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 History may not repeat, but we feel the 1978 scenario potentially provides a 

roadmap to the present.  Returning to 2011, the S&P plunged 18% from July 21 to 

August 9th.  Like 1978, it experienced a vicious rally in early August before falling back 

again to retest the lows.  Also, like 1978, 2011 had a happy ending as the market 

bounced off the October retest and rallied 27% over the next five months.  If this sounds 

familiar, it should as the ups and downs have been similar lately.  The big question for 

2018 is do we get the happy ending? 

The market is about as oversold as I’ve seen it in recent memory.  Only March 

2009 and August 1990 come close: the housing crisis and Saddam’s Kuwait invasion 

respectively.  In 2018, the market action feels worse because of the size of the point 

moves in the Dow.  When the Dow trades at 24,000, it takes a big move to make a 

difference percentage wise.  This is also not new.  In the first three weeks of August 

2011, the Dow had endured more than 10,000 points of intraday swings.  The Dow was 

trading at only the 11,000 level, so it felt even worse than it does now. (Source: Dow 

Jones) 

 For 2018, we see reason for potential optimism.  For one, systemic leverage is 

lower.  In 2008, the average bank was levered at 30 times.  Today that level is in the mid- 

teens.  Hedge fund leverage is also lower with the average hedge fund using roughly 1.1 

times leverage.  The lower levels may potentially keep events from spiraling out of 

control.  Leverage is a harsh taskmaster and those 2:00 pm margin calls are sometimes 

the root cause of the market’s afternoon swoon. 

 After our recent selloff, the market’s more reasonable valuation helps us see the 

potential positives.  Earnings season was recently completed.  Quarterly results were 

generally strong, and the guidance was generally positive.  There are several companies 

and sectors that we’ve targeted to buy over the last six months and the selloff is giving 



us a chance to add to those areas.  As always, we are proceeding with caution but feel 

the odds could be in our favor for a positive result. 

As noted earlier, investors recently hit a record in withdrawing money from stock 

funds.  During the first week of August 2011, investors pulled $30 billion from stock 

mutual funds: a new record at the time.  I believe this type of mass exodus could mean 

investors who want to sell have already done so.  Couple the withdrawals with a two-

year high in volatility and it might be prudent to start edging back to the buy side.  

Finally, no matter how you celebrate the holiday season, I hope you have a great one.  If 

you have any comments, feel free to contact me at heddins@capital-invest.com or call 

me at 919-656-0836. 
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