
Market Review 

Should the equity markets continue their trips south whenever a Forbes Cruise sets sail, we may 

have to think twice about future participation! Of course, the inevitable periods of volatility are 

precisely the time to remind folks that the secret to success in stocks is not to get scared out of 

them, and that ups and downs are hardly unusual. In fact, from the recent high of 2930.75 on the 

S&P 500 set on Sept. 20 to the Oct. 11 close of 2728.37, that widely-followed index had dropped 

“only” 6.91%. 

Certainly, we do not mean to minimize the paper losses suffered, but nine decades of market 

history shows that pullbacks of at least 5% have happened more than twice a year on average and 

even 7.5% setbacks have occurred every 0.6 years on average. 

 

That does not mean that waterfall sell-offs, as was endured on Oct. 10 when the Dow Jones 

Industrial Average plunged 832 points, are not disconcerting, but we always strive to maintain 

proper perspective. Indeed, the Dow has now had three days with losses of at least 3.14% just in 

2018 (Feb. 5, Feb. 8 and Oct. 10),… 



 

…while 90 years of data show that there have also been 250 other such occurrences. Believe it or 

not, that means that we have seen the equivalent of an 832-point Dow hit more than twice a year, 

on average, while that number jumps to more than seven times a year for losses on the S&P 500 

equal to or greater than the 2.05%+ downturn suffered on Oct. 11. 



 

No doubt, as investors await the start of Q3 earnings reporting season, there is renewed concern 

about world-wide economic growth, given a host of Wall Street analyst individual stock 

downgrades, a few less-than-grand earnings and sales warnings from multi-national corporations, 

and a reduction in the global GDP forecasts by the International Monetary Fund (IMF). 



 

Ironically, a week ago, U.S. stock investors were fretting about U.S. economic growth coming in 

too strong, so we hardly think that a 3.7% IMF global GDP growth projection is cause for alarm. 

Indeed, we think that the relatively healthy economies around the world still are providing a 

tailwind for corporate profits. Yes, we respect that trade remains a significant wildcard, while 

investors will be keenly focused on the outlooks offered by management teams as they report 

quarterly results in the weeks ahead, but we can’t forget that Corporate America still is expected 

to show handsome earnings growth over the balance of 2018 and into 2019,… 



 

…which is likely to continue to propel dividend payouts higher,... 

 



…keeping the income offered by equities competitive with that of fixed income instruments, 

even with the recent rise in interest rates. Oops, check that - believe it or not, interest rates 

actually have declined over the past six-day equity market plunge, with the yield on the 10-year 

U.S. Treasury dipping to 3.15% on Oct. 11, versus 3.18% on Oct. 3! This means that the October 

rout has made the earnings yield on stocks even more intriguing today than it was eight days ago. 

 

Of course, as is often the case, when Wall Street holds a sale, investors tend to run away, as 

evidenced by the good folks at AAII dramatically changing their tune, becoming downright 

Bearish as of Oct. 10. Given that AAII participants had become quite Bullish the week prior, we 

note that the Sentiment Survey is often viewed as a solid contrarian indicator, so we are happy to 

see the sharp shift toward pessimism. 



 

So, while we are left to grin and bear it in terms of stock market volatility, we are more (not less) 

optimistic today than we were on Oct. 3 about the long-term prospects of our broadly diversified 

portfolios of what we believe are undervalued stocks. 

 


