
 
 

 

 

Commentary: December 2017 
 

FUTURE FRET 
As the year comes to a close, prognostications for 2018 already are filling up our inboxes. We hope to spare 
readers another choice of whom to believe. Any meaningfully specific views we might share are no more 
likely to come true than the various others we’ll read over the next few weeks. The question on many minds, 
of course, is, “how will my portfolios perform next year?” We can only be abundantly honest and suggest that 
it’s impossible to know in absolute terms. Instead, we think a better idea would be to establish a level of ease 
with a range of market outcomes and align portfolios such that they might fall within that zone of comfort. 
Though the if-we-only-had’s are somewhat unavoidable, acknowledging potential fears and regrets in advance 
may leave us better off in the longer run and more relaxed in between. 

 

Too Far, Too Fast? 
From what we’ve read so far, broader-market bullet points for 2018 generally include takes on three topics: 
market momentum, market valuation and market catalysts. All touch on the idea that the plot of medium-
term equity market returns in Figure 1 seems rather too diagonal. Such up-and-up-and-up trajectories are 
rare. It’s not so contentious to suggest enough’s enough, this is nuts, we’re due a correction. 
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But, such comments are echoes of similar sentiments from 2013, 2014 and 2015. While early 2016 saw a 
pause, there’s been no let-up since. We think imminent-correctionists eventually will be proved accurate in 
hindsight, but we wonder how much ground may be lost until then. Perhaps worse might be the consequence 
of any eventual downturn on the desire for those then uninvested to march back into the market. As we often 
note: deciding to get out is easy...it’s the getting back in that’s the truer challenge. 

Too Much for Not Enough? 
Supporting such arguments for at least reducing market exposure is the fact that present market valuations 
are among the richest ever experienced in the U.S. As an example, we can look to the price-to-earnings ratio 
of the S&P 500 Index, which is a measure of the value of the shares of S&P 500 Index members relative to 
the trailing profits those companies make in the aggregate. The basis for the metric is the idea that the value 
of those shares ultimately is tied to the potential profits to be earned over time. The more we pay for future 
profits now, the less we’re likely to be rewarded over time as those profits are realized. That understanding 
seems intuitive enough, and history suggests that there’s an indirect relationship between starting valuations 
and eventual returns (a higher starting valuation suggests lower longer-term returns). Even so, there’s no 
absolute rule we have found that states now’s the time to take our leave from the market. Present values 
aren’t so far removed from those of even a few years ago, and look how far markets have come since. That 
is, market valuations are generally understood to be tools insufficient for the task of timing the market.  
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Everywhere Tinder Boxes? 
Combining these two observations is the fact that such strong market momentum amidst such high valuations 
need only a spark to ignite a downturn. Many see potential geopolitical catalysts flickering all about. 
Commentators remain worried that roiling regional conflicts may present more uncomfortable consequences 
for markets in 2018, while increasingly heated rhetoric from and toward North Korea may devolve into a 
fight near for sure to upset the market cart. Meantime, as internal political dynamics in Europe and here at 
home remain dicey, various unexpected results during 2016 leave many to worry of more such surprises in 
store. History has shown, however, that markets have endured a wide range of geopolitical incidents and 
accidents. While near-term impacts are surely felt, longer-term results still have proved rewarding. Here, 
again, timing the catalyst and gauging its impact remains a game of guesses no matter the approach. 

 

The Upshot: Who Can Be Sure? 
Folks believing markets are richly valued and due for a dump may be proved prescient. And folks singing a 
chorus of “we’ve only just begun” could see yet another year of bumper returns. Tax cuts nearly confirmed, 
we may be setting the stage for stronger growth ahead. Or, we may be setting ourselves up for fiscal disaster 
down the road. Political coalitions may find firm footing in Europe or governments may fall to disarray as 
factions fight for attention. The current year, of course, is not yet over, so there’s still time for tunes to 
change. We should trust that while thoughtful, reasonable opinions regarding the range of potential drivers 
for market performance abound, many are possible and none is assured. 
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And so, we turn again to the primary question we should ask ourselves when it comes to establishing a level 
of exposure to market risk: how much can we stomach? The answer may depend on a range of inputs to be 
devised and considered that include our present financial situations and projections in addition to our 
emotional responses to market rally and valley. A trusted advisor may help to define those inputs and resolve 
that complexity into an allocation geared toward meeting long-term life goals. 

 

 

Important Information 
Statera Asset Management is a dba of Signature Resources Capital Management, LLC (SRCM), which is a Registered Investment Advisor. 
Registration of an investment adviser does not imply any specific level of skill or training. The information contained herein has been prepared 
solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or to participate in 
any trading strategy. If any offer of securities is made, it will be pursuant to a definitive investment management agreement prepared on 
behalf of SCRM that contains material information not presented herein and which supersedes this information in its entirety. Any decision 
to utilize the services described herein should be made after reviewing such definitive investment management agreement and SCRM’s 
Form ADV Part 2A and 2Bs and conducting such due diligence as the client deems necessary and consulting the client’s own legal, accounting 
and tax advisors in order to make an independent determination of the suitability and consequences of SCRM services. Any portfolio with 
SCRM involves significant risk, including a complete loss of capital. The applicable definitive investment management agreement and Form 
ADV Part 2 contains a more thorough discussion of risk and conflict, which should be carefully reviewed prior to making any investment 
decision. All data presented herein is unaudited, subject to revision by SRCM, and is provided solely as a guide to current expectations.  

The opinions expressed herein are those of SRCM as of the date of writing and are subject to change. The material is based on SRCM 
proprietary research and analysis of global markets and investing. The information and/or analysis contained in this material have been 
compiled or arrived at from sources believed to be reliable, however SRCM does not make any representation as to their accuracy or 
completeness and does not accept liability for any loss arising from the use hereof. Some internally generated information may be considered 
theoretical in nature and is subject to inherent limitations associated thereby. Any market exposures referenced may or may not be 
represented in portfolios of clients of SRCM or its affiliates, and do not represent all securities purchased, sold or recommended for client 
accounts. The reader should not assume that any investments in market exposures identified or described were or will be profitable. Investing 
entails risks, including possible loss of principal. Past performance is no guarantee of future results. The information in this material may 
contain projections or other forward-looking statements regarding future events, targets or expectations and are current as of the date 
indicated. There is no assurance that such events or targets will be achieved. Thus, potential outcomes may be significantly different. 

Investing in any investment vehicle carries risk, including the possible loss of principal, and there can be no assurance that any investment 
strategy will provide positive performance over a period of time. The asset classes and/or investment strategies described in this publication 
may not be suitable for all investors. Investment decisions should be made based on the investor's specific financial needs and objectives, 
goals, time horizon, tax liability and risk tolerance. 

This material is not intended as and should not be used to provide investment advice and is not an offer to sell a security or a solicitation or 
an offer, or a recommendation, to buy a security. Investors should consult with an advisor to determine the appropriate investment vehicle. 

One cannot invest directly in an index. Index performance does not reflect the expenses associated with the management of an actual 
portfolio. 

The S&P 500 Index represents 500 U.S. companies and captures approximately 80% coverage of available market capitalization. 

The Russell 3000 Index represents approximately 98% of the investable U.S. equity market. 

Publication: 12.06.17 

2017-SRCM-17 

CRN201912-222947 


	Commentary: December 2017
	FUTURE FRET
	Too Far, Too Fast?
	Too Much for Not Enough?
	Everywhere Tinder Boxes?
	The Upshot: Who Can Be Sure?

	Important Information

