
 

 

Economic & Market Summary 
Both stocks and bonds performed well during the third quarter as investors looked past rising geopolitical risks and a 
particularly devastating hurricane season, focusing instead on improving economic data. The US stock market posted mid-
single digit returns, but trailed stronger performance from international markets, especially in emerging countries. Real 
estate was modestly positive, as were natural resources and commodities.   
 
Bonds were also positive for the quarter, in spite of the Federal Reserve’s plan to unwind their balance sheet starting in 
October and guidance indicating a December rate hike is likely. Credit-sensitive bonds outperformed government bonds. 
Similar to stocks, returns for international bonds were higher than domestic. 
 
 

Bull Case 
As you will read in the opposing case, markets by historical metrics are clearly expensive. But let’s set that aside for a moment 
and focus instead on long-term stock market behavior. Throughout the last 90 years, the US stock market has produced 
positive calendar year returns 75% of the time. Adding small company US stocks into the mix and applying a 10-year 
investment horizon increases the chance for positive market returns to 87.5%. We are well aware stocks will take pause and 
declines will happen, but markets have historically 
shown they go up more often than they go down. 
 
Not only are stocks statistically more likely to go up, 
but economic growth, albeit still modest, showed its 
greatest improvement in years throughout the 
quarter. Below we highlight just a few of the positive 
data points: 

• Q2 US GDP revised up to 3.1% 
• Global Manufacturing PMI hit its highest 

level in 6 years 
• Highest consumer sentiment reading since 

2004 
• Manufacturing data improving; ISM PMI 

highest since 2005 
• Strong retail sales and earnings growth 

 
While the above numbers fluctuate, there is an overall trend of improvement. Consumers are feeling more confident and 
businesses are reaping the benefits. These positive trends bode well for stocks both at home and throughout the world and 
may lead to a further appreciation of global stocks. 
 
Finally, interest rates are still hovering near historic lows, which supports economic growth. Though policymakers are slowly 
moving away from the ultra-low rate environment, for now, companies can take advantage of low cost borrowing. 
 
 

“As long-term investors, we emphasize the importance of setting goals and maintaining appropriate time horizons 
rather than chasing returns or making rash market timing decisions.” 

                                                              -Penniall Investment Philosophy 

October, 2017 



Bear Case 
It’s no secret we are in one of the longest bull markets 
on record (a bull market is defined when the market 
rises for a period without a 20% decline). While bull 
markets don’t simply die of old age, there are 
compelling reasons to suggest we are in the final 
innings of this one. First of all, valuations are well 
above historical norms. Since the stock market 
bottomed in March 2009, stock prices have risen 
significantly while underlying growth has virtually 
flat-lined. The chart on the right shows the ratio of 
the S&P 500 median stock price compared to its 
underlying revenue. When stock price and company 
growth increase proportionately, the chart is a 
horizontal line. Conversely, when prices increase at a 
much greater rate than fundamental growth, the 
chart shows a steep, upward sloping line and 
indicates stock price appreciation is being driven by 
other factors. Low interest rates and other 
stimulative policies since the Financial Crisis are a 
likely cause for the recent price increase. As central 
banks reverse their market-friendly stance, stocks will 
be forced to rely more and more on fundamental 
growth factors to support these high price tags. While we are seeing some pickup in growth, a major surge would be required 
to increase or even maintain current stock prices.   
 
Historically low volatility is another worrisome sign of today’s market. As a point of comparison, the S&P 500 has experienced 
only 8 days of greater than 1% market movement this year. The last time the US stock market was this calm was 1972! 
Furthermore, tension between North Korea and the US has heated up, but investors don’t appear particularly concerned 
with the increased risks. Devastation across the Southeast from multiple, violent hurricanes and in California from several 
wildfires will almost certainly weigh on local economies, but investors shrugged off these concerns as well. Complacent 
investors have historically preceded market declines. 
 

Conclusion 
Stock markets have been on a tear, making them more vulnerable than usual to an inevitable pullback. As some of the policy 
support for markets wind down, will stirring economic growth be enough to stabilize and even push prices higher? Or will 
this bull market buckle under the increasing pressure of overvaluations and investor apathy? Only time will tell. As always, 
we continue to believe that prudent portfolio management and exposure to a wide range of globally diversified investments 
gives clients the highest likelihood for achieving their long-term financial goals.  

Past performance does not guarantee future results. The views and opinions offered constitute our judgment and are subject to change without notice, as are 
statements of financial  market trends, which are based on current market conditions. We believe the information provided here is reliable, but do not warrant 
its accuracy or completeness. This material  is  not intended as an offer or solicitation for the purchase or sale of any financial  instrument. The views and strategies 
described may not be suitable for all investors. This material has been prepared for informational  purposes only, and is not intended to provide,  and should not 
be relied on for, accounting, legal or tax advice. References to future returns are not promises or even estimates of actual returns a cl ient portfolio may achieve.  
Any forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation. Securities offered 
through United Planners Financial Services of America, A Limited Partnership. Member FINRA/SIPC. Penniall & Associates is independent from United Planners. 


