
 

 
 

              

Quarterly Review & Outlook 
  September 2017: ‘To the Moon and Back’ 

 

        A Look Back – 3rd Quarter 2017 

The above title is a clumsy phrase that many use to express their feelings as a measurement of distance.  “I love you 

to the moon and back.”  As I heard the above line used recently on a late night television show, it took on a different 

meaning as I thought about current markets.  As the chart of the S&P 500 below clearly shows, it has been a steady 

march upward over the last 8 ½ years after making a major low in early 2009.  So, we have traveled the first part of 

that phrase…we have gone to the moon.  Much of the bigger picture discussion going on currently centers on the 

question of where we are on that trip.  Are we coming back any time soon, and if so, what will be the driver?  We 

have now had eight quarters in a row of positive returns in the S&P 500.  We have to go back to the third quarter of 

2015 to find a negative quarterly return.  Most recently, with the week ending October 27th, the index has been up 

seven weeks in a row.  To be fair, the equity indices have a long history of providing more up days than not.  

However, the disparity isn’t as large as you might imagine.  Since 1950, the number of up days to down days stands 

at 54% versus 46%, and has been fairly consistent across calendar years.  It’s been not so different in 2017, except the 

down days have been small in size, while the up days have been more significant. 
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It may be helpful to add context to some of these numbers.  The recent chart below overlays the S&P 500 with the 

mean number of days before we have historically seen a 5%, 10%, and 20% correction.  In the upper left hand box it 

shows the data for bull and bear markets, along with all periods over the last 90 years, and where we currently stand.  

As of October 17, we have gone 331 trading days without a 5% move down, 425 without a 10% negative move, and 

2,170 trading days, or over 8 ½ years without a 20% correction.  You can see how that compares to the norm.  For 

example, over all periods, it typically takes 167 trading days before we see a 10% correction, or at least once in a 

calendar year. Nothing here is meant to be foreboding, but rather a clear look at history and comparing it to the 

present.  One could have made the case, and many did for overvaluation at the beginning of 2017 and missed out on 

a 15% return in the S&P 500 so far this year!  We still have a slight overweight to equities in our models, and believe 

that there is enough economic momentum to carry the day currently.  In addition, history has shown us that it truly 

has been foolhardy to try and consistently pick market tops and bottoms.  However, the long history of market 

action has also shown that returns tend to be mean-reverting.  Outperformance by a certain security or asset class is 

often followed by underperformance.  With that concept in mind, we further believe that the value of a diversified 

asset allocation approach will be accentuated over the next several years, as equities may struggle to produce the 

outsized annual returns that we have seen since the Great Recession.  It may not be time to head back from the moon, 

but it may be useful to plan accordingly. 

 

 

 

September, in particular, saw a return of the small cap stocks.  The Russell 2000 Small Cap Index was up 6.24% 

versus the large cap return of 2.13%.  Also, in the month, value did better than growth for one of the few times over 

the last year across all capitalizations.  There is a long way to go to close that gap, as growth stocks have considerably 

outperformed value stocks YTD.  The Russell 1000 Growth index showed a +20.72% return versus +7.92% for the 

Russell 1000 value index so far this year.  That size of gap is not unprecedented for sure, but the relentless nature of 

growth outperforming has made for some unhappy campers in the traditional value crowd.  I remember a similar 



timeframe in the dot.com run up in the late 1990’s into the early 2000’s.  Value managers were barely hanging on and 

many threw in their respective towels.  Of course, we know that was followed by an even stronger, prolonged period 

of value prominence.      

 

Frequent readers know that the chart below showing asset class performance is one our favorites.  It shows visually 

the importance of asset class diversification.  This chart looks at the last 16 years.  If we had the same chart that 

looked at the last 100 years, it would not look much different.  Like a colorful quilt, you would see various asset 

classes weaving in and out of the top and bottom of the chart, and everywhere in between.  Such is the nature of 

global markets.  Further, with this chart, you can colorfully see how yesterdays’ winners tend to be todays’ losers 

and vice versa.  The constant is that the diversified asset allocation strategy meanders throughout the chart in the 

middle somewhere.  It is never the best in any single year, but after longer periods of time, delivers solid 

performance with much lower volatility than any single asset class.  The year so far has been dominated by the 

international equity markets.  Emerging market stocks have led the way with a return of over 28% as of quarter end, 

with Developed international equities producing 20.5% returns.  This compares to an already strong performance 

number of 14.2% from the S&P 500. Commodities, on the other hand, after a return to positive territory in 2016, 

continued their multi-year struggle with a -2.9% YTD return.  As indicated by the white Asset Allocation box, a 

diversified portfolio with a 55% equity allocation has returned 10.6% over the same timeframe; a number that most 

investors would have eagerly signed up for at the beginning of 2017. 

 

 

 

 

A Look Ahead  

The look ahead into the 4th quarter of this year and beyond is a particularly interesting one.  There continues to be 

great political unrest, with recent Russia-related indictments handed down to several people with ties to the current 

administration.  There is also the continued specter of geopolitical threats, with North Korea relations at the top of 

the list.  Against that backdrop, we have continued to experience some pretty good economic indicators here at 

home.  The first estimate for 3rd quarter GDP was just released and came in at a higher-than-consensus 3%.  That 



marks two consecutive quarters of 3% plus.  Importantly, earnings from U.S. companies have consistently exceeded 

analyst expectations throughout 2017.  Domestic unemployment remains historically low at 4.2% and inflationary 

concerns have been virtually non-existent.  Sounds pretty good.  And, it has been….for quite some time.  That is 

where the potential rub is.  We started off this discussion with the examination of where we have come from since 

the troubled times of 2007-2009.  No one can deny that it has been quite the run in equity markets, both domestically 

and more recently, internationally.  History suggests that such prolonged periods of over/under performance are 

often followed by the opposite.  From a portfolio construction standpoint, it is precisely in these more uncertain 

times that we stress the importance of a diversified portfolio that can withstand the inevitable market pullback.  

Further, it remains critical for most portfolios with any medium to longer time horizons to stay the course and 

rebalance at as market moves dictate. 

 

 

 

 We end with the chart above that illustrates just how important that last point is in real dollars.  It shows what 

$10,000 invested in the Russell 1000 looks like over the last 10 years, and how dramatic the difference would be if 

you missed the 10, 20, 30 and 40 best days over that period.  Just missing the 10 best days over 10 years would have 

cut your ending value by more than half, from $23,168 to $11,712.  Without the benefit of a crystal ball, the risk of 

short term market timing to swing from equities to cash and back again are just too high.  As we share with our 

clients, the decision to “get out” of any asset class in the short term is not a stand-alone one.  The other half of the 

coin is when to “get back” in.  The road to wealth is littered with those that have tried to make a living that way.  It is 

why we believe in the power of truly managing client portfolios and getting the big picture asset allocation decisions 

right first and letting market conditions lead us to asset class adjustments along the way.  We care about where we 

are in our trip to the moon, but perhaps knowing exactly when it is time to come home is not as important. 


