

1.05%

Source: St. Louis Federal Reserve
Note: These are average daily percentage changes in the Dow regardless of an up or down move

Final Thoughts
Volatility can be unnerving, but recent action illustrates it is not unusual. The economic fundamentals remain solid,
including economic growth, profit growth, still-low interest rates, and recent announcements of large stock
buybacks by various firms (Wall Street Journal).
Stock market corrections of at least 10% are inevitable. But the fundamentals have helped to cushion the decline.
As a note by LPL Research recently pointed out, “Corrections (10% or greater declines) are never fun, but they
also aren’t new territory for investors. Prior to the most recent example, we have experienced 36 corrections since
1980, and the S&P 500 fell by an average of 15.6% from peak to trough during these periods.
“Twelve months later, the index made up some ground, rising an average of 16.0% from the low, and after 24
months, the S&P 500 had climbed by an average of 28.0%, reinforcing the need for long-term investors to maintain
their diversified strategies.”
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The Dow Jones Industrials Average is an unmanaged index of 30 major companies which cannot be invested into directly. Past
performance does not guarantee future results.
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The NASDAQ Composite is an unmanaged index of companies which cannot be invested into directly. Past performance does not
guarantee future results.
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The S&P 500 Index is an unmanaged index of 500 larger companies which cannot be invested into directly. Past performance does not
guarantee future results.
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The FTSE Developed ex North America Index is an unmanaged index of large and mid-cap stocks providing coverage of developed
markets, excluding the US and Canada. It cannot be invested into directly. Past performance does not guarantee future results.
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New York Mercantile Exchange front-month contract; Prices can and do vary; past performance does not guarantee future results.
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London Bullion Market Association; gold fixing pricing; Prices can and do vary; past performance does not guarantee future results.

Securities, insurance and advisory services offered through SagePoint Financial, Inc., member FINRA/SIPC. Additional
insurance services offered through LEER Financial Wealth Management LLC, who is not affiliated with SagePoint Financial
Inc. or registered as a broker-dealer.
All items discussed in this report are for informational purposes only, are not advice of any kind, and are not intended as a
solicitation to buy, hold, or sell any securities. Nothing contained herein constitutes tax, legal, insurance, or investment advice.
Stocks and bonds and commodities are not FDIC insured and can fall in value, and any investment information, securities
and commodities mentioned in this report may not be suitable for everyone.
U.S. Treasury bonds and Treasury bills are guaranteed by the U.S. government and, if held to maturity, offer a fixed rate of
return and guaranteed principal value. U.S. government bonds are issued and guaranteed as to the timely payment of principal
and interest by the federal government. Treasury bills are certificates reflecting short-term (less than one year) obligations of
the U.S. government.
Past performance is not a guarantee of future performance. Different investments involve different degrees of risk, and there
can be no assurance that the future performance of any investment, security, commodity or investment strategy that is
referenced will be profitable or be suitable for your portfolio.
The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing
material is accurate or complete. The information contained in this report does not purport to be a complete description of
the securities, markets, or developments referred to in this material. Any information is not a complete summary or
statement of all available data necessary for making an investment decision and does not constitute a recommendation.
Before making any investments or making any type of investment decision, please consult with your financial advisor and
determine how a security may fit into your investment portfolio, how a decision may affect your financial position and how it
may impact your financial goals.
All opinions are subject to change without notice in response to changing market and/or economic conditions.
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We would be honored if you would
Add a name to our mailing list,
Have someone come in for a complimentary financial checkup.
Please call Chris Hartrich or Eric Rechtin at (314) 394-2354 and we will be happy to assist you!

