Daniel WILDERMUTHtm

COMMENTARY

- Presented by Kalos Management
August, 2017

The month’s advance brought this year’s gains solidly into double-digits

Stocks expected to continue to post gains

This year’s gains have been
ĂĐĐŽŵƉĂŶŝĞĚ ďǇ ƌĞŵĂƌŬĂďůǇ ůŝƩůĞ
ǀŽůĂƟůŝƚǇ͕ ďŽƚŚ ŚĞƌĞ ĂŶĚ ĂďƌŽĂĚ͘ dŚĞ
three major stock-market benchmarks
for the U.S. (S&P 500), Europe (MSCI
ƵƌŽƉĞͿ ĂŶĚ ƐŝĂ ;D^/ ƐŝĂͲWĂĐŝĮĐ
ex-Japan) have all avoided declines
greater than 5% from recent highs.
Over the past 30 years, during good
and bad years, these three indexes
have always lost at least 5% during
ƚŚĞ ǇĞĂƌ͘ ŶŽƚŚĞƌ ǀŽůĂƟůŝƚǇ ŵĞĂƐƵƌĞ͕
ƚŚĞ ŚŝĐĂŐŽ ŽĂƌĚ KƉƟŽŶƐ ǆĐŚĂŶŐĞ
sŽůĂƟůŝƚǇ /ŶĚĞǆ͕ ĐŽŵŵŽŶůǇ ŬŶŽǁŶ ĂƐ
the VIX, hit its lowest level since 1993 on
July 26th. So far in 2017, the Dow Jones
Industrial Average has experienced
only ten 100-point declines, the fewest
through July since 1998. With the index
now at nearly 22,000, a 100-point day
means far less than it did in 1998 when
ƚŚĞ ŝŶĚĞǆ ĮŶŝƐŚĞĚ Ăƚ ũƵƐƚ ŽǀĞƌ ϵ͕ϬϬϬ͘
The market has simply been incredibly
strong and calm in 2017.
Is all this warranted? Well, maybe.
Very solid corporate earnings reports

by the U.S. Labor Department. The
increase for low-income workers
who make about $10.75 an hour, is a
ƐŝŐŶ ƚŚĂƚ Ă ƟŐŚƚĞŶŝŶŐ ůĂďŽƌ ŵĂƌŬĞƚ ŝƐ
ĮŶĂůůǇ ĚƌŝǀŝŶŐ ƵƉ ƉĂǇ ƚŽ ǁŽƌŬĞƌƐ ǁŚŽ
have mostly been bypassed by payroll
gains since the recession ended eight
years ago. Last quarter’s gain marked
ƚŚĞĮƌƐƚƟŵĞƐŝŶĐĞůĂƚĞϮϬϭϬƚŚĂƚƚŚĞ
ďŽƩŽŵĚĞĐŝůĞ͛ƐĞĂƌŶŝŶŐŐĂŝŶƐǁĞƌĞƚŚĞ
highest.

By Daniel Wildermuth

‘

This year’s gains have
been accompanied by remarkably little volatility,
both here and abroad.

‘

The S&P 500 posted its fourth straight
monthly gain in July. The month’s
advance brought this year’s gains
solidly into double-digits at 11.59%
through July and the most recent
12-month gain to a whopping 16.04%.
Although the index stumbled just a bit
near the end of the month, July logged
several new highs bringing this year’s
total new records to 29. Also in July,
the tech-heavy Nasdaq Composite
ŝŶĚĞǆ ŵĂƌŬĞĚ ϭϬ ĐŽŶƐĞĐƵƟǀĞ ĚĂŝůǇ
gains, its longest streak in more than
two years.

for the second quarter should give
ůĂƌŐĞh͘^͘ĐŽŵƉĂŶŝĞƐƚǁŽĐŽŶƐĞĐƵƟǀĞ
quarters of double-digit year-overǇĞĂƌ ŐƌŽǁƚŚ ĨŽƌ ƚŚĞ ĮƌƐƚ ƟŵĞ ƐŝŶĐĞ
2011, according to Thomson-Reuters.
Although many companies have yet
ƚŽ ƌĞƉŽƌƚ͕ ĐŽŶƐĞŶƐƵƐ ĞǆƉĞĐƚĂƟŽŶƐ ĨŽƌ
earnings growth is 11% and a fourquarter moving average growth rate
ƐŚŽƵůĚŚŝƚϭϴйďĞĨŽƌĞŵŽĚĞƌĂƟŶŐŶĞǆƚ
year.

Various other measures also remain
ƐƚƌŽŶŐ ŝŶĐůƵĚŝŶŐ ĐŽŶƐƵŵĞƌ ƐĞŶƟŵĞŶƚ͕
the purchasing manager’s index,
ŝŶŇĂƟŽŶ ĮŐƵƌĞƐ͕ ƚŚĞ ŚŽƵƐŝŶŐ ŵĂƌŬĞƚ͕
consumer debt markets, energy prices,
and so on. While economic growth
has never reached levels normally
associated
with
post-recession
ƌĞĐŽǀĞƌŝĞƐ͕ ƉĂƌƟĐƵůĂƌůǇ ƚŚĞ ƐƚƌŽŶŐ
ďŽƵŶĐĞ ďĂĐŬ ĞǆƉĞĐƚĞĚ ĂŌĞƌ Ă ƐĞǀĞƌĞ
downturn, the steady expansion has
now reached 97 months, shorter than
only two other expansions since 1900.

DƵĐŚ ŚĂƐ ďĞĞŶ ǁƌŝƩĞŶ ĂďŽƵƚ ƚŚĞ
ŵĂƌŬĞƚ͛Ɛ ƌĞĐĞŶƚ ƐƵƌŐĞ ƉĂƌƚůǇ ƌĞƐƵůƟŶŐ
ĨƌŽŵ ĞǆƉĞĐƚĂƟŽŶƐ ƌĞŐĂƌĚŝŶŐ ƚĂǆ ĂŶĚ
regulatory changes promised by the
dƌƵŵƉ ĂĚŵŝŶŝƐƚƌĂƟŽŶ͘ dŚĞ ůĂĐŬ ŽĨ
ƐŝŐŶŝĮĐĂŶƚƉƌŽŐƌĞƐƐƚŽĚĂƚĞŽŶĂŶǇŬĞǇ
ƉŽůŝĐǇ ŝŶŝƟĂƟǀĞƐ ŵŝŐŚƚ ƐƵŐŐĞƐƚ ƚŚĞ
market is ignoring reality. This certainly
could be true, but investors are also
ƌĞĂĐƟŶŐƚŽĂŶŽƚŚĞƌŬĞǇĐŚĂŶŐĞ͘tŚŝůĞ
Wages are also increasing. For the ůŝƩůĞŚĂƐďĞĞŶĂĐĐŽŵƉůŝƐŚĞĚŽŶĂƉŝƚŽů
ĮƌƐƚ ƟŵĞ ƐŝŶĐĞ ƚŚĞ ƌĞĐĞƐƐŝŽŶ͕ ǁĞĞŬůǇ ,ŝůů͕ƚŚĞŶƵŵďĞƌŽĨŶĞǁĂŶƟͲďƵƐŝŶĞƐƐ
ƉĂǇĨŽƌĨƵůůͲƟŵĞĞĂƌŶĞƌƐŝŶƚŚĞůŽǁĞƐƚ regulatory changes and policies has
decile of the wage scale rose at a ĚƌŽƉƉĞĚ ƚŽ ĞƐƐĞŶƟĂůůǇ ǌĞƌŽ͘ WŽůŝĐǇ
faster rate last quarter year-over-year stability is nearly always extremely
than for any other group measured
Continued ...
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U.S. valuations help international stocks appear more favorable
good for the American economy and
equity markets. Historically, nearly all
market gains accrue when Congress is
not in session.

‘

Looking forward, we
expect stocks to continue to post gains over the
next 12 months.

/ŶƚĞƌŶĂƟŽŶĂů ŶĞǁƐ ĂůƐŽ ƌĞŵĂŝŶƐ
ĨĂŝƌůǇ ƉŽƐŝƟǀĞ͘ ŚŝŶĂ͛Ɛ ŽĸĐŝĂů ĨĂĐƚŽƌǇ
gauge recorded ongoing expansion
ŝŶ :ƵŶĞ͕ ĂůƚŚŽƵŐŚ ŐŽǀĞƌŶŵĞŶƚ ĞīŽƌƚƐ
ƚŽ ĐƵƌď ĮŶĂŶĐŝĂů ƌŝƐŬƐ ĐĂƵƐĞĚ Ă ƐůŝŐŚƚ
ƉƵůůďĂĐŬ͘:ĂƉĂŶ͛ƐŝŶĚƵƐƚƌŝĂůŽƵƚƉƵƚĂůƐŽ
expanded in June. Most major Asian whether measured by company size
stock markets enjoyed a strong July ʹ ƐŵĂůů͕ ŵŝĚ Žƌ ůĂƌŐĞ ʹ Žƌ ŝŶǀĞƐƚŵĞŶƚ
ƐƚǇůĞ ʹ ǀĂůƵĞ ǀĞƌƐƵƐ ŐƌŽǁƚŚ͘ >ĂƌŐĞ
and ended the month solidly as well.
ĐŽŵƉĂŶŝĞƐĂƌĞĂďŽƵƚϮϬйĂďŽǀĞƚŚĞŝƌ
European stocks as measured by ϭϱͲǇĞĂƌ ĂǀĞƌĂŐĞƐ͕ ĂŶĚ ƐŽŵĞ ƐĞĐƚŽƌƐ
ƚŚĞ D^/ & ŝŶĚĞǆ ŚĂǀĞ ƌĞĐŽǀĞƌĞĚ such as small cap growth are much
ŵŽƐƚ ŽĨ ƚŚĞŝƌ :ƵŶĞ ůŽƐƐĞƐ͕ ƉƵƫŶŐ ƚŚĞ ŚŝŐŚĞƌ͕ĂƚĂƌŽƵŶĚϯϱйĂďŽǀĞƚŚĞŝƌϭϱͲ
broad index up about 17% on the ǇĞĂƌ ŶŽƌŵ͘ KĨ ĐŽƵƌƐĞ͕ ǀĂůƵĂƟŽŶƐ ĐĂŶ
ǇĞĂƌ ŝŶĐůƵĚŝŶŐ ĚŝǀŝĚĞŶĚƐ͘ /Ŷ Ă ƐŝŐŶ ƌĞŵĂŝŶ ĞůĞǀĂƚĞĚ ĨŽƌ ĞǆƚĞŶĚĞĚ ƟŵĞ
of economic strength and growing ƉĞƌŝŽĚƐĂŶĚŝĨƚŚĞŐƌŽǁƚŚŶŽƚĞĚĂďŽǀĞ
ĐŽŶĮĚĞŶĐĞ ŝŶ ƚŚĞ ƌĞŐŝŽŶ͛Ɛ ĞĐŽŶŽŵŝĐ ĐŽŶƟŶƵĞƐ͕ĞĂƌŶŝŶŐƐŝŶĐƌĞĂƐĞƐĐĂŶĚƌŝǀĞ
prospects, the euro climbed 2.8% in ǀĂůƵĂƟŽŶƐ ďĂĐŬ ĚŽǁŶ͕ Žƌ ƐƉƵƌ ŵŽƌĞ
the month of July through the 28th. market gains.
Eurozone unemployment, which
,ŝŐŚĞƌ h͘^͘ ǀĂůƵĂƟŽŶƐ ŚĂǀĞ ŵĂĚĞ
has remained stubbornly high post
ůĞƐƐ
ƌŝĐŚůǇ ǀĂůƵĞĚ ŝŶƚĞƌŶĂƟŽŶĂů ƐƚŽĐŬƐ
ĮŶĂŶĐŝĂůĐƌŝƐŝƐ͕ĚƌŽƉƉĞĚƚŽϵ͘ϭйŝŶ:ƵŶĞ͕
ĂƉƉĞĂƌ
ŵŽƌĞ ĨĂǀŽƌĂďůĞ ĨŽƌ ƐŽŵĞ
ŝƚƐ ůŽǁĞƐƚ ůĞǀĞů ƐŝŶĐĞ &ĞďƌƵĂƌǇ ϮϬϬϵ͘
ƟŵĞ͕
ĂŶĚ
ƚŚĞ ƌĞůĂƟǀĞůǇ ƐƚƌŽŶŐĞƌ
Unemployment remains under 5% in
ƚŚĞ ƚƌĂĚŝƟŽŶĂů ƵƌŽƉĞĂŶ ĞĐŽŶŽŵŝĐ ƉĞƌĨŽƌŵĂŶĐĞ ŽĨ ŝŶƚĞƌŶĂƟŽŶĂů ŵĂƌŬĞƚƐ
engines of Germany, the UK, and the ŝŶ ϮϬϭϳ ƐƵƉƉŽƌƚ ƚŚĞ ŝĚĞĂ ƚŚĂƚ ŶŽŶͲ
Netherlands, while typical laggards h͘^͘ ŵĂƌŬĞƚƐ ĂƌĞ ŵŽƌĞ ĂƩƌĂĐƟǀĞ
ƐƵĐŚ ĂƐ ^ƉĂŝŶ ĂŶĚ 'ƌĞĞĐĞ ŚĂǀĞ ůĞǀĞůƐ today. Furthermore, the broadening
ĞǆĐĞĞĚŝŶŐϭϳйĂŶĚϮϮйƌĞƐƉĞĐƟǀĞůǇ͘ and strengthening global economic
ĞǆƉĂŶƐŝŽŶĂŶĚƌĞĐŽǀĞƌǇŽĨŐůŽďĂůƚƌĂĚĞ
Amidst mostly good news, what ĐŽƵůĚ ĨƵƌƚŚĞƌ ŝŶĐƌĞĂƐĞ ŝŶƚĞƌŶĂƟŽŶĂů
can go wrong? While the answer is equity momentum.
always “plenty”, probably the easiest
>ŽŽŬŝŶŐ ĨŽƌǁĂƌĚ͕ ǁĞ ĞǆƉĞĐƚ ƐƚŽĐŬƐ
ƚŚƌĞĂƚ ƚŽ ŝĚĞŶƟĨǇ ƚŽĚĂǇ ŝƐ ĐƵƌƌĞŶƚ
ƚŽ
ĐŽŶƟŶƵĞ ƚŽ ƉŽƐƚ ŐĂŝŶƐ ŽǀĞƌ ƚŚĞ
ǀĂůƵĂƟŽŶƐ ǁŚŝĐŚ ƌĞŵĂŝŶ ĞůĞǀĂƚĞĚ͘
next
12 months, but at a more modest
ƋƵŝƚǇǀĂůƵĂƟŽŶƐĂƐŵĞĂƐƵƌĞĚďǇƐƚŽĐŬ
ƉƌŝĐĞƐ ĚŝǀŝĚĞĚ ďǇ ĞĂƌŶŝŶŐƐ ĂƌĞ ĂďŽǀĞ ƉĂĐĞ͘ ZĞĐĞŶƚ ŵĂƌŬĞƚ ƐƚƌĞŶŐƚŚ ĚƌŝǀĞŶ
ĂǀĞƌĂŐĞ ĨŽƌ ĞǀĞƌǇ ƚƌĂĚŝƟŽŶĂů ĐĂƚĞŐŽƌǇ ďǇ ŝŵƉƌŽǀĞĚ ĚŽŵĞƐƟĐ ĂŶĚ ŐůŽďĂů

’

ĞĐŽŶŽŵŝĐ ĂĐƟǀŝƚǇ ĂŶĚ ĐŽƌƉŽƌĂƚĞ
ƉƌŽĮƚƐ ƐŚŽƵůĚ ĐŽŶƟŶƵĞ͘ /Ĩ ŵĂũŽƌ
policy changes are enacted such as
tax reform, we could see a greater
upward market surge, while a failure
ƚŽƐĞĐƵƌĞĐŚĂŶŐĞƐŽƌĐŽŶĐĞƌŶƐŽǀĞƌƚŚĞ
&ĞĚĞƌĂůZĞƐĞƌǀĞ͛ƐĂƩĞŵƉƚƚŽƌĞĚƵĐĞŝƚƐ
balance sheet may mute future gains or
ĐĂƵƐĞĂŶŽǀĞƌĚƵĞĐŽƌƌĞĐƟŽŶ͘DƵůƟƉůĞ
ĨĂǀŽƌĂďůĞ ƚƌĞŶĚƐ ŚŽǁĞǀĞƌ͕ ƌĂŶŐŝŶŐ
ĨƌŽŵ ĐŽƌƉŽƌĂƚĞ ĞĂƌŶŝŶŐƐ ƚŽ ĐĂƵƟŽƵƐ
Fed policy to increasing global GDP
growth seem likely to keep markets
ŵŽǀŝŶŐ ĨŽƌǁĂƌĚ ĂůďĞŝƚ ƉƌŽďĂďůǇ Ăƚ Ă
ŵŽƌĞŵƵƚĞĚƉĂĐĞŐŝǀĞŶĐƵƌƌĞŶƚŵĂƌŬĞƚ
ǀĂůƵĂƟŽŶƐ͘
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