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NO PAIN NO GAIN   

Well we knew the calmness of 2017 
wouldn’t last forever.  As so often happens 
with markets, when volatility returns it 
comes back with a vengeance.  After a 
historically strong start to the year, the stock 
market gave it all back and then some in the 
early part of February and it’s been 
bouncing around ever since.  With the 
economy on solid footing and earnings 
growth continuing to be quite strong, in my 
opinion the reason for the market decline 
was not related to the fundamentals of the 
market. 
I believe, the decline was sparked by a 
pickup in volatility which led to the blowup 
of a volatility ETF that a large amount of 
hedge funds and institutions owned.  I won’t 
bore you with the minutiae, but suffice to 
say they owned a product that would go up 
in value so long as volatility remained low.  
It worked beautifully until it didn’t, and now 
it has no value at all.  Sort of like picking up 

pennies before a freight train.  With no 
ability to sell the underlying asset and 
margin calls coming due, they sold what was 
liquid and that was equities.   
 
Since that time, there have been a whole 
host of reasons for continued market 
volatility, tariffs being just the most recent.  
However, regardless of the news of the day, 
once the stock market goes into one of these 
waterfall type declines, it takes time to come 
out of it.  As you can see from the chart 
below, previous declines that were similar in 
nature lasted anywhere from 97 days to 417 
days.  With the underlying fundamentals still 
quite positive, I think this will prove to be a 
shorter term correction, meaning there is 
likely another month or two to go before the 
market makes new highs.  This is why I think 
it’s important to use this decline to add some 
high quality companies that have been 
unfairly punished by the market.            

 

“Many an optimist has become rich simply by buying out a pessimist.” 
~ Laurence J Peter, educator, author 

Source: Bloomberg 
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While the recent market instability has been 
stomach churning at times, it’s important to 
remember this is normal market behavior.  
Looking at the chart below, most years have 
seen significant market declines, and yet just 
as often finish the year with positive returns.  
Stocks can sell-off for all sorts of reasons, 
some real and some imagined.  I have seen 
nothing so far that would lead me to believe 

that this is anything more than your run of 
the mill market correction.   
I think a large part of the fear in the market 
is due to these large point swings.  However, 
much like a nickel, a 1,000 point move in the 
Dow Jones Industrial Average (DJIA) isn’t 
what it used to be.  As the stock market has 
risen in value over time, the amount each 
point means on a percentage basis has 
declined.  In early February when the DJIA 
dropped by 1,000 points twice in the same 
week, it was touted as “unprecedented” by 
the news media.  While technically that’s 
true, on a percentage basis though, it was 
hardly historic, constituting the 26th and 33rd 
worst days since 1985.  I was surprised to 
learn that most other countries use 
percentages rather than points when 
discussing the daily moves of their 
respective stock markets.  I can only wish 
that we would do the same as it would likely 
reduce a lot of needless worry and 
apprehension.  Probably wouldn’t sell as 
many newspapers though.   

Pullbacks are normal 

“The genius of investing is recognizing the direction of a trend, not catching highs and lows.” 
~John Bogle, investor 

Source: Russell Investments 
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“The most important lesson in investing is humility.” 
~ Sir John Templeton, investor 

One concern I do have, that could morph 
this typical correction into something 
worse, would be a trade war.  Although the 
President has since backed down from the 
recent steel and aluminum tariffs by 
granting exclusion to practically every 
country not named China, he hasn’t backed 
down from his stance on using tariffs in 
order to garner more favorable trade terms.  
This might be his most politically consistent 
issue as he’s been in favor of tariffs for 
years.  While the realistic hope remains that 
this is merely bluster and posturing, there 
remains the real possibility of this turning 
into something far worse, if cooler heads 
don’t ultimately prevail. 

The Smoot-Hawley Tariff act of 1930 was a 
significant, if not leading factor, as to why an 
ordinary recession turned into the Great 
Depression.  Few realize that the DJIA which 
had famously crashed during the fall of 
1929, was only down 5% year over year by 
April 1930.  The worst was yet to come 
however as the Tariff Act enacted in June of 
that year, started a trade war that dropped 
world trade by 65% over the next few years!  
As you can see in the chart below, the great 
crash really got going after the Tariff Act, as 
the DJIA fell 86% from the April 1930 high 
to the bottom in 1932.  As the well-known 
saying goes, “those who cannot learn from 
history are doomed to repeat it”. 

Tariffs 



Quarterly Investment Newsletter                        April 2018 

By Adams Group of Raymond James  

 4 

 

It’s been well 
documented that 
demographic 
trends play a 
large role in the 
performance of 
our economy and 
consequently the 
stock market.  

When relatively large groups of people such 
as the baby boomers, move through their 
life, various parts of the economy will do 
better or worse depending on where they 
are in their life cycle.  People tend to buy 
their first car at a certain age or their first 
house at a comparable time in their lives.   
In the same way people tend to reduce their 
exposure to stocks as they enter or near 
retirement in favor of fixed income.  This 
has been a consistent trend since the 
financial crisis as large swaths of baby 
boomers have retired and have 

subsequently reduced equity exposure.   

These demographic trends were captured in 
a ratio developed by a number of highly 
renowned economics professors which they 
called the MY ratio.  The MY ratio is 
essentially the number of Middle-aged 
people (ages 35-49) in relation to the 
number of Young people (ages 20-34).  As 
you can see from the chart below, it has 
been a fairly accurate predictor of the long-
term returns of the S&P 500.  When this 
ratio was initially developed back in 2002, it 
was predicted by these professors that the 
stock market would struggle until the ratio 
turned back up in 2016, which I think it’s 
fair to say that it did.   Now that the ratio has 
turned back up, it is expected to rise until 
2035, which would fit in nicely with my 
belief that we are still in the early innings of 
a long term secular bull market, with years 
yet to go.  Cont. on pg. 5 

The MY Ratio 

 

“The years teach us what the days never know.” 
Ralph Waldo Emerson, poet 
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Speaking of demographics, there was a 
recent study put forth by the National 
Bureau of Economic Research (NBER) which 
shows that falling conception rates in the US, 
consistently preceded each and every 
economic downturn of the past three 
decades.  This means that you could use 
fertility rates as an economic indicator.  In 
fact, the bureau’s report stated that fertility 
rates can predict recessions just as well, if 
not earlier and better than, conventional 
market indicators such as equity prices and 
consumer confidence levels.  Basically, 
they’re saying that economic contractions 

can be predicted by a falling number of an 
entirely different type of contraction.   

I still believe that the stock market will be 
making new highs before the year is up and 
likely far sooner.  While volatility has 
returned to the stock market, in many ways 
it’s a return to normal as most years see 
similar types of corrections.  With no 
recession on my horizon, I think you invest 
accordingly. Namely, use this market 
correction to add high quality companies 
that are now trading at more attractive 
prices.  High equity valuations had been one 
area of concern for many investors.  
However, with the drop in prices and the 
continued earnings growth, that seems to no 
longer be the case.  According to S&P Global, 
the S&P 500 is now trading at about 16.8 
times forward earnings, which is just slightly 
above the 16.4 average since 2000.  With 
S&P 500 earnings expected to grow 18% this 
year and continued growth next year, seems 
to me the market has given us a good 
opportunity to buy some stock at 
undervalued prices.   

“I have noticed even people who claim everything is predestined, and that we can do 
nothing to change it, look before they cross the road.” 

~ Stephen Hawking, physicist 

Notes: The figure shows the growth rate of conceptions and GDP over the preceding year, reported quarterly. The shaded areas indicate NBER 
dated recessions. Sources: Natality  Detail Files and the BEA  
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At Raymond James, we believe that putting clients’ needs first – including their need for security 
– is the best way to ensure their success and, in turn, the success of the firm. Our guiding 
principles have led us to over 110 quarters of continuous profitability.1 The integrity, strength 
and stability at the foundation of our firm offer the most important protection for your 
accounts. And we back our efforts with a pledge you can believe in.  

How You Can Help 
Maintaining your security is a partnership. With a few preventive measures, including promptly reviewing 
your statements for any unauthorized account activity, you can help secure your assets and personal 
information. 

  YOUR EQUIPMENT UP TO DATE. Install the latest updates and patches for your computers and mobile 
devices and use security software including antivirus, firewalls and encryption. And before selling or 
disposing of computers and mobile devices, wipe them of data. 

  PUBLIC WIRELESS NETWORKS WITH CAUTION. Avoid visiting sensitive websites when away from home. 

 COMPLEX AND UNIQUE PASSWORDS. These contain a combination of upper and lowercase letters, numbers 
and special characters. Do not share your passwords. 

 ALERT TO RISKS ONLINE. Never open attachments or click on links in suspicious emails or from senders you 
don’t recognize, and limit the personal information you share on social media websites. 

 PRACTICE SENSIBLE DATA MANAGEMENT. Shred sensitive documents when disposing of them. 

 USE MULTI-FACTOR AUTHENTICATION WHEN POSSIBLE. Choose security questions wisely and enable 

Your security is our priority 

We want you to have the highest level of confidence in doing business with 
us. That’s why we offer you this assurance: 

We will reimburse you for actual losses in any of your 
Raymond James accounts due to unauthorized access 

to a Raymond James system that occurs through no 
fault of your own. 2 

1.     As of 9/30/15. Past performance is not indicative of future results. The information provided is for informational purposes only and is not a solicitation to buy  or sell Raymond James Financial 
stock. 
2.    This reimbursement covers losses in your retail  brokerage account arising out of unauthorized online access to a  Raymond James system and does not cover losses out of the activities of a      
person to whom you have granted authority over or access to your account the failure of such person  to safeguard your information. If you share your account  information with anyone, we will 
consider that you authorized  that person’s activities. We will determine the type and amount of any reimbursement, including whether to replace the assests in your account. We may not compen-
sate you for losses for which you  are reimbursed , or eligible for reimbursement, through other coverage, such as insurance provider. This reimbursement requires you to promptly tell us of any 
investigation, to take steps to protect against further losses, and to sign documents in connection with any reimbursement. We reserve the right to not reimburse your losses in your retails brokerage 
account if you have not complied with any of the foregoing.  
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Opinions expressed are not necessarily those of Raymond James & Associates. The author's opinions are subject to change without notice. Information 
contained in this report was received from sources believed to be reliable, but accuracy is not guaranteed. Past performance is not indicative of future 
results. Investing always involves risk and you may incur a profit or loss. No investment strategy can guarantee success. There is no assurance these trends 
will continue or that forecasts mentioned will occur. It is not possible to invest directly in an index. The S&P 500 is an unmanaged index of 500 widely held 
stocks. The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange and the NASDAQ. The 
NASDAQ Composite Index is an unmanaged index of all stocks traded on the NASDAQ over-the-counter market. The Wilshire 5000 is a market capitaliza-
tion-weighted index of the market value of all stocks actively traded in the United States. The Russell 2000 index is an unmanaged index of small cap secu-
rities which generally involve greater risks. The MSCI    EAFE (Europe, Australia, Far East) index is an unmanaged index that is generally considered repre-
sentative of the international stock market.   These international securities involve additional risks such as currency fluctuations, differing financial ac-
counting standards, and possible political and economic instability. VIX is the Chicago Board Options Exchange (CBOE) Volatility Index, which shows the mar-
ket’s expectations of 30-day volatility. It is constructed using the implied volatilities of a wide range of S&P 500 index options. It is a widely used measure of 
market risk. There is an inverse relationship between interest rate movements and bond prices. Generally, when interest rates rise, bond prices fall and 
when interest rates fall, bond prices rise. Dividends are not guaranteed and will fluctuate. 
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INDEXES 12/31/2017 3/29/2018 % CHANGE  

Dow Jones 24,719.22 24103.11 -2.49 

S&P 500 2673.61 2640.87 -1.22 

Nasdaq 6903.39 7063.44 2.32 

Wilshire 5000 27794.17 27410.72 1.38 

Russell 2000 1535.51 1529.43 -0.40 

MSCI EAFE (Intl) 2050.85 2005.67 -2.20 

Year-to Date Index Performance 
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