
T he irst quarter was nearly a mirror opposite of the last one.  Stocks hit record highs in late September before declining 
nearly 20%.  Then, in a sharp reversal, the S&P 500 rose nearly 20%.  Consequently, the index is now again near the record 
high.  It has been quite a round trip!  Unfortunately, violent gyrations are part of life in the latter stages of market cycles.  Go-
ing forward, investors should not be surprised if we experience more of the same. 

The S&P 500 Index climbed 13.7%, while small cap stocks, as represented by the Russell 2000 Index, rose 14.6%.  All major 
stock markets around the world posted gains, although European and Japanese markets continued to lag the U.S.  Many of the 
fourth quarter concerns were assuaged by dovish rhetoric from the Fed, the reopening of the Government after being shut for 
a record 35 days and the announcement of a trade deal extension with China.  Over the quarter, volatility declined sharply 
with the VIX opening the year at 23 and closing below 14.  (The CBOE Volatility Index is referred to as the VIX, a measure that 
is meant to be forward looking, showing the market’s expectation of 30-day volatility in either direction.) 

The ixed income markets were helped by falling interest rates.  In March, the Fed signaled no rate hikes for 2019; backpedal-
ing from their December projection of two.  According to Blackrock, market predictions have swung from the Fed hiking rates 
aggressively through the end of 2020 to the opposite of now expecting 2 decreases over the same period.  Consequently, bond 
prices rose in an environment of falling rate expectations.  The 10-year Treasury yield began the year at 2.68%, and fell to 
2.41% by the end of the quarter.  The high yield bond market was also very healthy with spreads declining by 1.35%.  The 
yield curve brie ly inverted. (short rates higher than long rates).  However, it didn’t last very long.  While yield curve inversion 
has been an infallible indicator of a looming recession in the past, the duration of the inversion is important.  There have been 

many brief inversions that weren’t followed by a recession.  An in-
verted yield curve typically occurs in the later part of an economic 
cycle, but the time lag between inversion and recession can be long 
and highly variable.  In recent cycles, it ranged as short as one year 
for the 1981-1982 recession and as long as three years for the 2001 
recession.  Consequently, although equity bear markets are usually 
associated with recessions, a very brief yield curve inversion does 
not necessarily signal a near-term end to the bull market.   

On the earnings front, S&P 500 estimates for 2019 and 2020 have 
fallen notably this year.  Policy uncertainty is a negative for corpo-
rate earnings and U.S. and global politics are certainly a wildcard.  
Ongoing U.S. political dysfunction, Brexit and potential lash points 
in the Middle East and North Korea, will likely continue to weigh on 
market sentiment.  As recently as September 30, expectations for 
irst quarter earnings growth were +7%.  Now, the consensus ex-

pectation is for slightly negative to lat earnings over the irst 2 
quarters of 2019 but rising to end the year with about 10% growth 
over 2018.  If that’s the case, current equity valuations are reasona-
ble given the low interest rate environment and there is no reason 
to expect that the end of our long running bull market is imminent.  
Of course, that doesn’t mean that we won’t experience more violent 
swings in sentiment.   
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Total Return % 

  3 month  12 month 

S&P 500  +13.7  +9.5 

Nasdaq Composite  +16.5  +9.4 

Russell 2000  +14.6  +2.1 

MSCI EAFE  +10.0  ‐3.6 

Barclays High Yield  +7.3  +5.9 

Treasury Bond Rates  3/29/18  12/29/17 

2 year  2.27%  2.27% 

10 year  2.41%  2.74% 

Barclays U.S. Aggregate  +2.9  +4.5 

MSCI Emerging Markets  +9.9  ‐7.3 

	

Source: US Treasury, LPL Financial Research)  Indices cannot be invested into directly. 

Past results are no guarantee of future performance 



Page 2 

 

Economic	and	Market	Cycles	

 

This chart is interesting.  Looking back over the past 22 years, we can see that the level of the index is irrelevant.  What is 
important is how much you pay for the anticipated future stream of earnings.  Otherwise known as the Price/Earnings 
ratio, it is a measure of investor optimism about the future.  The higher the P/E ratio, the more an investor pays for a given 
stream of earnings and the lower the margin of safety.  But, while valuation is important, its not the only determinant of 
market health.  Looking at the past, it’s easy to blame the 2000 crash on sky high valuations.  It varies with in lation expec-
tations, but 16, the historical average P/E ratio, is a reasonable benchmark in most cases.  Obviously, the 27.2 P/E (fwd) in 
2000 was excessive.  A bubble waiting to pop, and that’s what happened.  However, that was certainly not the case in 
2008.  Forward valuations looked very reasonable until the Financial Crisis happened and actual earnings collapsed.  So, 
based on our recent history, P/E (forward or trailing) is an imperfect indicator of future market performance.  Interesting-
ly, looking back to the 1st quarter of 2016, the S&P 500 index was 2060 with a forward P/E of 16.6.  The index has in-
creased 38% over the past 3 tumultuous years but forward P/E remains essentially unchanged.  That’s because earnings 
growth has kept pace.  Based on that, the future looks bright.  But, let’s remember the similar situation in 2007 and not be 
too sanguine.  As we can see above, market crashes can occur even when valuations seem reasonable.  That’s because, de-
spite what the pundits proclaim, the future is a very uncertain place.  If earnings unexpectedly collapse like they did 10 
years ago, market prices will follow despite what appear to be reasonable forward valuations.   
 

What could drive earnings down in the aggregate?  Well, corporate pro its are driven by economic cycles.  If the economy 
goes into a recession, expect earnings and stock prices to drop.  We are currently in the midst of an expansion that, if it 
lasts until June (and it probably will), will be the longest economic upcycle in U.S. history.  There’s no a	priori	reason to 
expect an end to the good times.  Recessions don’t just happen, they are caused by something unexpected.  But, the econo-
my naturally cycles down as well as up.  I don’t know, and neither does anyone else, where we are in the current cycle.  
The only thing we can know, is that the end is now closer than it was 3 years ago.  Given that, we should expect volatility in 
risk asset prices like last year as a natural by-product of the heightened uncertainty that comes with being late in the eco-
nomic cycle.  As always, I think a cautious balanced approach is appropriate for all but the most risk tolerant investors. 

P/E (fwd) is based on 12 month 

analyst projected forward earn‐

ings at the  me and is different 

than P/E calculated using actual 

trailing 12 month earnings 
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Things	That	Probably	Only	Brad	Cares	About	I	Actually	Read	it	Somewhere	

Kevin	Kisner,	PGA	Tour	Player		
"I'm the cheapest guy in the world. I hoard that money like 
crazy, because I don't know when it's going to run out, and I 
don't want it to run out and I don't know how long I'm going 
to be able to make 10-footers."  
 

Stephen	 Colbert	 reacting	 to	 Jussie	 Smollett’s	 release: 
“Isn’t it a hopeful sign for America that, regardless of your 
race or sexual orientation, all rich famous people get off easi-
ly?” 
 

.Gov	 Cuomo	 on	 NY	 state's	 $2.3billion	 budget	 shortfall.  
"Tax the rich, tax the rich, tax the rich.  We did!  Now, God 
forbid, the rich leave." 
 

Charlie	Munger	on	high	state	taxes	
“I think it's really stupid for a state to drive the rich people 
out. They're old. They keep your hospitals busy. They don't 
burden your schools, the police department, your prisons. 
They give a lot. Who wouldn't want rich people?” 
 

Jan	Techau,	Director‐German	Marshall	Fund		
“There is a gigantic mismatch between the tactical-military 
and the political level. The life we have had for the last 70 
years is possible because of the American security guaran-
tees we have had, largely for free. That is the reason we are 
not Ukraine and live in a Russian sphere of in luence.” 
 

Jared	Dillian	
“This talk about forgiving student loan debt is dumb (you 
have to respect the rights and property of the lender). If I 
were running this hamburger stand, I would work to compel 
student lenders to enforce the same sorts of credit standards 
that banks do when they issue mortgages. Naturally, that 
would result in fewer people going to college—or, at least, to 
expensive colleges. That is okay! It would force colleges and 
universities to think a little harder on the sprawling bureau-
cracies they’ve built for themselves. The University of Michi-
gan famously employs 93 full-time diversity staff, the top 26 
of which make six igures.  Yes, college could be cheaper.” 
 

Will	Rogers	
“There are men running governments who shouldn’t be al-
lowed to play with matches.” 
 

Years  ago,  I  had  two  seemingly  trivial  interac ons with  people 

that  have  had  a  resounding  influence  on my  life  and  outlook.  

The first was while heli‐skiing in the Cariboo mountains of Cana‐

da.   It was the last week of the season and we experienced the 

full  gamut  of  snow  condi ons,  from  deep  powder  to  extreme 

ice.    (The  reality of heli‐skiing  is  that, despite  the expense, you 

can experience the best and  worst snow condi ons on the same 

trip.)  We had just skied a very slippery glacier lined with crevass‐

es that began with the guide warning us “Do not fall or you will 

die.”    From  there,  we  moved  to  a  steep  sec on  of  breakable 

crust that was difficult and exhaus ng.  At that point, a member 

of  our  group  loudly  complained  about  the  “bad”  snow  condi‐

ons.    The  guide’s  reac on,  and  you  have  to  hear  this  in  your 

mind with  a  prissily  superior Austrian  accent,  “There  is  no bad 

snow.    Only  bad  skiers!”    It  got  awful  quiet  in  our  group  a er 

that.   A few years later,  I was surfing at the Hun ngton Cliffs in 

the  late  fall.    The  water  was  cold  and  the  wind  was  blowing 

strongly off‐shore.  It was dis nctly chilly and I was very happy to 

be encapsulated in a full wetsuit.   But the guy next to me, who 

had been out for a long  me, was just in boardshorts.  Given the 

condi ons,  it was  remarkable.    So,  I  asked why  the  cold didn’t 

seem to bother him.  He replied, “Being hot or cold is just a sen‐

sa on.  It’s not good or bad.  You just have to accept the feeling 

and  take  the  judgement out.”   Not only have  I been guided by 

those two very profound principles ever since, but it also means 

that  I’ve actually been “woke” to the modern concept of mind‐

fulness for years without even knowing it.   I find it to be a very 

advanced, almost Yoda‐ish, way to go through life.  Unfortunate‐

ly,  the  Li le  Princess  finds  my  regular  men on  of  those  two 

phrases to be insufferable.  But, despite her “unwoke” a tude, 

it seems contrary to the principle of mindfulness to hide the light 

of my knowledge under a bushel.  However, I don’t want to give 

the wrong impression.  Despite my sincere and early adop on of 

these precepts, I s ll struggle with occasional lapses.  I’m work‐

ing, with some success, at taking the judgement out of irrita ng 

situa ons  like traffic,  li   lines and the oppressive regulatory re‐

quirements  of  our  nanny  state.    However,  certain  things,  like 

slow  golfers  (ain’t  got  no  reason  to  live),  and  wave  hogs  (the 

worst  form of ocean pollu on.)  I  can’t get past and will  always 

be subject to judgement. 



Past performance does not guarantee future performance and your actual results will vary. These opinions are for general information only 
and are not intended to provide speci ic advice or recommendations for any individual. Consult your attorney, accountant, or tax advisor 
with regard to your individual situation. The S&P 500 is an unmanaged indexes re lecting the overall returns attained by leading US stocks. 
The MSCI EAFE is comprised of large company stocks in established foreign markets.  The MSCI EM (Emerging Markets) Index is a free loat
-adjusted market capitalization weighted index that is designed to measure the equity market performance of the emerging market coun-
tries of the Americas, Europe, the Middle East, Africa and Asia. Govt bonds and T-Bills are guaranteed by the US government as to the timely 
payment of principal & interest and, if held to maturity, offer a ixed rate of return a& principal value. The Barclay’s  bond indexes are rep-
resentative of total returns earned by various segments of the bond market.  Indexes cannot be invested into directly & are unmanaged.  
International and emerging market investing carries special risks such as currency luctuation and political instability.  The Russell 2000 
Index is an unmanaged index generally representative of the 2000 smallest companies in the Russell 3000 index, which represents approxi-
mately 10% of the total capitalization of the Russell3000 Index. The Barclays  High-Yield Market Index captures the performance of below-
investment-grade debt issued by corporations domiciled in the United States or Canada. Stock investing involves risk including loss of prin-
cipal. Bonds are subject to market and  Interest rate risk if sold prior to maturity. Bond values and yields will decline as interest rates rise 
and bonds are subject to  availability and change in price.  Economic forecasts set forth may not develop as predicted and there can be no 
guarantee that strategies promoted will be successful. No strategy assures success or protection against loss. The NASDAQ Composite Index 
measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ Stock Market. The market value, the last sale 
price multiplied by total shares outstanding, is calculated throughout the trading day, and is related to the total value of the Index.  The 
prices of small cap stocks are generally more volatile than large cap stocks. International investing involves special risks such as currency 
luctuation and political instability and may not be suitable for all investors. These risks are often heightened for investments in emerging 

markets. 

Business	Philosophy: 

Our	objective	is	to	make	working	with	us	a	pleasant	
as	well	as	rewarding	experience			

	

�� We take our responsibilities seriously 

�� We return calls promptly 

�� We’re nice when someone does call 

�� We don’t lie or mislead 

�� We do what we say we’re going to do. 

�� We’re knowledgeable and  current in our discipline 

�� We admit (infrequent) mistakes and do our best to 
right the wrong 

�� We listen to suggestions and take them seriously 

�� We work in your best interest in the most straight-
forward and transparent way possible 

Brad Lancaster is a Registered Principal with and securities 
offered through LPL Financial, Member FINRA/SIPC 

Please notify me in writing if you would like a hard copy of our 
full ADV part 2A brochure or if there are any changes to your  
inancial situation  or investment objectives  

Leading the Descent 

2019‐Another	Great	Sierra	Winter	

The view from our 2nd loor window on February 5th with Lincoln 
Mountain in the background. 

Our driveway on March 10th.  Very glad that snow removal is not my  
responsibility! 


