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Quarterly Market Review and Economic Update  
2018.Q1 

 

Well, that was an interesting quarter wasn’t it? A bunch of record winning streaks finally came to an 
end, and the market experienced its first technical correction (defined as 10%+ decline) since early-
2016.  

Corrections aren’t all that rare, we just haven’t had one in a while so it may have felt worse than it was 
for some people. 

It was a rare quarter in that BOTH the S&P 500 (U.S. stocks) and the Barclays U.S. Aggregate Bond Index 
(U.S. bonds) experienced negative returns. That has happened only seven other times in thirty years! 
It’s the first time both the U.S. stock and bond market indexes were negative since the third quarter of 
2008 when major financial institutions were failing during the Great Financial Crisis. 

Because both bonds and stocks were down for the quarter, it was likely a negative quarter even for 
many diversified, conservative portfolios. 

Up until this past quarter, the S&P 500 had 9 positive quarters in a row. One gets the sense that 
momentum has shifted, which was confirmed by the survey results from a couple weeks ago. Although, 
the S&P managed to close above its 200-day moving average the entire quarter (note: Today, April 2nd, 
the S&P 500 closed below its 200-day moving average for the first time since June of 2016). 

Some other quick facts: 

• There were five -2% (or worse) days in the quarter. There have been 23 other such quarters 
since 1950.  

o For any of those quarters that did not fall within the first three years of a bull market, 
the following quarter lost an average of 1.70% and was negative 7 out of 11 times. 

o Two of the 23 quarters with 5 or more -2% loss days occurred towards the end of a bull 
market (1987.Q2 and 1998.Q3). The returns for quarters following those made 5.87% 
and 20.87%.  

• The crypto bubble finally burst losing about 70% of their value since the end of 2017. 
• As I write this, Tesla is down about 34% from its high of 389.61. 

We still don’t have confirmation that we’re in a bear market (classically defined as a 20% decline). 
Whether or not we’re already in the bear market, however, investors should take heed of the warning 
offered by the market in February and March.  

That warning is that stocks can decline quickly and significantly without notice. It’s a good time to revisit 
your emotional and financial capacity for risk. Is your current investment strategy still appropriate? 

With that, let’s take a quick look at Q1 and Trailing 12-Month performance for a few asset classes… 

https://melottefa.com/survey-results/
https://melottefa.com/capacity-for-risk/


The only asset classes from this list with a positive return for the quarter were emerging market stocks 
and gold.  

Everything else was negative with U.S. REITs as the worst performer by a long shot. Emerging market 
stocks have been the top performer for the last twelve months. 

 

Looking Forward 

U.S. stock markets continue to be priced for perfection even with the slight loss in Q1. I say this because 
the most reliable measures of stock valuations are still in record territory exceeding both 1929 and 
2000. The market is pricing in tremendous economic and corporate earnings growth. 

 

But is perfection a reasonable expectation? Let’s find out… 

https://twitter.com/hussmanjp/status/978427779141324800


At the beginning of the quarter, the Atlanta Fed’s GDP forecasting model was indicating Q1 GDP growth 
of 5.4%! That certainly seems like perfection. Unfortunately, that estimate has since been cut to about 
half at 2.8% (as of April 2, 2018). 

One bright spot has been the employment figures. In fact, the unemployment rate is at multi-decade 
lows. Unfortunately, as observed in the chart below, unemployment is a lagging indicator. It tends to 
look best, and then bottom, right before a recession begins. Unemployment has been stuck at 4.1%. 

 

Credit card delinquencies and charge-offs have been on the rise. Historically, a sign that we’re late in the 
growth cycle / nearing recession. 

 

 

 

 

 
Stock market leverage at record highs: 
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https://www.zerohedge.com/news/2018-03-29/saxo-chief-economist-warns-consumers-maxed-out-fears-30-plunge-stock-market
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