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Market Outlook as of October 2018 

 

"Bull markets are born on pessimism, grow on skepticism, mature on optimism and die on euphoria.” 

- Sir John Tempelton, Famous Value Investor and Philanthropist (1912 -2008) 

We see areas of concern and risks of a correction rising especially in the more speculative areas. The U.S 
economy continues to remain strong with real GDP growth for the second quarter coming in at 4.2%. The 
unemployment rate had dropped to levels not seen since 1969 to 3.7%. Consumer spending was also up 
4% due to a robust labor market and lower tax withholdings. There are no current signs that we are 
anywhere near a recession.   

Concerns and issues: Rising oil prices are starting to gain traction. Energy markets seem to be betting 
that lower output from Libya and Venezuela, along with U.S sanctions on Iran will curtail supply. So far 
oil prices are already up over 25% this year. As world economies strengthen demand has remained fairly 
robust. Some pundits predict that the oil market will run short of capacity by the late 2020’s due to the 
current low discovery rate.  

There is a lot of investor complacency. We think this is especially dangerous for retired investors who 
have succumbed to the market euphoria and who are not ready for a sharper correction. We prefer when 
the market is “climbing the wall of worry” which is currently absent from most investors’ minds. Peak 
Consumer confidence and complacency typically coincide with the later innings of a bull market, as the 
chart below signifies, but it’s always possible that we have more room to run up even higher.  

The stock market is already on the higher end of the valuation spectrum, leaving not much room for error 
or disappointments. It is quite feasible, that while we get a better economy for Main Street, Wall Street 
might have already priced in a lot of the news. After the 2000 dot.com bubble, funds rotated out of 
speculative areas and back into value. This is more likely to happen with no recession, but an economic 
slowdown, which would make our dividend portfolios fairly well placed.   

 



Risk of inflation reigniting: Historically, stimulus from congress and from the Presidency has come when 
unemployment was high and the country was in a recession. Wage pressure is already building in the US 
which could be inflationary causing the Fed to hike interest rates dramatically to cool the economy. We 
do take comfort from the Fed Chairman Powell’s comments that signal a wait and see approach to 
inflation which would avoid aggressive interest rate raises. Borrowing costs have already increased 
globally due to rate raises by the Federal Reserve amid continued economic expansion. We are starting to 
see a slow down due to higher interest rates in the housing and auto markets (see chart below). 

A stronger dollar has turned into a headwind for large, export orientated companies. The problem will 
further be exacerbated should the Fed continue raising rates, which would put more upward pressure on 
the US dollar. Already 44% of the S&P 500 revenue comes from overseas, with a profit translation of 
about 22% to the bottom line.  

In spite of record stock buy backs, corporate insiders are ramping up share selling especially in FAANG 
type stocks as the major U.S. stock market averages flirt with record highs selling $10.3 and $7.0 billion 
in August and September 2018. In other words, as insiders and management teams authorized record 
stock buybacks, the same insiders and management teams were some of the biggest sellers. This suggests 
that contrary to prevailing expectations, stocks are anything but cheap in these instances when viewed 
from the lens of insiders who know their own profit potential best. While insider selling it not a perfect 
predictor they have been shown to correlate with subdued forward returns. 

Opportunities and what we like; Stock market earnings are expected to grow in 2019, thanks to a 
rebound in energy equities, and the proposed tax reforms. As long as inflation is kept in check, stock 
market valuations are supportive of a higher market. 

We still continue to see Dividend Growth Stocks at value prices with defendable market niches as the 
most resilient in a rising rate environment. Dividend growers perform well when inflations ticks up, 
driving rates higher. Dividend Growth Stocks allow investors to “get paid” as a long term investor 
through a full market cycle, and through short term corrections. The strategy provides emotional support 
by utilizing dividend income if needed for personal needs or by reinvesting the proceeds back into the 
company at lower valuations. Our strategy is supported by strong empirical evidence and is well grounded 
in behavioral economic concepts.  

Dividends align the interests of corporations and shareholders, as corporate boards recognize the value of 
dividends in stabilizing their shares with the attraction of long term investors. By supporting a growing 



dividend, CEO’s are compelled to maintain a reliable stream of cash flows to stakeholders instead of 
wasting excess capital on executive perks or poorly thought out acquisitions. Great Dividend Growth 
companies find ways to not only pay but grow dividends, but are also focused on investing excess cash 
flow more wisely into areas which they have the highest conviction in adding to their business’s 
profitability.   

Conclusion 

We are in a much more challenging environment in which there is a good deal of upside potential, but 
also more lurking risks. We expect to be more active than usual to adapt to the challenges, and exploit the 
opportunities as they present themselves. We caution our investors and readers that markets never go up 
in a straight line, and while we are bullish longer term, we would not be surprised to see some missteps 
along the way resulting in some sharp pull backs.   
 
We continue to 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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