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Perspective – Long  - Medium - Short term

• Very long term bull market 1974 –
1990s rose at same rate as 2008 to 
date in USA.  See log chart lower 
left.  Declines were in 2000+ on 
valuation in TMT bubble and 
2008+ on financial meltdown.  No 
such trigger to today’s market.  If 
anything this bull market is short 
compared to previous bull runs.

• Medium term [ upper left ] shows 
the stagnation from the start of 
2018 to about March this year.  

• Short term chart [ lower right ] 
shows the last few days of steep 
decline with a magnitude – so far –
similar to the May decline.  

• What has caused the decline?
• A cut in rates by the FED?
• Tariff trade war?
• Slight slowing of the US 

economy?
• Usually messy politics?
• EPS troubles
• Valuations
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Perspective – US is different …

• Long term the USA has performed like the rest or the world [chart lower left] 
with one or the other outperforming for a few years but over time they correct 
to the same performance. 1985-2008 as a total period the performance was 
the same.  THEN something happened and the USA pulled away.  The FED was 
quick under Bernanke to take unusual actions that sort of worked.  Look at the 
huge performance gap in the charts.  Directional correlation is high but the 
alpha is also high and positive for the USA. Fracking?
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Perspective – Europe is different …

• Where is the European bull market in USD terms?  We are not yet back to the 
2007 highs.  One could say if we start at the bottom of the financial crisis  the 
market has risen – true – although not dramatically.  One only has profits to 
take if the purchase was well timed.  The performance gap has widened over 
the five years in chart upper left.  The last 90 days has the two regions moving 
together.  Is that because of global influences?
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Perspective – Japan is also different …

• Who wants to be a long term Japanese equity investor?  The 1988 high still 
stands!  This has been a multi decade sideways market.  Over the last 5 years 
Japan was sort of matching the USA until last year.  Notice in the shorter term 
90 day chart the USA and Japan normally moved together.  Who needs 
diversification?  Remember that correlation is directional – they go up and 
down together – it does not mean they have similar total performances.
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Drivers – Is it long bond yields?

• Over time interest rates have a major influence both as a discounting rate on 
future earnings & dividends and as an indicator of how the underlying 
economy is doing.  Long term chart lower left shows the eye-ball relationship.  
Yield right Y is inverted on long term chart.  Obviously this factor cannot keep 
driving as it nears zero.  The market defied the rise in 2017 and part of 2018 
since economic growth was the reason for the rise.
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Drivers – Is it the real economy?

• Stock markets eventually are explained by the economy.  Look at the long term 

chart.  Major market moves match major economic moves.  In the 5 year chart 

growth of industrial production explained the rise on equities 2016 until 2019.  

The decline in the market late 2018 over-reacted to the slowing in growth.  

2019 has produced a slower rising economy rather than a recession.  Why 

should the market fall?  The adjustment if needed was made in 2018.  Even 

recent industrial production does not show a fall.
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Drivers – Is it the workers?

• The number of people with jobs in the country is a rough indicator of the 
strength of the economy.  The US keeps creating jobs and people keep filling 
them.  If anything there is a shortage of workers despite 20 million illegals. 
Although the data series seems smooth, look at the long term chart.  In 
economic problem times the number of workers declines.  Even over the last 
90 days the payroll is still rising.  This has not yet brought on serious wage 
pressure.
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Drivers – Is it “feelings”?

• Economic sentiment is reported within a range.  It cannot rise forever as the 
real economy or employment can. The present level is very high.  People feel 
good.  Why?  They have a job, mortgage rates are low, house prices are rising, 
they can get a new job if needed. Life is good.  Look at how low sentiment was 
in 2008 .  True, it cannot rise from here although that does not mean it must 
fall.  This is not bottoming time – it is also not fear time.  Even the US Democrat 
candidates are not criticizing the absolute economy.
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Drivers – Is it productivity?

• Labour productivity does not have big downward movements. True it 
sometimes stagnates.  The data is less frequent compared to some of the other 
indicators.  Since the beginning of 2018 the slope of the increase has been 
rising.  Why? Depends upon your politics!  There is no bad news here.  Socially 
one can criticize although investors and companies are reaping the benefits.  
The most recent data continues to show improvement as it should if slack is 
being taken out of the economy .
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Drivers – Is it the available money?

• Money supply is an ever more complicated issue with the FED and others 
running the printing presses in overtime.   The growth in M2 has accelerated 
over the longer term and continued its rise over the medium and shorter term.  
The world is awash with available money.  The problem, if any, is an 
unwillingness to borrow or perhaps a fear of lending.  There is no need for 
markets to fall due to money squeezing.  This could be a grandchildren 
problem although not now.
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Drivers – Is it wages to Mr. Average?

• “Increase the minimum wage – the working man is seeing wages stagnate -
criminal corporations are screwing their workers.’  REALLY? Hourly earnings 
continue to rise.  Yes, some of it is inflation – but not much.  The shortage of 
workers prevents any decline.  Mr Average can spend providing support to a 
consumer goods dominated economy.  Classical economics might fear wages 
rising too fast.  Now looks more like a Goldilocks situation rather than too hot 
or too cold.
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Drivers – Is it the FED “balance sheet”?

• What is a FED balance sheet?  It is composed of “purchased” debt.  How did 
they buy it?  POOF – they printed the money.  The longer term chart shows the 
extreme Bernanke QE 2008-2015.  This helped the market.  The 5 year chart 
has FED balance sheet INVERTED.  As the debt matured and was not totally 
replaced the BS was reduced and the market seemed to like this.  It is 
continuing to be reduced.  Good for the grandchildren.  The FED has the 
flexibility to return to the higher level if needed.
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Drivers – Is it Foreign Trade?

• Exports like imports bear a relationship to the general health of the economy.  
There were real declines after tech bubble, financial crisis and 2015 slowing 
fears.  Exports have been stable for the last 2 years.  The US is NOT a big 
exporting economy with most of the GDP domestically produced.  Fracking has 
been extremely beneficial to the import situation making the country more or 
less energy trade neutral.  The future is obviously volatile with tariffs although 
there are winners and losers.  This is not a bear factor.
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Drivers – SO what is it?

• LENGTH OF BULL MARKET –The bull market in the USA has gone on longer than some expectations. In theory if the market were 
to be economically correctly priced all the time it could continually rise as general economic growth occurs.  Due to higher 
utilization of fixed assets corporate profits should outpace general growth.  Where is the big non-USA bull market?

• POLITICS – Are we just getting older or are things falling apart.  “It is not like the good old days.”  Everyone is a racist, misogynist, 
crook, bigot, gun slinger.  Elections unfortunately result in lots of mud flying.  Fun to watch although a bad way to invest.

• CENTRAL BANKS HAVE NO FIREPOWER – Interest rates cannot go lower – or can they?  The amount of negative yielding debt is 
unheard of.  Central Banks can still purchase debt or ease lending rules.

• OIL PRICE RISES WIL KILL THE ECONOMIES – Really?  There is a glut of oil.  Prices will stay low or fall.

• OUTSIDE THE USA ECONOMIES ARE SLOWING – True, but why?  Slow is not bad.

• INVESTORS WILL FAVOUR FIXED INCOME BECAUSE IT IS SAFE - Fixed income is the riskiest asset class as it comes close to 
guaranteeing a loss of real capital over time at present interest rates.  Equities are the only hope for a real return.

• WORLD TENSIONS ARE INCREASING – Maybe.  North Korea has calmed itself.  ISIL is a spent force.  Palestinians are disunited.  
IRAN is in dire economic condition.  Russia needs an oil price increase.  China is flexing it military muscles but is economically 
restrained.  Where are the big problems?

• STOCK MAREKTS ARE OVEREVALUED - Says who?  Not on our calculations.  If interest rates rise YES.  Is that going to happen? No.

• CHARTS LOOK BAD – True although behavioral technical analysis works best in the shortish term.  Remember 4Q 2018.  Nimble 
playing is fine. Longer term one needs some fundamental backing.

• BUY GOLD?


