
 

 

April, 2018 
I want to begin this newsletter by announcing some exciting news: Carmichael Ellis is 
now Golden Oak Wealth Management.  Thanks to continued growth and a 
geographical expansion of our customer base we have a new office in Ventura.  I invite 
you to check out our new website www.goldenoakwm.com which is a great resource 
with timely & educational videos, articles, and my newsletters. 
 
 
What a last 2 months the markets have experienced!  In January I mentioned that the 
markets had been far too calm for far too long and it sure does look like the markets 
are trying to make up for that calm with a whole lot of volatility.  As of the close of 
the market on Friday (April 6th) the S&P500 was down -3.39% for the year.  From 
the most recent high the S&P500 is down -9.34%.  In terms of the absolute numbers 
there is nothing too amazing in this – corrections happen and they often happen 
quickly.  What is a little worrisome is the magnitude of the day-to-day swings, let 
alone the intra-day swings.   
 
In this letter I will give my take on why volatility has returned to the markets and re-
visit the latest economic data in order to discern if the underlying fundamentals are 
still strong or are beginning to turn. 
 

So, why the return of volatility? 
I believe that there are a few things going on here.  The first is a growing fear that the 
Tech-selloff will gather steam as more and more people awaken to the fact that there 
is no privacy on sites like Facebook; that the business model of many social network 
companies is necessarily privacy-intrusive as users ARE the product.  If a business 
model overhaul is going to occur it will be disruptive to be sure.  And while there is a 
lot more to the Tech space than just social media, the selloff will likely spill over to 
the rest of the space as well.   
 
The other impetus for much of the market volatility is fear over potential trade-wars 
brought on by President Trump’s tariff talk, especially with China.  Personally, I am 
not a fan of tariffs in general, but I understand the desire to fix some major unfair  
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trade practices employed by China.  For example, if a U.S. firm wants to open a plant 
in China, China requires that the U.S. company have a Chinese partner that has a 51%  
stake in the venture and furthermore, that U.S. company must agree to make all of 
the underlying technology it uses available to the Chinese partner.  That is obviously 
an egregious practice.  Whether tariffs are the right vehicle to address this is open to 
debate, but it is unfair practices like this that are behind the tariff talk/threats. 
 
There are a number of reasons why I believe the fear of a trade war is overblown.  
The strongest of which is that a trade war is not in the best interest of either Country 
and Trump & Xi both know this.  The vocal bluster spewed by both sides is just that; 
bluster.  I have no doubt that the real conversation happening behind the scenes is 
far less threat-based.  The reality is that a trade war would hurt China far more than 
the U.S.  Exports to China make up only 0.25% of U.S. GDP.  Chinese exports to the 
U.S. make up 5% of China’s GDP.  China does NOT want a trade war with the U.S. 
 
Now, some talking heads in the financial press are fear-mongering over two 
particular points that need to be addressed.  One of them is that China’s imposition of 
a tariff on $12 Billion in U.S. produced soybeans could severely harm U.S. agriculture.  
This is simply not true.  Let’s say China did impose this tariff, China still needs to buy 
soybeans to feed its livestock.  Under the tariff scenario Country A will step in to sell 
soybeans to China and the U.S. farmers would step in to sell their soybeans to the 
customers who can no longer get their soybeans from Country A because Country A 
is selling so much more to China.  In other words, the flow of trade changes, and 
while costs may rise to some degree, the buyers and sellers of soybeans are really 
just trading with different partners. 
 
The second example of fear-mongering is that China could stop buying U.S. 
Treasuries and/or could sell off their enormous holdings.  This sounds frightening, 
but the reality is that this act by China would necessarily severely weaken the U.S. 
dollar and severely strengthen the Chinese yuan.  The stronger a Nation’s currency is, 
the more expensive their exports are to other Nations.  So a severely strengthened 
yuan would also severely harm the Chinese economy which is heavily export-based,  
 



 

 

 
while at the same time making U.S. exports more attractive and cheaper to other 
economies.  Unless China wants to engage in mutually assured destruction, they will 
not stop buying or sell-off their U.S. Treasuries to any significant degree. 
 
So how long will/can the new uptick in volatility last?  That is the Zillion dollar 
question that no one can really answer with any real sense of confidence.  Personally, 
I believe it may stick around for a while, but if your portfolio is built with some 
downside protections it still looks like a period through which to continue holding 
pat rather than panicking and making emotional investment decisions.  I am one who 
believes that fundamentals matter – that underneath the daily noise and short-term 
swings the economic fundamentals drive the broader actions of the market.  So how 
are those fundamentals holding up? 
 

U.S. Numbers Remain Strong 

 
For March both the Manufacturing and Service side of the US Economy showed a 
slightly softer reading relative to February but the numbers are still solidly on the 
GROWTH side of the spectrum.  Chris Williamson of IHS Market sums it up nicely; 
“Measured across both manufacturing and services sectors, US business activity growth 
slowed in March compared to February's 27-month high, but remained encouragingly 
solid. Strong inflows of new orders means growth looks set to accelerate into the second 
quarter. The past two months have seen the largest back-to-back increases in demand 
for almost three years. The strongest jobs gain since December 2016 further  



 

 

 
underscored the bullish outlook, as firms stepped up their hiring to meet the recent 
upturn in demand.”  
 

 
Eurozone Remains Strong But Slowing 

 
Given the white hot growth the Eurozone experienced at the year’s onset it is not 
surprising to see some slowing in the rate of growth, but the numbers still land on 
the strong-growth side of the ledger.  One sign that the slowing is not too much of a 
concern at present is that the slowing resulted from a reduction in the number of 
companies reporting month-to-month growth in business activity and NOT from an 
increase in businesses reporting deteriorating business conditions. 
 
“Some of the loss in growth momentum also appears to have been the result of 
temporary factors, such as bad weather and short-term capacity constraints, notably 
shortages of supplies and labour. Some reversal of these impediments should therefore 
hopefully help boost growth in April. Gauging the true extent of any slowdown is 
consequently difficult due to the disruptions to business from bad weather in recent 
months. April’s PMI data will therefore be particularly important in ascertaining 
true underlying growth momentum and in providing a steer on the likely timing of 
any ECB policy changes.” -Chris Williamson, IHS Markit 



 

 

 
The United Kingdom also saw a slowdown, and while severe snow is partly to 
blame, the UK’s numbers have been trending downward for a while now.  Inflation 
pressures and Brexit uncertainty continue to hamper UK’s growth.  Like the 
Eurozone numbers, the April report will be important to see if the UK can turn the 
corner or are stuck in a continuing slowdown. 
 
Both China & Japan also slowed in March.  Still on the Growth side of the ledger but 
they both joined what looks like to Global slowing. 
 
 

The Global Picture 
 

 
Given the numbers we presented above it is not surprising to see that the Global 
picture shows a slowing across the board for both the manufacturing and service 
sectors but the numbers are still solidly in Growth mode.   Despite the slowdown, the 
pace of growth is testing capacity leading to employment gains across nearly every 
Country covered in the survey, a sign that employers see need for higher production 
levels in the future. 
 
Overall, Growth remains the story in both the US & Global economies, but it is 
Slowing Growth pretty much everywhere.  April & May’s numbers will be important 
to see if this is a turning point into a real economic Slowdown or simply a 
moderating from elevated economic numbers. 



 

 

 
Conclusion – I continue to remain cautiously optimistic on equity markets . 

 

Paradigm Shift Coming? 
 

I am currently working on a deep dive into what appears to be an enormous, once-in-
a-generation paradigm shift developing in the global economy.  It is not yet ready for 
publication but it involves a serious look into how the global economies are 
realigning themselves, how the US Deficits are helping the world shift away from the 
US as the center of the global economy, why US bonds and US stocks will enter a 
period of positive correlation (meaning US bonds can no longer provide safety when 
equities struggle), and how to possibly protect & grow your portfolios as we enter an 
investment period not experienced for 30 years, and which most investors have 
simply never experienced.  It will be long, but should be well worth your reading.  I 
am also hoping to be able to present it as a Breakfast Seminar sometime in May, so 
stay tuned! 
 
Thank you for reading and please share with others! 
 
Tom Ellis 

 
 

 
 
 
 
 
 
And, because folks in the legal department worry that some people actually might think I can 
predict the future with 100% certainty I have to include the following disclaimer; 
 
"The opinions and forecasts expressed are those of the author, and may not actually come to pass. This 
information is subject to change at any time, based on market and other conditions and should not be 
construed as a recommendation of any specific security or investment plan. Past performance does not 
guarantee future results." 


