
 

 
 

              

Quarterly Review & Outlook 
  March 2018: “Dancing In the Dark” 

 

        A Look Back – 1st Quarter 2018 

Although one of the most recognized singer/songwriters in the last half century, Bruce Springsteen has never been 

known for putting out mass market popular hits.  However, from the wildly popular 1984 album, Born in the U.S.A., 

Dancing in the Dark spent four weeks at #2 on the Billboard Hot 100 list and sold over one million singles in the U.S.  

The music video of him pulling an undiscovered Courtney Cox onstage to dance with him has over 100 million 

YouTube views and firmly brought the sound of the “Boss” into the main street music world.  Besides being a 

successful, popular song, Dancing in the Dark can also serve as a metaphor when talking about current markets.  We 

regularly associate dancing with good times and it is difficult to discount the fact that we have been dancing through 

the domestic equity markets over the last nine years.  It was March of 2009, when an ominous level of 666 was made 

in the S&P 500 after a financial crisis not seen in generations materialized.  The common culprits of greed, leverage, 

and a healthy dose of unrealistic optimism brought down several large financial institutions and nearly brought the 

largest economy to its knees.  As we navigate in 2018 with many unknowns domestically and abroad, many might 

wonder if the dancing going on now is in the dark. We can’t get too caught up in the dancing and ignore the 

uncertainty looming in the dark. The graph of the S&P 500 below shows the dramatic upward trek over the last 

decade. It also shows the recent pullback experienced in the first quarter. 
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Indeed, the first quarter of 2018 snapped a streak of nine quarters in a row of positive performance.  We talked in the 

last couple of writings that we believed volatility was likely to come alive, specifically in equity markets, after being 

virtually non-existent over the last couple of years.  You can’t start a fire without a spark, and the potential trade war 

between the U.S. and China was one of the recent sparks that contributed to the increased angst. To put it into 

perspective, we have had over twenty-five 1% daily moves so far in 2018, yet in all of 2017, we experienced eight.  If 

we continue at this pace for the year, we would set market records.  Additionally, we had not gone through a market 

correction (defined as a 10% move from peak to trough) in over a year.  We have already seen two in the first 3 ½ 

months of the new year.  This resurgence in market volatility comes while several good things are still in place in our 

markets and economy.  In looking at the economic dashboard table below, we see that fourth quarter 2017 GDP came 

in at a relatively healthy 2.9%.  Spurred on by the tax cuts legislated at the end of last year, corporations continue to 

perform well and early first quarter earnings numbers are optimistic, as financial institutions lead the way.  

Unemployment remains historically low at 4.1% and many companies are having difficulty filling positions.  

Inflation, as measured by the CPI, rose by 2.4% over the last twelve months ending in March, higher than the 1.6% 

average annual rate over the last 10 years.  The Federal Reserve continued their rate hike path in the first quarter, 

increasing short term rates an additional .25%.  The benchmark Fed Funds rate now stands at 1.50-1.75%.  We see the 

increases over the last year and a half play out in our everyday lives.  Standard savings accounts that we had become 

accustomed to earning close to zero are now near those Fed Funds targets of 1.5%.  Short term bank CD’s have 

suddenly become at least somewhat attractive.  The rapid move on the shorter end of the yield curve hasn’t carried 

through in the same way on the longer end.  Ten year treasuries have gone up, not nearly as much over the same 

time frame, and stubbornly stand at 2.74%.  Many have talked about the possibility of an inverted yield curve, where 

short term rates are higher than long term, and what that might imply for our economy (It is usually not very good). 

Typically, when that has happened in the past, a recession is not too far around the corner. 
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The flip side to higher short term rates is that borrowing becomes more expensive.  Credit card and auto loan debt 

has become more expensive.  We have also seen it filter its way to mortgage rates.  The days of 15 and 30 year 

mortgages in the high two and low three percent levels are currently gone.  Although still historically low, the 

average 30 year rate stands at around 4.25%, making it more difficult for some to obtain financing, and ultimately 

slowing down new home purchases.  We believe it is still too early to tell the full effects, as the move may not have 

the dramatic result feared.  I can still remember as a kid my parents making payments on our house with mortgage 

rates approaching 15%!  Perspective is important, and maybe the housing dance is not over just yet. 

 

We love the story that the colorful chart below consistently tells.  It shows how, over time, various asset classes take 

their turn with good and not-so-good annual returns.  The reasons why often vary, but the pattern remains the same.  

They tend to weave in and out like Grandma’s hand-made quilt, as yesterday’s loser becomes today’s winner.  In 

fact, Cash may not have been king, but it was the second best performer in the first quarter, returning .3%.  Only 

Emerging Market equity eked out a positive performance in the quarter as well, as most asset classes couldn’t escape 

the heightened global uncertainty.  Traditional Fixed Income struggled as well with a -1.5% contribution, making it 

difficult for even the more conservative allocations to find solace.  So far this year, the higher quality, longer term 

maturities have fared the worst in the Fixed Income world.  We have mentioned the importance of asset class 

diversification on long term performance in the past.  We mention it again now, because even though there was 

much more correlation in a negative way in the first quarter between asset classes than we like, history shows the 

benefit of having exposure to various asset classes that zig when others are zagging.  Fixed Income and Equities, for 

example, don’t often move in tandem as much as they did recently.  Finally, Small Cap stocks outperformed Large 

Cap in the quarter, -.1% versus -.8%, reversing the trend from 2017, as some of the high flying companies like Google 

have come under pressure. 

 

 

 



A Look Ahead  

It is always difficult, if not impossible to know when market cycles change.  They seem very clear in the rear-view 

mirror, which is not particularly helpful.  It is why we stress the importance of a diversified asset class approach to 

investing, and importantly, actively managing the rebalancing when appropriate.  It seems even more of a task 

currently.  We believe that the FOMC will have much to say in how the economy and markets perform over the next 

several quarters.  If they continue on their course of five to six more rate hikes over the next couple of years, the risk 

is they go too far, too fast.  Others worry that if they don’t, and become too data dependent, that inflation heats up 

and does its own damage to the economy.  History shows that the Fed doesn’t often get it perfectly right, so the 

concern is legitimate.  This comes on the heels of sweeping tax reform at the end of 2017 that still may provide 

tailwinds for the domestic equity markets.  Early first quarter earnings reports have been mostly positive, especially 

for the big banks.  If the good news keeps coming as more company earnings are released, it should provide 

additional impetus for stocks.  The important question in all of this is where we really are in this market cycle as 

depicted in the chart below.  It looks at the timing of different categories of investors at various stages in market 

cycles.  If we are somewhere between greed and delusion, we may have more upside to go.  If we are somewhere 

near return to normal, we likely have more volatility and downward pressure left. 

We believe that we are in the late stages of this bull market, and find ourselves in a situation where many things may 

have to go right for equities to continue their nine year run.  We continue to favor Equities over Fixed Income for the 

near term.  We also believe some asset classes like Commodities and other alternatives may fare well in an unsure 

marketplace.   

 

                     

 

 

 

 

  

 

 

 

 

 

 

 

 

 

We do believe that continued market swings are likely in 2018, as markets digest the economic and geopolitical 

hurdles in front of us.  With some good earnings and a diligent Fed, and a little luck thrown in, we may continue our 

dancing….even if in the dark.   

 


