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Market Insights for Week Ending May 11, 2018 
 

  Dazed and Confused 
 
With most of the S&P 500 having reported first-quarter earnings, we can conclude that 
this earnings season has been nothing short of bizarre.  For the first time in a while, 
companies that beat earnings were not particularly rewarded, while those that missed 
earnings expectations were downright punished.  Going in, expectations were 
certainly elevated but the sluggish market reaction to a year-over-year growth rate of 
24%, the highest since the third quarter of 2010, certainly gives us some pause in 
thinking about what is in store for the rest of the year. 

 
First off, earnings simply won’t be able to grow at a clip of around 25% for an extended period of time, 
let alone a few consecutive quarters.  Add in high valuations and an economic cycle approaching 
almost 10 years and investors have to start asking themselves if this is as good as it gets for earnings. 
In addition, rising bond yields have provided investors an income alternative that now exceeds the 
dividend yield on the S&P 500.  The market seems to be slowly acknowledging these facts and has 
subsequently been bouncing around aimlessly for the past two months, letting each new data point 
come and go without any significant reaction.  However, over the past few days the market has shown 
some semblance of clarity and perhaps the delayed recognition that earnings were, in fact, really 
good.        
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The chart above shows the price movement of SPDR S&P 500 ETF(SPY) over the past 3 years, set to 
a weekly frequency.  The two parts on this chart of note are the blue line on the top chart, the 50 week 
moving average, and the blue line on the bottom chart, the Relative Strength Indicator(RSI).  You will 
notice that despite some choppy weeks since the beginning of the year, the market has been able to 
remain above its 50 week moving average.  In addition, the RSI indicator has moved back above 50 
and maintained an upward trajectory for the past few weeks.   
 
Why Do We Care? 
 
HCM uses a combination of fundamental and technical analysis to help guide our investment 
management process.  We believe that looking at the market through different lenses gives us the 
highest probability of successfully allocating assets in rising markets and de-risking portfolios when the 
time is appropriate.   
 
Earnings interpretation is considered one of the hallmarks of fundamental analysis.  Investors will try 
and determine what a company’s current and future earnings potential might look like and then decide 
what they are willing to pay for those earnings.  When we mention valuations, it is another way of 
describing how much an investor will pay for earnings.  Historically, valuation levels have been a very 
good predictor of long term returns.  However, they have been very unreliable in predicting short term 
price movements. 
 
On the other hand, technical analysis helps give us a better look at what may be happening over 
shorter time frames.  While the fact that markets didn’t initially respond well to the very strong earnings 
numbers was certainly a cause for concern. After digesting the technicals, HCM feels confident the 
market is still trying to digest all this information and is potentially setting up to move higher.  Or put a 
different way, we are not as concerned that a significant leg down is imminent.  While that could 
certainly change, we are encouraged that the market was able to stay above its 50 week moving 
average and RSI readings are trending higher, both bullish signals. 
 
Overall, no one indicator will be 100% accurate in all situations.  But if we can accumulate data from 
several different sources and disciplines, HCM believes it will ultimately give us the highest probability 
of success.   
 
 
Weekly Focus – Think About It  
 
“In the short run, the market is a voting machine but in the long run, it is a weighing machine.” 
 
-Benjamin Graham 
 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

 U.S. Stocks – Russell 3000 (IWV) – Gain of 2.47% 
 Developed Foreign Markets (EFA) – Gain of 1.61% 
 Emerging Markets (EEM) – Gain of 2.53% 
 Fixed Income (AGG) – Loss of -0.01% 

 
 (Note: performance is based on the change in net asset value) 
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Last Week’s Headlines 
 
-Oil prices spiked after President Trump announced the US withdrawal from the Iran nuclear deal and 
re-imposing sanctions. 
 
-Equities had a strong week despite geopolitical uncertainty.  The US dollar rose to its highest level 
since last December while emerging market currencies continued to show weakness. 
 
-March job openings hit an all-time high, rising above the number of unemployed in April.   
 
-CPI data rose slightly less than expected but confirmed gradually rising prices. 
 
 
Eye on the Week Ahead 
 
-US economic data is likely to provide more evidence of economic strength with retail sales expected 
to increase 0.3%. 
 
If you have questions about earnings season please contact a member of HCM’s 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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