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Market Outlook as of January, 2019 

 

"The stock market is the story of cycles and of the human behavior that is responsible for overreactions 

in both directions.” 

- Seth Klarman, Billionaire Value Investor (Born 1957) 

Until the end of the third quarter, the U.S. stock market spent much of the year reaching new highs. The 
fourth quarter proved to be much more challenging as it not only wiped out the gains for the year, but 
resulted in a loss in every category including bonds which is highly unusual. 2018 was the worst year in 
stocks since the financial crises in 2008. Not only did December fail to provide its usual Christmas rally 
that investors were anticipating, but it had its worst month going all the way back to 1931 when the 
economy was going through the Great Depression.  

The uncertainty the market has created from the recent correction has investors concerned that we are in 
for an imminent recession. Economic numbers remain healthy, with economists seeing “a possible” 
recession in 2020. The U.S. Government Shutdown, interest rates hikes, a problematic Brexit, trade tariffs 
and the uncertainty of the Mueller investigation are all weighing on the market.  

We are however constructive going forward for the following reasons. We expect the global expansion to 
endure and the U.S. economy to grow but at a slower pace. (U.S growth will more than likely moderate 
from around a robust 3% growth rate in 2018 to 2.0% in 2019.) Higher wages and lower unemployment 
have driven household incomes to new all-time highs allowing for more spending especially in the retail 
area. Valuations now look much more compelling. The S&P 500 Index is trading at around 15 times 
forward earnings a 12% discount to its 5 year average and down from 20 at the start of 2018. Earnings are 
still growing although at a slower rate than in the recent past. The Fed Chairman, Powell walked back his 
December stance on interest rates by emphasizing “patience, flexibility, adaptability and open-
mindedness”. His remarks were followed by strong employment growth with subdued inflation numbers 
getting stocks off to a good start so far in 2019. Inflation pressures (a key metric watched by the Fed) 
continue to stay muted.  

Based on tax cuts and stimulus from the administration, markets were priced for perfection. Long term 
investors are finally being rewarded to take risk at current levels. Since 1920 there have been 20 similar 
instances where the P.E. ratio of stocks has dropped by 20% or more. In 15 of 20 of those instances, 
markets gained on average 12% over the next 12 months. (See Chart Below.) 

 



One of the most binary issues facing the market is weather a constructive trade deal can be struck with 
China. Trade tensions with China are unlikely to be resolved immediately. An escalation in trade tensions 
would further disrupt supply chains and add to inflationary pressures and increased market volatility. This 
is not likely to cause a recession, but would restrain earnings and revenue growth to the stock market. To 
be clear, we think that China’s economic model is inherently unfair within the existing global order. The 
Chinese authorities seem unwilling to acknowledge that their acquisition of intellectual-property rights in 
exchange for market access and the roadblocks that companies have to contend with to invest in China 
together with the lack of transparency all create a severely tilted playing field in China’s favor. We 
believe that Trump will work out a deal with China as the economic benefits of doing so would help his 
2020 election chances, and the price of NOT getting a deal would be very costly.   

One area that concerns us is that U.S. fiscal deficits continue to grow approaching $1 trillion in 2018 and 
more in 2019, which is around 4.6% of GDP. This is NOT sustainable long term and the Administration 
will either have to cut spending and entitlement’s, or raise taxes. Should nothing be done, inflationary 
forces will be ignited, causing the Fed to severely raise interest rates. Additional pressures are arising due 
to aging demographics which will continue to need more funding from Social Security and Medicare in 
the years ahead. Higher interest rates will also certainly constrain Federal Budgets.    

As long as the underlying fundamentals are positive, we strongly believe that market corrections are 
opportunities to add quality investments at lower prices, which we are doing and continue to do. We 
continually look for great companies, with compelling valuations, quality balance sheets, strong cash 
flows and growing dividends.   

Sector Viewpoints 

 
We are overweight Health Care due to long term ageing demographics. Healthcare spending is expected 
to grow faster than the U.S GDP growth, especially as more “baby boomers” join the retirement ranks. 
Increasing pressure on reimbursements of drug prices, are expected to be offset as companies focus on 
cost control and improved efficiency. 
 
Financials and Financial service firms are too cheap to ignore and we added the most to this sector. The 
sell-off created opportunities that in some cases offered better value than the 2008 Financial Crises. 
Goldman Sachs (GS) for example was trading at 8 times forward earning a valuation that it has never seen 
before. Even their floating rate preferred’s offered a compelling 5.6% yield with a 40% upside in the 
event they get called away.   
 
We underweighted the energy sector last year in our dividend strategy and are pleased that we did, as the 
Energy sector was the worst performing sector during 2018 as oil prices declined by about 25%. Energy 
stocks are trading at relatively low valuations, while we expect demand to continue to grow especially out 
of India, China and Africa. Long term projects have been curtailed, and could constrain future supply as 
many projects take about four years to bring online. We will be looking to add selectively to this area.    
 

Conclusion 

 

Larry Fink, CEO and Chairman of BlackRock, the world’s largest money-manager, believes that “we are 
seeing the seeds of a global economic slowdown, but we have never believed we’re seeing the seeds of a 
global recession.” 



As long as the underlying fundamentals are positive, we strongly believe that market corrections are 
opportunities to add quality investments at lower prices, which we are doing and continue to do. We 
continually look for great companies, with compelling valuations, quality balance sheets, strong cash 
flows and growing dividends. We are confident that longer term, level-headed investors who stay the 
course should be rewarded over time, but we also expect market volatility to continue. We remain 
committed to diversified portfolios, with overweighting in areas that we believe offer value. Diversified 
portfolios have the drawback of underperforming in concentrated times, but more than make up with 
better downside protection when markets correct, move sideways or rotate into value which we think is 
currently the case.   

It is always advisable to review ones individual circumstances and tolerance for risk. If any of your 

financial circumstances have changed, or you want to adjust your portfolios risk profile we always 

encourage your input should you want to make any changes to your portfolio allocation. 

 
As always, please feel free to contact us with any questions or concerns.  

 
Brian Chait                                                                                                Cleveland, Ohio:  216-702-5400                                     
President, January 17th 2019                                                                                   Florida:  561-789-3060       
                  

Each year Lynx Capital Group files a Form ADV Part 2A.  The Form ADV Part 2A defines our 

business, key personnel and business relationships.  If you wish to receive our Form ADV Part 2A 

or a copy of our Privacy Policy, please contact us and we will gladly mail or email you a copy. 
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Until the end of the third quarter, the U.S. stock market spent much of the year reaching new highs. The 
fourth quarter proved to be much more challenging as it not only wiped out the gains for the year, but 
resulted in a loss in every category including bonds which is highly unusual. 2018 was the worst year in 
stocks since the financial crises in 2008. Not only did December fail to provide its usual Christmas rally 
that investors were anticipating, but it had its worst month going all the way back to 1931 when the 
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continue to stay muted.  

Based on tax cuts and stimulus from the administration, markets were priced for perfection. Long term 
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instances where the P.E. ratio of stocks has dropped by 20% or more. In 15 of 20 of those instances, 
markets gained on average 12% over the next 12 months. (See Chart Below.) 
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Market Outlook as of January, 2019 

 

"The stock market is the story of cycles and of the human behavior that is responsible for overreactions 

in both directions.” 

- Seth Klarman, Billionaire Value Investor (Born 1957) 

Until the end of the third quarter, the U.S. stock market spent much of the year reaching new highs. The 
fourth quarter proved to be much more challenging as it not only wiped out the gains for the year, but 
resulted in a loss in every category including bonds which is highly unusual. 2018 was the worst year in 
stocks since the financial crises in 2008. Not only did December fail to provide its usual Christmas rally 
that investors were anticipating, but it had its worst month going all the way back to 1931 when the 
economy was going through the Great Depression.  

The uncertainty the market has created from the recent correction has investors concerned that we are in 
for an imminent recession. Economic numbers remain healthy, with economists seeing “a possible” 
recession in 2020. The U.S. Government Shutdown, interest rates hikes, a problematic Brexit, trade tariffs 
and the uncertainty of the Mueller investigation are all weighing on the market.  

We are however constructive going forward for the following reasons. We expect the global expansion to 
endure and the U.S. economy to grow but at a slower pace. (U.S growth will more than likely moderate 
from around a robust 3% growth rate in 2018 to 2.0% in 2019.) Higher wages and lower unemployment 
have driven household incomes to new all-time highs allowing for more spending especially in the retail 
area. Valuations now look much more compelling. The S&P 500 Index is trading at around 15 times 
forward earnings a 12% discount to its 5 year average and down from 20 at the start of 2018. Earnings are 
still growing although at a slower rate than in the recent past. The Fed Chairman, Powell walked back his 
December stance on interest rates by emphasizing “patience, flexibility, adaptability and open-
mindedness”. His remarks were followed by strong employment growth with subdued inflation numbers 
getting stocks off to a good start so far in 2019. Inflation pressures (a key metric watched by the Fed) 
continue to stay muted.  

Based on tax cuts and stimulus from the administration, markets were priced for perfection. Long term 
investors are finally being rewarded to take risk at current levels. Since 1920 there have been 20 similar 
instances where the P.E. ratio of stocks has dropped by 20% or more. In 15 of 20 of those instances, 
markets gained on average 12% over the next 12 months. (See Chart Below.) 

 



One of the most binary issues facing the market is weather a constructive trade deal can be struck with 
China. Trade tensions with China are unlikely to be resolved immediately. An escalation in trade tensions 
would further disrupt supply chains and add to inflationary pressures and increased market volatility. This 
is not likely to cause a recession, but would restrain earnings and revenue growth to the stock market. To 
be clear, we think that China’s economic model is inherently unfair within the existing global order. The 
Chinese authorities seem unwilling to acknowledge that their acquisition of intellectual-property rights in 
exchange for market access and the roadblocks that companies have to contend with to invest in China 
together with the lack of transparency all create a severely tilted playing field in China’s favor. We 
believe that Trump will work out a deal with China as the economic benefits of doing so would help his 
2020 election chances, and the price of NOT getting a deal would be very costly.   

One area that concerns us is that U.S. fiscal deficits continue to grow approaching $1 trillion in 2018 and 
more in 2019, which is around 4.6% of GDP. This is NOT sustainable long term and the Administration 
will either have to cut spending and entitlement’s, or raise taxes. Should nothing be done, inflationary 
forces will be ignited, causing the Fed to severely raise interest rates. Additional pressures are arising due 
to aging demographics which will continue to need more funding from Social Security and Medicare in 
the years ahead. Higher interest rates will also certainly constrain Federal Budgets.    

As long as the underlying fundamentals are positive, we strongly believe that market corrections are 
opportunities to add quality investments at lower prices, which we are doing and continue to do. We 
continually look for great companies, with compelling valuations, quality balance sheets, strong cash 
flows and growing dividends.   

Sector Viewpoints 

 
We are overweight Health Care due to long term ageing demographics. Healthcare spending is expected 
to grow faster than the U.S GDP growth, especially as more “baby boomers” join the retirement ranks. 
Increasing pressure on reimbursements of drug prices, are expected to be offset as companies focus on 
cost control and improved efficiency. 
 
Financials and Financial service firms are too cheap to ignore and we added the most to this sector. The 
sell-off created opportunities that in some cases offered better value than the 2008 Financial Crises. 
Goldman Sachs (GS) for example was trading at 8 times forward earning a valuation that it has never seen 
before. Even their floating rate preferred’s offered a compelling 5.6% yield with a 40% upside in the 
event they get called away.   
 
We underweighted the energy sector last year in our dividend strategy and are pleased that we did, as the 
Energy sector was the worst performing sector during 2018 as oil prices declined by about 25%. Energy 
stocks are trading at relatively low valuations, while we expect demand to continue to grow especially out 
of India, China and Africa. Long term projects have been curtailed, and could constrain future supply as 
many projects take about four years to bring online. We will be looking to add selectively to this area.    
 

Conclusion 

 

Larry Fink, CEO and Chairman of BlackRock, the world’s largest money-manager, believes that “we are 
seeing the seeds of a global economic slowdown, but we have never believed we’re seeing the seeds of a 
global recession.” 



As long as the underlying fundamentals are positive, we strongly believe that market corrections are 
opportunities to add quality investments at lower prices, which we are doing and continue to do. We 
continually look for great companies, with compelling valuations, quality balance sheets, strong cash 
flows and growing dividends. We are confident that longer term, level-headed investors who stay the 
course should be rewarded over time, but we also expect market volatility to continue. We remain 
committed to diversified portfolios, with overweighting in areas that we believe offer value. Diversified 
portfolios have the drawback of underperforming in concentrated times, but more than make up with 
better downside protection when markets correct, move sideways or rotate into value which we think is 
currently the case.   

It is always advisable to review ones individual circumstances and tolerance for risk. If any of your 

financial circumstances have changed, or you want to adjust your portfolios risk profile we always 

encourage your input should you want to make any changes to your portfolio allocation. 

 
As always, please feel free to contact us with any questions or concerns.  
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One area that concerns us is that U.S. fiscal deficits continue to grow approaching $1 trillion in 2018 and 
more in 2019, which is around 4.6% of GDP. This is NOT sustainable long term and the Administration 
will either have to cut spending and entitlement’s, or raise taxes. Should nothing be done, inflationary 
forces will be ignited, causing the Fed to severely raise interest rates. Additional pressures are arising due 
to aging demographics which will continue to need more funding from Social Security and Medicare in 
the years ahead. Higher interest rates will also certainly constrain Federal Budgets.    

As long as the underlying fundamentals are positive, we strongly believe that market corrections are 
opportunities to add quality investments at lower prices, which we are doing and continue to do. We 
continually look for great companies, with compelling valuations, quality balance sheets, strong cash 
flows and growing dividends.   

Sector Viewpoints 

 
We are overweight Health Care due to long term ageing demographics. Healthcare spending is expected 
to grow faster than the U.S GDP growth, especially as more “baby boomers” join the retirement ranks. 
Increasing pressure on reimbursements of drug prices, are expected to be offset as companies focus on 
cost control and improved efficiency. 
 
Financials and Financial service firms are too cheap to ignore and we added the most to this sector. The 
sell-off created opportunities that in some cases offered better value than the 2008 Financial Crises. 
Goldman Sachs (GS) for example was trading at 8 times forward earning a valuation that it has never seen 
before. Even their floating rate preferred’s offered a compelling 5.6% yield with a 40% upside in the 
event they get called away.   
 
We underweighted the energy sector last year in our dividend strategy and are pleased that we did, as the 
Energy sector was the worst performing sector during 2018 as oil prices declined by about 25%. Energy 
stocks are trading at relatively low valuations, while we expect demand to continue to grow especially out 
of India, China and Africa. Long term projects have been curtailed, and could constrain future supply as 
many projects take about four years to bring online. We will be looking to add selectively to this area.    
 

Conclusion 

 

Larry Fink, CEO and Chairman of BlackRock, the world’s largest money-manager, believes that “we are 
seeing the seeds of a global economic slowdown, but we have never believed we’re seeing the seeds of a 
global recession.” 
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continually look for great companies, with compelling valuations, quality balance sheets, strong cash 
flows and growing dividends. We are confident that longer term, level-headed investors who stay the 
course should be rewarded over time, but we also expect market volatility to continue. We remain 
committed to diversified portfolios, with overweighting in areas that we believe offer value. Diversified 
portfolios have the drawback of underperforming in concentrated times, but more than make up with 
better downside protection when markets correct, move sideways or rotate into value which we think is 
currently the case.   

It is always advisable to review ones individual circumstances and tolerance for risk. If any of your 

financial circumstances have changed, or you want to adjust your portfolios risk profile we always 

encourage your input should you want to make any changes to your portfolio allocation. 
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"The stock market is the story of cycles and of the human behavior that is responsible for overreactions 
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Until the end of the third quarter, the U.S. stock market spent much of the year reaching new highs. The 
fourth quarter proved to be much more challenging as it not only wiped out the gains for the year, but 
resulted in a loss in every category including bonds which is highly unusual. 2018 was the worst year in 
stocks since the financial crises in 2008. Not only did December fail to provide its usual Christmas rally 
that investors were anticipating, but it had its worst month going all the way back to 1931 when the 
economy was going through the Great Depression.  
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markets gained on average 12% over the next 12 months. (See Chart Below.) 
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