
We hope you enjoyed the recent holiday 

season.  Unfortunately Ebenezer Scrooge 

showed up in the markets, while Santa was 

out gallivanting somewhere else. In fact, it 

was the worst December for stocks since 

1931. Remarkably, this was magnified by a 

brutal abbreviated trading session on 

Christmas Eve, when the S&P 500 fell near-

ly -2 ½% to the low for the year. Most days 

before Christmas have been positive and, 

previously, the worst loss on this normally 

cheer- infused day was -1%. From the re-

cent highs in September to the lows on Christmas Eve, the market as measured by the S&P 500 fell 

-19.8%, just short of bear territory which is defined as a drop of 20% or more.  That’s just defini-

tions – call a bear a bear.  Small cap stocks (-27.2%), the tech-heavy NASDAQ   (-23.6%) and some 

other sectors all fell clearly into “official” bear territory.   

 

Santa made a belated appearance on Wall Street the day after Christmas with the U.S. stock mar-

kets surging over 5% in one day.   As of  January 8th, the markets have recovered some of its losses 

in the two weeks since Christmas Eve, with the S&P 500 up 9.5%.      

 

For the year, U.S. markets performed much better than foreign markets as shown in the nearby 

graph, although that is not much consolation as the S&P 500 was still down -4.4% for the year, 

while small cap stocks in the U.S. were down -11%.   
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Belated Santa and a Fed Experiment: 2018 in Review  By Ben Nostrand  

World Stock Markets Year-to-Date Returns in 2018  

Ben Nostrand, CEO  



On a broader basis, the damage is actually much worse than the official S&P and Dow Jones indices indicate. The median US 

stock was down about -14% for 2018, similar to the returns of the overseas markets.  With equities, commodities, corporate 

bonds and even preferred stocks 

caught up in the declines, there 

were seemingly few places to hide 

other than Treasuries (see bond 

returns graph).  

 

With both stocks down and most 

bond asset classes down as well, 

even balanced stock/bond portfoli-

os had a rough 2018. As J.P. Mor-

gan’s Chairman of Market and In-

vestment Strategy, Michael Cem-

balest, noted last week, 

“diversified stock and bond mixes 

generated negative returns from -7% to -4%.” Much of this was due to the year-end melt-down that impacted almost all cor-

porate securities, including the usually defensive areas of bonds and preferred stocks.   

 

There were reasons for the recent turmoil.  Initially the downturn was fueled by concerns about the festering trade war be-

tween the United States and China.  As well, worries began to evolve about a moderation in GDP growth at home and a broad-

ening slowdown globally.  Then we had the Fed that said additional interest rate hikes would be needed in 2019 while also 

continuing the unwinding of the quantitative easing that has helped propel markets since the Great Recession (more on this 

later).  Meanwhile, investors were dealing with the partisan backdrop in Washington, where investigations, a partial govern-

ment shutdown, high-level resignations, and the specter of divided government were all raising the level of consternation as 

2019 approached.  

 

The ferocity and speed of the market’s decline has no doubt been unnerving for investors. Bear markets usually take longer to 

develop, begin from loftier valuation levels, and take hold only after the economy has begun to show more tangible evidence 

of slowing. However, the selling was probably an overreaction.  Indeed, most leading indicators are still pointing to good eco-

nomic growth – a mid to high 50s ISM manufacturing index, a healthy purchasing managers index, high consumer confidence, 

strong retail sales and still low unemployment claims. Payrolls rose 312,000 in December, compared with the average gain of 

215,000 a month the previous five years.  Average hourly earnings rose 3.2% in 2018, their biggest full-year gain of the expan-

sion.   

 

Stock market valuations are now more attractive and economic fundamentals still point to growth, even if this growth is un-

likely to be quite as robust as in 2018.  So, with the economic and monetary fundamentals still largely sound, renewed market 

gains are not unreasonable to expect going forward. 

 

That said, we certainly note a shift in the market’s mood as 2019 gets under way. The euphoria surrounding the corporate tax 

cuts a year ago has now been replaced by a sense of caution amid the president’s trade and tariff policies. The Federal Reserve 
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has toned down its expectations for growth and inflation in 2019, and we concur that the 

economy is unlikely to see the robust growth of 2018 over the next two to three years. 

And yet, while each of these factors will likely have an impact on stocks in 2019, our over-

all outlook remains positive yet cautious for the intermediate term.    

 

The Fed and Interest Rate Outlook 

 

While higher interest rates have had their usual impact on the rate-sensitive housing sec-

tor, the current level does not strike us as high enough to cause a sharp slowdown in eco-

nomic activity. However, a near decade of low rates and quantitative easing by the Fed 

may have injected more liquidity into the system than most investors realized, creating 

fallout during the current normalization process.  

 

In one way, Jerome Powell did the right thing by raising rates a mere 25 basis points in 

December.  He forcefully declared the Fed’s independence from the market and politi-

cians for the first time since Volcker.   Former Fed Chairs Greenspan, Bernanke, and Yellen 

all gave the markets a “put” option—basically a third unofficial mandate to make sure 

that asset prices keep rising. Now, of course, that’s not the way they would express it, but 

that is, in fact, what they did. 

 

 

 

 

 

 

However, the Federal Reserve is running a two-variable experiment without the benefit of 

ever having run a one-variable experiment to determine what the results would be.  What 

are the two variables? They are raising interest rates (albeit slowly), and aggressively re-

ducing their balance sheet by selling the bonds that they purchased during the recovery 

(QE). I think many of the problems we see in the market are results of this combination. 

They should do one or the other, not both, or maybe not both as fast. 

 

Of these two, many want to blame the last rate hike, but let’s look at the other variable. 

While the Fed radically reduces its balance sheet, the European Central Bank is also end-

ing its QE (quantitative easing), as are other central banks.  They are taking away the mar-

ket’s stimulus of the past 8 years or so.  Note also that the cessation of quantitative easing 

worldwide occurred toward the beginning of October, around the same time that the 

markets turned volatile.   

 

I find it just as plausible that the balance sheet reduction is as responsible for the market 

volatility as the increased rates. If QE made the markets go up, especially in concert with  
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“Stock market valuations are now more attractive and 

economic fundamentals still point to growth, even if this 

growth is unlikely to be quite as robust as in 2018.” 
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Two New Candidates for CFP® Certification  

We are very pleased to announce that both Jennifer and Robert Sokolowski have passed their CFP® 

Certification Exams in November. The pass rate for this latest examination was 61% - a reflection of 

the fact that this six hour exam is one of the most difficult in the financial industry.  Unlike other 

tests that purely measure factual recall, the CFP® exam is designed to measure critical thinking and 

assess one’s ability to apply financial planning knowledge in real-life planning situations.  

  

Individuals may sit for the exam upon completion of college-level coursework in programs that are 

registered with the CFP Board, addressing the major personal financial planning areas.  

 

Robert and Jennifer are graduates of the University of Vermont with degrees in Economics and 

Business Administration, respectively.  They completed their financial planning certificate program through Bryant University over 

a two year period followed by an intensive 3 month review course before sitting for the exam.  For the past year they have been 

working closely with Pat Sokolowski, Senior Financial Planner and CFP® for the firm, as a mentor.   

 

As a firm, WestView Investment Advisors is committed to the planning-based financial model and the addition of Jennifer and 

Robert to the team strengthens our ability to service our clients.  They are looking forward to assisting clients new and old with 

their planning needs.   

 

Important Disclosure: Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees 

of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product made reference to directly or 

indirectly in this newsletter, will be profitable, equal any corresponding indicated historical performance levels, or be suitable for your portfolio.  Due to vari-

ous factors, including changing market conditions, the content may no longer be reflective of current opinions or positions.  Moreover, you should not assume 

that any discussion or information contained in this newsletter serves as the receipt of or as a substitute for, personalized investment advice from WestView 

Investment Advisors.  To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situ-

ation, he/she is encouraged to consult with the professional advisor of his/her choosing.  A copy of our current written disclosure statement discussing our 

advisory services and fees is available for review upon request.  

the ECB, the Bank of England, and the Bank of Japan, then it’s no surprise that ending it makes the markets fall. The Fed indicated 

at their last meeting that there would be two more rate hikes in 2019, although with indicators showing slowing growth in 2019, 

the futures market, bond markets, and what seems like a majority of economists are predicting no rate hikes in 2019.   

 

The best news for the markets recently was not just the unemployment report for December, but the comments from Fed Chair-

man Jerome Powell’s comments on Friday the 4th suggesting that the Fed is watching the data closely and that they will act if the 

leading data continues to disappoint. Chairman Powell said that the Fed would change course if the bad news and data continued 

lower. Most positive to the markets seemed to be his comment that the reduction of the balance sheet was not on “autopilot” 

and could be adjusted as the economy dictates.  This was reassuring to markets, which have risen 9.5% in the two weeks since 

Christmas Eve. 

 

We continue to focus on high-quality, well-capitalized companies with low debt and market leadership positions that are also re-

silient and opportunistic in challenging times.  At this point, we continue to believe it is prudent to stay the course and ride out 

these periodic storms.   

 

As always, we appreciate your business and would love to hear from you if you have any questions or concerns.   

Jenn and Rob Sokolowski 


