
The first quarter of 2018 is now in the history books. What will be remembered? What can we learn from this quarter? And what may
lay ahead for the markets through the rest of this year?

After posting the best January in 21 years, the S&P 500 gave back all of its gains to finish the quarter down 1.22% (see price chart below). 
This is the first negative quarter since Q3 2015. First quarter of 2018 also saw the S&P 500 end of the longest streak without a 3% 
correction and the second longest streak without a 5% correction.

1st Quarter 2018 Review

2 0 18  M A R K E T  C O M M E N TA R Y   I   A P R I L  2 0 18

First Quarter Highlights

• Even though the S&P 500 only lost 1.22% during the quarter, 
 it sustained its first 10% intra-year decline since Brexit.

• The VIX (the volatility index) hit its highest levels since 
 August 2015, spiking to 50.30, well above the historical 
 average of 21. Most of February and March saw the VIX 
 hovering around its historical average, up from less than 9 
 at the beginning of January.

• The 10-year treasury’s yield popped to its highest level 
 since January 2014, moving from 2.41% to 2.74%, causing 
 the Barclays Capital Long-Term Bond Total Return Index to 
 drop by 3.29%.

• The dollar continued its weakness, dropping 2.39% in value 
 to major foreign currencies.

• Commodities were the top performing asset class, up 2.37%, 
 with gold helping this performance with its 1.23% 
 performance during the quarter.

• Even though the S&P 500 was negative for the quarter, it 
 outperformed the developed international markets, with
 the MSCI EAFE Index posting a 4.28% loss.

• Emerging markets were able to eke out a slight gain, up 
 0.72% for the quarter, but sustained significant losses in 
 February and March.

• Only two of the eleven sectors in the S&P 500 had positive 
 performance. Technology stocks were up 3.20%, while 
 Consumer Discretionary stocks were up 2.76%.

• The worst performing sectors of the S&P 500 were Telecom, 
 Consumer Staples, and Energy. They were down 8.69%, 
 7.77%, and 6.58% respectively.
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S&P 500 Index
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Why Did The Markets Drop?
The recent drops in the stock market have been completely sentiment driven. According to Ned Davis Research, bullish sentiment 
readings reached a multi-decade high in January (lower box of the graph below). January’s sell off was blamed for higher than 
expected wage increase (I’ll explain later why this is good, not bad), which then caused people to worry about inflation, and 
additional fed action.

The S&P 500 found its low on February 9th and spent the next few weeks fighting its way back to within a few percentage points
of January’s previous highs. Then all the talk of trade wars sent the market back down in a tailspin, as the U.S. and China both
threatened to escalate tariffs on each other.
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• The S&P 500 experienced record earnings for 4th 
 quarter 2017.

• Consensus analyst estimates indicate that earnings for
 the next four consecutive quarters are going to be
 even better.

• S&P 500 companies are experiencing record
 profit margins.

• As a result, 30% of S&P 500 company’s current assets 
 are held as cash or cash equivalents.

• This has allowed S&P 500 companies to payout record 
 dividends and be near record highs for share buy backs. 

• Merger and acquisition activity is near all-time highs.

• Most valuation matrixes indicate that the S&P 500 
 is properly valued at our current levels.

• The U.S. economy grew above average in fourth 
 quarter of 2017, revised up to 2.9%. This is well above 
 the 2.2% average economic growth we have 
 experienced since the great recession.

• Europe is experiencing an economic resurgence and 
 much of Asia is seeing the same. According to the 
 International Monetary Fund, global growth is expected 
 to grow 3.9% during 2018, up from 3.7% in 2017. 

• Weekly unemployment claims fell to their lowest point 
 since December 1969, with total unemployment at 4.1%.

• Wage growth ticked up to 2.5% year over year growth, 
 up from its lows in 2013 but well below the 50 year 
 average of 4.2%.

• Inflation is well under control, with February’s Core CPI 
 rates at 1.86%. 

• While it is estimated that the Federal Reserve will raise 
 rates two more times this year, it would still put Fed 
 Fund Rates at historically low levels.

• Trump’s tax reform at could increase economic growth 
 between 0.2% and 0.7% by our estimates.

• The increase in government spending is also a stimulus 
 to our economy.

• We are only four years into a “secular” bull market. The 
 historical average is 14 years, with the shortest being 
 9 years.

• Pullbacks in the market are normal. Since 1980, the 
 average intra-year decline was 13.8%. Despite these 
 types of pullbacks, the S&P 500 still produced an 11% 
 average annualized return.

• We do not expect the rhetoric necessary to negotiate 
 new trade agreements to turn into a trade war. The
 United States is simply posturing prior to the
 negotiating process.

PGFG Is Still Bullish About The Stock Market
It is very understandable that the average investor’s confidence was rattled over the past few months. The markets have pulled back 
off of their highs, volatility has increased, and the media has stirred the emotions of investors by sensationalizing the news at hand. 
All of these things have given the most seasoned investor reason to pause. 

Let me paint a slightly different picture for you. Let me bullet point why we remain very optimistic about what we see in this current 
market and afterward ask yourself if you weren’t listening to the media, “would you be an investor in the stock market?

Based upon these bullet points, why would you be afraid to invest in the stock market? Does this feel slightly different than what you 
are hearing on the news? Let me follow up with a few graphs and charts that you might find interesting.
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Secular Bull Market
We are only in the beginning phases 
of a secular bull market. Looking at 
the graph to the right, look at the 
market movement in price during 
prior bull markets.

Source: FactSet, NBER, Robert Shiller, JP Morgan

S&P Composite Index

The Economy Gain/Annum When:

Chicago Fed Nat'l Gain/ %
Activity Index is: Annum of Time

Above 0.68 4. 4 14. 3
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Source: The Conference Board
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The Economy (The Index of Coincident Economic Indicators)

Chicago Fed National Activity Index (Three-Month Smoothing)

The Economy
According to the Chicago Fed
National Activity Index, our economy 
is growing above average but not
so much as to be considered
inflationary. As you can see from 
the chart to the right, a zero reading 
means average growth. Anything 
between the two dashed green lines 
means moderate growth. A reading 
below the lower green line indicates
recessionary levels. A reading above 
the top green line indicates inflation. 
We are in “Goldie Locks” territory.
Not too hot (inflation), not to cold 
(recession), but in above average
territory (exactly where we
want to be).
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Unemployment
The civilian unemployment rate 
continues to drop and is sitting near 
record lows at 4.1%. As a result of low 
unemployment, we are beginning 
to see wages increase, as companies 
are forced to “pay up” for talented 
employees. A moderate increase in 
wages is very good for the economy 
because 70% of our GDP is driven by 
personal consumption. If the average 
worker is making more money, they 
will spend more money, thus growing 
the economy. Economists worry that 
too much wage increase will cause 
inflation, which will make the Federal 
Reserve more aggressive in their 
increasing of Fed Fund rates.

Source: Bureau of Labor Statistics, FactSet, JP Morgan

Civilian Unemployment Rate and Year-Over-Year Wage Growth for
Private Production and Non-Supervisory Workers

Source: FactSet, Federal Reserve Bank, Standard & Poor’s, Thomson Reuters, and JP Morgan

S&P 500 Index:  Forward P/E Ratio

Valuations
The S&P 500 is properly valued
based upon many 25-year
historical averages.
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Earnings Estimates
The S&P 500 experienced record earnings in Q4 2017. The
expectations for the next four quarters are even stronger
(estimated quarterly earnings are in green). Earnings
growth at these levels would drive the stock market up
significantly, if met.

Record Corporate 
Profit Margins
As you can see from the chart 
to the right, companies in 
the S&P 500 are experiencing 
record profit margins.

Source: Compustat, FactSet, Standard & Poor’s

Source: Standard & Poor’s, JP Morgan

S&P 500 Earnings Per Share
Index Quarterly Operating Earnings

S&P 500 Profit Margins
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Flush with Corporate Cash 
High corporate profit margins have many companies in
the S&P 500 sitting with record amounts of cash on hand.
The percentage of cash as a percentage of current assets
is very close to record highs.

Dividends and 
Share Buybacks
As a result of such a high 
percentage of cash on hand, 
companies are using this cash 
to buy back their own stock 
and reward their investors 
with more dividends.

Source: BEA, FactSet, Federal Reserve, Standard & Poor’s, JP Morgan

Source: BEA, Bloomberg, Compustat, FactSet, Standard & Poor’s, & JP Morgan

Corporate Cash as a % of Current Assets
S&P 500 Companies – Cash and Cash Equivalents, Quarterly

Cash Returned to Shareholders
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Conclusion
There are so many good things going on in the U.S. economy that it’s a shame that the media is overshadowing it with
fearmongering. The media has blown out of proportion the impact that the Federal Reserve might have by raising rates. The
Federal Reserve has never been so transparent with their intention. They’ve told us what they plan to do, what economic indicators 
will influence their decision to raise rates, and how much they foresee raising rates this year and over the next few years. The
media has also stirred the pot regarding trade wars. Since the financial crisis the largest 60 economies have imposed 7,000 new
protectionist measures, including the United States which enacted over 1,000 of them. That wasn’t a typographical error… Yes,
1,000 protectionist measures to protect American interest in trade since 2009. Where was the media coverage then? We are not 
going to have a full-fledged trade war with China or the EU. We do, on the other hand, have to talk tough in order to get them to 
renegotiate the terms of trade deals that are clearly not to our advantage. That is all that is happening. The media, on the other
hand, stoked the fire so that investors would fear a real trade war.

I have been very consistent in my messaging that the media is not your friend when it comes to investing. Much of the fear that
the average investor is experiencing is due to reading financial publications or watch financial TV programs. While it may seem
hypocritical for me to say that since I am often on CNBC and quoted in the Wall Street Journal, I have good reason to say it. Each
time that I’m on TV or asked to help a reporter out with a news story it is always about whatever “hot” topic is in the news that
moment. I have never been asked a follow up question by a CNBC reporter about what we discussed in my prior interview. For 
example, the first time I went on CNBC World I was asked about the Chinese market place. The Chinese market was red hot at the 
beginning of 2015. When I went on in mid-May the Chinese market had pulled back a little bit but was still near its highs. I was asked 
if I would be a buyer of Chinese stocks, to which I replied “no.” I told the reporters interviewing me that the Chinese market was
overvalued and that the Chinese economy was slowing. This combination was not what I was looking for out of a good investment.

After I gave my sage advice, the Chinese markets fell. I went back on CNBC World four more times that year (June 15th, August 26th, 
October 27th, and November 30th). Do you think the reporter at CNBC once complimented me for making the right call or asked 
any follow up questions? Of course not!!! They moved on to the next “hot” topic in the news.

To give this better reference, 
below you will find a chart of 
FXI, a Chinese Large Cap ETF. 
I have marked my original 
interview with a red arrow, 
and blue for the subsequent 
four interviews that I was on 
in 2015. Now you understand 
part of the reason why I’m 
jaded about the media.
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Source: TD Ameritrade, Polaris Greystone

Chart of FXI
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Am I saying there is no value in watching CNBC? No, I’m not saying that there is no value. What I am saying is that most media,
especially regarding the stock market, present news stories where they prey upon two emotions, fear or greed. They will tell you 
about five stocks that should be in your portfolio which are set to go up in value (greed), or that the markets are going to fall apart 
due to a trade war and that you should sell your entire portfolio (fear). There are absolutely no consequences about their advice
and zero follow up to their predictions.

At Polaris Greystone, we hold ourselves accountable for all advice we give our clients. We are constantly reevaluating our client’s 
circumstances to understand if they are on track to meet their financial goals. Our tactical investment strategies are designed to 
protect our clients against the full downside of market pullbacks while participating in the majority of the upside when the markets 
move higher. We manage money in this manner because we know that market risk changes, therefore so should your allocation. We 
are confident that we will successfully navigate these choppy waters for you and help you accomplish your long-term financial goals.

As always, I welcome your questions and comments. I encourage you to meet
with your Polaris Greystone wealth advisor to keep you up to date with our
service offering.

     
  Sincerely,

   Jeffrey J. Powell
  Managing Partner
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Privacy Policy
Maintaining the confidentiality of client personal financial information is very important to us. To provide clients with superior
service, we collect several types of nonpublic personal information about our clients, including: 

• Information from forms that clients fill out and send to us in connection with a new account application
 (such as name, address, and social security number). 

• Information a client gives to us orally. 

• Information about the amount clients have invested (such as initial investment and any additions to and
 withdrawals from a capital account). 

• Information about any bank accounts clients use for transfers between accounts. 

Polaris Greystone does not sell or disclose client personal information to anyone except as permitted or required by law. We
share this information with our legal counsel as we deem appropriate, with our custodians in the course of servicing a client’s
accounts, and with our regulators. Finally, we may disclose information about a client at the client’s request or with the client’s
permission (for example, by sending duplicate account statements to someone designated by the client), or as otherwise
permitted or required by law. 

Access to information about clients is restricted to those employees who need to know the information to service client accounts.  
Our employees are trained to follow our procedures to protect client privacy and are instructed to access information about clients 
only when they have a business reason to obtain it. We maintain physical, electronic and procedural safeguards to guard your
nonpublic personal information.

If you have any questions concerning our privacy policies and procedures, please feel free to contact
James Mason, Chief Compliance Officer, at jmason@polarisgreystone.com or by calling Mr. Mason at (248) 267-1270.
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