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We have moved from a neutral to a modestly aggressive asset allocation, when compared to each 
client’s personal benchmark.  This action is based on continued world economic expansion, 
driven by technological advancement in an environment of low inflation and low interest rates.  
These positive factors are supported by recent improvement in equity valuations, tax relief and 
regulatory reform here in the United States, combined with major improvement taking place in 
the standard of living for residents of developing countries. 

Unfortunately, these positive factors, which have the potential to extend the current bull market 
significantly, are being overshadowed by a few potentially meaningful factors.  First, equity 
markets have returned to more normal volatility levels, which can be unsettling for clients that 
have become used to far less volatility over the past couple of years.  Second, we have become 
less optimistic about the prospects for a meaningful infrastructure spending bill this year, which 
would represent a significant contribution to corporate earnings and GDP growth over the next 
few years, should one be enacted.  Third, the Trump administration is creating concerns with a 
shakeup in Trump’s outside legal team; combined with new concerns surrounding the direction 
of foreign, national security and economic policy, with the arrival of Mike Pompeo as Secretary 
of State, John Bolton as National Security Adviser and Larry Kudlow as the White House 
National Economic Council Director.  Fourth, concerns surrounding renewed weakness in the 
U.S. dollar and the potential for an inverted yield curve in the U.S., which could portend yet 
unforeseen world economic and financial weakness. 

The most immediate concern would be an inverted yield curve.  An inverted yield curve can 
foreshadow yet unforeseen economic and/or financial concerns.  While not a perfect predictor, it 
would create uncertainty in equity markets.  We will be monitoring this very closely. 

Concerns about Trump administration policies, trade 
wars and world conflict are overshadowing improving 
world economies.  In this environment, the recent 
market volatility has allowed us to shift to a modestly 
aggressive asset allocation relative to each client’s 
personal benchmark, based on market valuations. 
                                                 Robin Smith, CFA, CFS, EA 
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At times like these, I like to step back and take a longer term perspective.  It is my view that we 
are in just the fifth year of a young bull market in equities, which started for me when the S&P 
500 index achieved a sustained breakout into new all-time high territory around mid-2013.  
Corrections in individual sub-market indexes are common during bull market periods and the 
S&P 500 index did drop 10% from its latest all-time high on January 26, 2018, as of the close of 
trading February 8, 2018 and retested that near term low on March 24, 2018. 

At this point a high level review of the long term history of bull markets, bear markets and 
corrections might be helpful as we try to put the current market volatility in proper perspective.  
Using yearend S&P 500 index historical pricing data, not inflation-adjusted and provided by 
Standard & Poor’s, the current bull market and the possibility that it has a significant way to go 
can be put into perspective. 

From the end of the year 1870 until the end of 1924, the S&P 500 index increased 138%, which 
translates into a 1.6% compound annual increase in index value during that time period.  During 
this fifty four year period, bull markets were brief and weak at best.  From the end of 1924 to the 
end of 1928, a brief bull market period saw the S&P 500 index increase by 135%.  It wouldn’t be 
until the end of 1952, that the S&P 500 index would once again achieve a sustained breakout into 
new all-time high territory.  It has only been since the end of 1952, that we have experienced the 
type of bull market periods to which we have become accustom. 

Since the end of 1952, we have experienced a twenty year bull market period when the S&P 500 
index increased 352%; followed by what I refer to as a basing out period of ten years when the 
S&P 500 index was volatile but increased only 22%; followed by a seventeen year bull market 
period when the S&P 500 index increased 888%; followed by a basing out period of thirteen 
years when the S&P 500 index was volatile but increased only 4%; and finally, the most recent 
five plus year bull market period when the S&P 500 index increased only 78% as of the close of 
trading on March 23, 2018, including the current correction. 

The takeaway from this analysis is that bull markets are driven most by economic expansion and 
technological advancement in an environment of low inflation and low interest rates.  We 
currently have all four moving in our favor today.  We also have compelling equity valuations. 

  Our modestly aggressive asset allocation is based on continued world economic 
expansion, driven by technological advancement in an environment of low 
inflation and low interest rates.  Fixed income investments favor short and 
intermediate term corporate and treasury bonds. 
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All economic and performance data is historical and not indicative of future results. The market indices discussed 
are unmanaged. Investors cannot invest in unmanaged indices. The publisher is not engaged in rendering legal, 
accounting or other professional services. If other expert assistance is needed, the reader is advised to engage the 
services of a competent professional. Please consult your Financial Advisor for further information. Additional risks 
are associated with international investing, such as currency fluctuations, political and economic instability and 
differences in accounting standards. 

These views are those of CapitalCrestTM, and not the presenting Representative or the Representative’s 
Broker/Dealer, and should not be construed as investment advice to anyone who is not a client of CapitalCrest. 
 
The Dow Jones Industrial Average is a price-weighted index of 30 actively traded blue-chip stocks. The NASDAQ 
Composite Index is an unmanaged, market-weighted index of all over-the-counter common stocks traded on the 
National Association of Securities Dealers Automated Quotation System. The Standard & Poor's 500 (S&P 500) is 
an unmanaged, market-weighted index of common stock considered to be representative of the stock market in 
general.  It is not possible to invest directly in any index. 
 
Each MSCI Index is a free-float, market capitalization weighted index. The MSCI World Index includes developed 
world markets, and does not include emerging markets. The MSCI Emerging Markets Index consisting of indices in 
more than 25 emerging economies. The MSCI Asia ex Japan Index captures large and mid-cap representation 
across 2 of 3 Developed Markets countries (excluding Japan) and 8 Emerging Markets countries in Asia.  The MSCI 
US REIT Index includes US REITs that are included in the MSCI All Country World Index.  The Dow Jones—UBS 
Commodity Index SM is a highly liquid and diversified benchmark that allows investors to track the commodity 
futures market.  The named Broker/Dealer does not give tax or legal advice. All information is believed to be from 
reliable sources; however we make no representation as to its completeness or accuracy. 
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