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While it may be slower, expect another year of growth ahead.
(Hopefully, with a return to a logical connection between markets and economic conditions)
2019 Economic Outlook and Market Commentary – Gustin D. Fox-Smith AIF®, ChFC®

2018 – Year in Review
Before going into my outlook for 2019, I must
address the extraordinary market conditions we
have just been through in the last 90 days of 2018.
We have heard the markets described as
“Irrational”, “Crazy”, “Nonsensical” and many other
things recently for good reason. Beginning in
October, the market seemed to completely detach
itself from the reality of economic conditions. We
continue to experience data reports from nearly
every sector of the US economy that are better
than I have seen since the 80’s and 90’s, yet stocks
are down, way down, in fact, to correction territory
– how is that possible? And why is the market so
extremely volatile all of a sudden?
First, we did
return to
volatility
earlier in the
year and
after 2 years
of next to
zero
volatility; 2018 just appeared to be wild with huge
swings up and down with no explanation.
However, it is important to note that since we
entered the long, low volatility stretch before 2018,
the market has climbed quite a bit. You see, one
measure of volatility is to count the number of
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trading days with market changes of more than 1%.
With the Dow Jones Index now sitting near 24,000
it takes a 240 point move to qualify, whereas it
seems like just yesterday that a 100 -150 point day
was a big deal. In percentage terms, the volatility
we are seeing today is normal, in fact it is a bit
below the average if you can believe that (See
chart 1) Then, the volatility began to choose a
direction, and it was decisively down.
Typically, as market behavior is displayed, we are
able to discern in the data a number of things
including the cause of the market action, estimates
of its duration and
magnitude, and
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savings, those trades blow out any patterns we
might be able to see. This tax work is valuable,
which is why we did the same for our clients. It is
often the only silver lining we can deliver in a down
market. But when we trade our $5-$10 million at a
time it doesn’t whipsaw the market the way it does
when a large pension fund dumps $5-$6 billion on
the market in a single day.
This action caused moves that contradicted
positive economic data that would normally inspire
a large up day. In fact, in December we saw a day
where we received a retail sales report before the
open that showed we not only beat, but doubled
the expected number, yet stocks dropped
hundreds of points anyway. These big tax moves
explain a lot. The groups that were selling that day
were selling no matter what because it was the day
they chose. The great sales data didn’t matter,
their sale orders were going in regardless. But,
once the tax selling subsided, we continued to see
weakness in the markets and broad days of decline
in response to
nothing but good
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It is said by several
of the economists
and analysts that I
respect the most
that it is an act of
suicide for the FED
to hike interest rates
and perform
quantitative
tightening at the

same time. This is exactly what they were doing,
regardless of market conditions, and it is what was
causing the market to go down for no apparent
reason. You see, nearly a decade ago when the
Government and the FED were trying to avoid a
financial collapse the FED continually created funny
money to engage in quantitative easing, which is
the act of buying treasuries at the auctions in order
to keep interest rates low and increase the money
supply thereby stimulating the economy and the
stock market. By the time they were done in early
2011, they had acquired over 4 trillion dollars in
treasuries on their balance sheet, which was never
a part of the expected mission of the FED. We
knew that eventually they would need to unravel
this, which would have the exact opposite effect
that the quantitative easing had. (see chart 2)
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I think It is good news that they are decreasing
their balance sheet while all the other nations in
the world that printed so much money have simply
stopped, but are keeping their balance sheets
loaded with created capital. Being the only central
bank doing this gives us more ammunition and a
more stable economy if we can get this off the
books without it creating too large a drain on the
market. This is how you can have the best
economic data in 20 to 30 years, while
simultaneously having a market correction.
Mystery solved, the unseen character killing the
markets was the FED.
2019 Market Outlook
At the start of this year the FED commented that
they were going to pause on the interest rate hikes

for the time being and were also going to take a
holiday from quantitative tightening in order to
assess its effects on the market and find a way to
continue this necessary action but in a more
judicious fashion. The moment they stopped
flooding the market with excess Treasury capital
and reeling in the money supply, the market
immediately responded with 9 straight days of
huge gains. If they stay out of the market for a few
more months we could have a really great start to
the year. My hope is that as they begin to execute
tightening activities again, that they will choose
day-by-day when and how much to do based on
conditions. On a positive market day with good
economic data they can sell a solid supply and on
the days with bad news and a down market, they
may choose not to sell any. In doing it this way,
more rationally and intelligently, it may allow the
market to continue to perform even in the face of
this pressure.
As I look ahead to this year to try to determine
where things might head, we now have numerous
sectors of the market that are well below average
prices, giving us an opportunity and a greater
likelihood of ending the year in positive territory.
Stocks are no longer overpriced. In fact, after 3
quarters of near record earnings performance with
no positive response from the market, we are
undervalued by a fair margin and could have a nice
run up of several thousand points on the Dow
without getting to fair value. I remain very positive
about the economic conditions for the next 5 to 10
years as well as the markets due to the broad cycle
we've all discussed, but as I've said, that doesn't
mean it comes without market corrections and
without recessions. The economic cycle still occurs,
but the difference between this part of the cycle
and the one we just exited is the amount of capital
in the system. There is so much free capital in the
private sector yet to come in that will allow for a
lot of growth and a lot of rapid change.
Corrections in this part of the market cycle can be
the same magnitude as we saw during the slow
phase of the market. The difference is that the
velocity of money is tremendously high with this
much cash, making things happen much faster. For
instance, a roughly 50% decline in 2008 - 2009

required almost 5 years for the market to recover.
(see chart3)
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But a very similar correction in 1987 required only
5 months. That's the velocity of money in action.
Things can just move a lot more quickly. That
means when we're getting these swings down, we
shouldn’t assume we’ve lost 5 years. Just be
patient and if economic conditions aren't melting
down to justify the decline in stocks, it should
recover quickly.
I remain tremendously bullish about the economy.
We continue to see growing labor shortages
spurring wage growth at a healthy clip, (see charts
4 and 5) solid job growth, and the average
consumer still has very low debt and quite a bit of
money on the sidelines at the bank; they are able
to spend and borrow if they choose.
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Our corporations made a decision a number of
years ago, due to low interest rates, to borrow
rather than spend their cash because it was
cheaper to do so. They continue to sit on record
levels of cash. The S&P 500 companies currently
average 30% of their book value in cash, which is a
record. These are all fuel for the engine of growth
and will continue to drive growth for many years to
come.
A strong job market, solid consumer spending, and
low inflation are all positives that will help provide
a framework for continued growth. The market’s
primary potential challenge can be summed up in
one word, FED. Should they raise rates too far, or
even worse, unravel their balance sheet too
quickly, they could choke off any growth potential.
That remains to be seen

Monthly Webcasts
You have probably already received your
announcement of this new offering in the mail,
but I want to remind everyone through this
issue about our webcasts that are beginning this
month. We intend to host a webcast every
month through October and then break for the
November and December holiday months,
starting up again in the new year. The next 3
webcasts will be held on the following dates
and times:
Dates of Upcoming Webinars:
(2:00pm MT/1:00pm PT/3:00pm CT/ 4:00pm ET)

•
•
•
•

Tuesday, Jan 29th at 2:00pm MT
Tuesday, Feb 19th at 2:00pm MT
Tuesday, March 26th at 2:00pm MT
Tuesday, April 30th at 2:00pm MT

To participate, just send an email to Erin
erin@fswealth.biz) and a link will be sent to you
so you can join the discussion. Please do not be
shy during the webcasts. Our goal is to host
more of discussion than a presentation so we
need your feedback and questions.
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