
 

 

 

 

 

 

Monthly Financial Market Update 
November 1, 2018 

 

The summary below is provided for educational purposes only. If you have any thoughts or would like to 

discuss any other matters, please feel free to contact me. 

 

A Cool Wind Greets October 

 

Last month’s update began with the headline, Strong Economic Fundamentals Drives Shares to New Highs. 

While I acknowledged that October has a ghoulish reputation, September is, on average, the weakest month 

for stocks (MarketWatch – Dow Jones Industrial going back to 1896). 

 

This year, October, which historically sports a gain (St. Louis Fed data back to 1970), lived up to its 

supposedly undeserved reputation. 

 

Let’s dive in and dissect October’s weakness, review the near-term outlook, and put October’s pullback in 

perspective. 

 

Index Oct Return* 2018 YTD Return % 
DJIA1 -5.07 +1.60 
NASDAQ Composite2 -9.20 +5.83 
S&P 500 Index3 -6.94 +1.43 
FTSE Developed 
ex North America Index4 

-8.66 -12.40 

Bond Yields Yield - % a/o Oct 31 & Change* Yield - % a/o Dec 29, 2017 
3-month T-bill 2.34       +0.15 1.39       
2-year Treasury 2.87       +0.06 1.89       
10-year Treasury 3.15       +0.10 2.40            
30-year Treasury 3.39       +0.20 2.74        
Commodities Oct 31 Price & Change* Year end 2017 
Oil per barrel5        $65.31                -7.94 $60.42 
Gold per ounce6    $1,214.95               +27.70 $1,296.50 

Sources: U.S. Treasury, MarketWatch, St. Louis Federal Reserve, CNBC 

*Monthly: September 28, 2018 – October 31, 2018 

 

Behind the decline 

There wasn’t a specific catalyst that sparked the selloff but there were factors that influenced sentiment. 

 

1- Interest rates and a Fed policy mistake. Eight rate hikes by the Fed since December 2015 didn’t cause 

much concern until we entered October. Are investors getting anxious about an overshoot on rates that 
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could put the brakes on economic growth? It’s not unusual for the cost of money to rise when the 

economy is expanding, and a growing economy is supportive of corporate profits. 

 

The Fed has yet to signal it may ease up on plans to gradually hike the fed funds rate. Expect one more 

0.25 percentage-point increase in December. The Fed has penciled in three such hikes in 2019. 

 

2- China, slower global growth, and tariffs. This may be the biggest reason why we’re seeing the latest 

round of volatility. For firms that conduct a substantial amount of business overseas, we may see a 

moderation in earnings growth in Q4 and next year. 

 

And tariffs, which weren’t bothering investors a few weeks ago, have taken centerstage. Fear—it will 

further slow economic growth among some industrial names and boost inflation at home. 

 

While Q3 earnings growth has been very strong – up over 26% per Thomson Reuters (estimate through 

Nov 1), various firms have commented that they are concerned about the impact of U.S. trade policy. 

Further, earnings growth is expected to moderate in 2019. 

 

The cut in the corporate tax rate is aiding results today. But let’s not discount U.S. economic growth. 

How the U.S. economy performs next year will play a key role in earnings. 

 

3- A U.S. economic slowdown? While U.S. GDP expanded at an annual rate of 3.5% in Q3 (preliminary 

data from the U.S. BEA), there was one notable soft spot – weakness in business spending.  

 

Weakness in capital spending may be just a one-time slowdown, and consumer spending remains strong. 

Moreover, job growth and the gradual acceleration in wage gains are set to support consumer outlays.    

 

The Fed’s Beige Book, which is an anecdotal review of the economic data, isn’t suggesting a near-term 

slowdown, and the Conference Board’s Leading Index hit another high in September.  

 

While housing has stalled—an important leading indicator—and auto sales have moderated, odds of a near-

term recession, which would likely send shares into bear market territory, remain low. 

 

Taking the stairs up and the elevator lower 

Stocks seems to take the stairs higher and the elevator lower. While we recognize that stocks don’t move 

up in a straight line, steep declines can sometimes be unnerving. 

 

But trying to time the market and avoid surprises, well, it’s not a realistic option. 

 

Benjamin Graham is not a household name, but he is well-recognized in the investment community. Best 

known as a mentor to Warren Buffett, he authored “Security Analysis” and “The Intelligent Investor,” two 

titles that influence financial planning today. 

 

In the 1970s, he said, “If I have noticed anything over these sixty years on Wall Street, it is that people do 

not succeed in forecasting what's going to happen to the stock market.” Agreed. Besides, a market timer 

must be successful twice – consistently and correctly forecasting the peak and trough. 

 

While we may look for patterns that might provide insights, i.e., bear markets center around recessions and 

profit growth underpins longer-term stock market performance, former Fed Chief Ben Bernanke counseled, 

“These must be used with considerable caution and healthy skepticism.” 



 

Even if a pattern emerges that may suggest a possible market turning point, if one is either early or late, it 

becomes exceedingly difficult to outperform the longer-term investment plan. 

 

With that in mind, note in Figure 1 that market pullbacks are quite common. And so are annual advances. 

 

 
*Average gain of 12.6% includes 2018 

Past performance is no guarantee of future performance 

 

The average intra-year decline in the S&P 500 Index since 1980 has been almost 14%. Yet, the total return 

on the S&P 500 Index, including dividends, averaged a healthy 12.6% annually since 1980. Moreover, 

we’ve only experienced six full-year declines. 

 

This year the largest intra-year decline is 10%. That occurred in February. We came close to 10% last 

month. While the swiftness in October’s selloff may be disquieting, recent weakness isn’t out of the 

ordinary. 

 

We’ve seen risks push their way onto the stage before. When anxieties failed to materially impact the 

economic outlook, stocks recovered. Stay tuned. 

 

If you have any thoughts or comments, please feel free to reach out to me. 

 

Warmest Regards, 

 

  Jeremy R. Hofer 
 

Share! 

It’s OK with us if you would like to share the Market Update with your friends, 

family and neighbors. We love meeting new folks! 
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Pullbacks are Normal
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It is important that you do not use this e-mail to request or authorize the purchase or sale of any security or commodity, or to 

request any other transactions. Any such request, orders or instructions will not be accepted and will not be processed. 

 

All items discussed in this report are for informational purposes only, are not advice of any kind, and are not intended as a 

solicitation to buy, hold, or sell any securities. Nothing contained herein constitutes tax, legal, insurance, or investment advice. 

 

Stocks and bonds and commodities are not FDIC insured and can fall in value, and any investment information, securities 

and commodities mentioned in this report may not be suitable for everyone. 

 

U.S. Treasury bonds and Treasury bills are guaranteed by the U.S. government and, if held to maturity, offer a fixed rate of 

return and guaranteed principal value. U.S. government bonds are issued and guaranteed as to the timely payment of 

principal and interest by the federal government. Treasury bills are certificates reflecting short-term (less than one year) 

obligations of the U.S. government. 

 

Past performance is not a guarantee of future performance. Different investments involve different degrees of risk, and 

there can be no assurance that the future performance of any investment, security, commodity or investment strategy that is 

referenced will be profitable or be suitable for your portfolio. 

 

The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material 

is accurate or complete. The information contained in this report does not purport to be a complete description of the 

securities, markets, or developments referred to in this material. Any information is not a complete summary or statement of 

all available data necessary for making an investment decision and does not constitute a recommendation. 

 

Before making any investments or making any type of investment decision, please consult with your financial advisor and 

determine how a security may fit into your investment portfolio, how a decision may affect your financial position and how it 

may impact your financial goals. 

 

All opinions are subject to change without notice in response to changing market and/or economic conditions. 

 
1 The Dow Jones Industrials Average is an unmanaged index of 30 major companies which cannot be invested into directly.  Past performance 
does not guarantee future results. 
2 The NASDAQ Composite is an unmanaged index of companies which cannot be invested into directly.  Past performance does not guarantee 
future results. 
3 The S&P 500 Index is an unmanaged index of 500 larger companies which cannot be invested into directly.  Past performance does not 
guarantee future results. 
4 The FTSE Developed ex North America Index is an unmanaged index of large and mid-cap stocks providing coverage of developed markets, 
excluding the US and Canada. It cannot be invested into directly. Past performance does not guarantee future results. 
5 New York Mercantile Exchange front-month contract; Prices can and do vary; past performance does not guarantee future results. 
6 London Bullion Market Association; gold fixing pricing; Prices can and do vary; past performance does not guarantee future results. 
 

Copyright © 2018 Financial Jumble, LLC All rights reserved. 

Content was provided by an independent third-party journalist. Index returns do not represent the performance of Hofer & 
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