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Market Insights for Week Ending November 2, 2018 
 

 
Shocktober 
 
September 2011.  That was the last time the S&P 500 had a monthly performance 
worse than -6.83%, which is what we just experienced in the month of October.  Had it 
not been for the strong rally over the last few days of the month, that number would 
have been approaching numbers not seen since the financial crisis in 2008.  Market 
corrections are fairly normal, happening 56 times since World War II.  But this will be 
only the second year ever- the other being 1990 -that the S&P 500 will have had two 

separate 10%+ corrections in the same calendar year.  And while 1990 marked the beginning of a very 
strong bull market run, we are already 9 years into this current bull market and this year continues to 
bear no resemblance to the strong returns that were delivered in 2017. 
 

 
 
The chart above shows ETF returns representing several different asset classes from Jan 1, 2018 to 
the end of October (light blue=S&P 500, dark blue=high yield bonds, purple=Russell 2000, green=core 
bonds, orange=developed international equity, red=emerging market equity).  There are two key 
takeaways from this chart.  The first is that most of these returns were clustered fairly close together 
until the beginning of May.  This was right in the middle of the escalating trade war between the US 
and several other regions, most notably China.  While nothing specific happened on May 1st, this may 
have been the point where investors started to see the tariff negotiations as more than simple saber 
rattlings.  The second key takeaway is the return numbers at the end of October.  Except for the S&P 
500 and high yield bonds, every other asset class on this list is negative.  Even at that, high yield bond 
returns are barely positive, and the S&P 500 return went from double-digit gains to a “special on a 2-
year CD” rate over the course of 3 weeks.  Sometimes the market does a good job reminding 
everyone that risk can change shape but it never really goes away. 
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Why Do We Care? 
 
The past few days have provided a nice bounce in the markets and a slight respite from the ugliness 
that was the month of October.  But while we catch our breath, we should be asking ourselves if 
anything has changed.  You usually don’t see consecutive years with such a wide dispersion of returns 
if the exact same conditions were present in both years.  With this in mind, I think it is fair to consider 
the possibility that the investing utopia that was 2017 has given way to a market that is being watched 
through a more critical, and possibly less forgiving, lens. 
 
For starters, earnings season has been a mix of good and bad.  Growth numbers are looking very 
strong.  With 78% of S&P 500 companies reporting earnings, the current growth rate is 24.9%.  This 
would surpass last quarter as the best quarter since Q3 2010.  However, the guidance that companies 
have been providing has left a little to be desired.  The idea of “peak earnings” has started to surface 
and with it, concerns about lower numbers going forward.  For a market that has priced in some pretty 
strong growth going forward, any hiccup would lead to a repricing of risk.  If short term rates continue 
to increase rates on safer investments such as CD’s, investors may be less willing to chase returns in 
the equity markets. 
 
Tariffs also remain front and center and have played a large roll in companies’ cautious outlooks.  Until 
a deal is struck and signed, the back and forth between the US and China will continue to create 
uncertainty.  The current trade deficit with China sits at close to $300 billion according to the US 
Census Bureau.  In 2000 the number was closer to $83 billion.  If the administration is serious about 
closing this gap, they may have further to go before any agreement is reached. 
 
Lastly, we have seen market leading stocks show some weakness.  FAANG (Facebook, Apple, 
Amazon, Netflix and Google) have been responsible for a large portion of the gains we have seen this 
year.  Having such narrow leadership is not necessarily a healthy thing.   Almost all these companies 
sold off significantly after releasing earnings and the market followed right along with them.   
 
HCM feels that the market is entering a very critical juncture.  For the reasons listed above and others, 
we have prepared for the possibility of cutting our equity exposure in portfolios to underweight.  This 
would not be the call for a bear market, but it would be recognition that the risks to several parts of the 
market have reached a meaningful level and more defensive positioning is warranted.  If we continue 
with the positive trend of the past several days, along with improvements in corporate outlooks and 
trade negotiations, we will likely maintain our current neutral positioning and rebalance tactically. 
Should a decision be made to cut our equity exposure, additional communication will follow. For now 
we are simply considering our options.   
 
 
Weekly Focus – Think About It  
 
“By failing to prepare, you are preparing to fail.” 
 
-Benjamin Franklin 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

➢ U.S. Stocks – Russell 3000 (IWV) – Gain of 2.78% 
➢ Developed Foreign Markets (EFA) – Gain of 5.56% 
➢ Emerging Markets (EEM) – Gain of 1.54% 
➢ Fixed Income (AGG) – Loss of .59% 
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 (Note: performance is based on the change in price plus dividends) 
Last Week’s Headlines 
 
-Equity market sentiment improved after a rough October.  The 30-year bond yield hit a 2018 high as 
the yield curve steepened 
 
-Strong US employment data looked to pave the way for the Fed to raise rates one more time this 
year, most likely at the December meeting 
 
-German Chancellor Angela Merkel has decided not to seek re-election, creating new political 
uncertainty for the European Union 
 
Eye on the Week Ahead 
 
-The Fed is expected to keep rates unchanged at this week’s FOMC meeting, but will be expected to 
provide comments on the strength of the economy and plans for the direction of monetary policy 
 
If you have questions about HCM’s equity exposure, please contact a member of our Wealth 
Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 
Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 

• Past performance does not guarantee future results. 

• You cannot invest directly in an index. 

• Consult your financial professional before making any investment decisions. 

 
• • • 
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