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The First Tee... 

 
Raging Bull…the stock rally continues to carry momentum towards year-end as equity 

indexes are breaking records at close to a record pace (concerns of risk complacency contagion):  

 The stock market has not endured a contraction over 3% in more than a year (volatility vacuum): 

 The key equity indices are racking–up all-time highs at an unabated pace…here are their numbers so far this year:  
 The Dow Jones Industrials has hit 59 record highs this year, on pace to be the most since 1995: 

 The Dow has achieved six 1,000 point milestones during the past 12 months…the Dow is up 18.6% in value year to date. 

 The S&P 500 has hit 53 record highs this year, an annual pace that has been surpassed five times since 1946: 

 The S&P has enjoyed its fourth longest run without a 5% correction…the S&P has gained 15.4% so far this year. 

 The NASDAQ has hit new highs 67 times so far this year, on par with its best year of record highs in 1999 (dot-com era): 

 After hitting its first record high in sixteen years in 2005, the NASDAQ has totaled 84 new highs…the NASDAQ is up 26% this year 

 The small-cap sector has lagged its larger counterparts as the Russell 2000 has hit 33 new record highs this year: 

 The Russell has also seen the smallest percentage gain this year of the big 4 indexes, posting a 9.5% increase to-date. 

 The unprecedented monetary liquidity created by the central banks has been a key equity catalyst: 
 Despite the U.S. Federal Reserve’s policy move to taper some of its quantitative easing bond holdings, there still   
   remains over $12 trillion in QE cash circulating in the system (the European and Japanese central banks continue to make bond purchases).    

 By historic standards, the run in stocks looks closer to the end than the beginning: 

 The final stage of a bull market stock rally is often characterized by the largest price gains: 
 During the past 70 years, the S&P 500 has hit new record highs in 38 of those years…twelve months after closing at 
   a new record high the S&P’s return has been positive 72% of the time (the trick is, knowing when the rally is finished!) 

 Despite the heady record highs set by the NASDAQ, the current rally pales compared to the years during the 

   dot-com boom…starting in 1988, the NASDAQ posted gains for 12 consecutive years, hitting 341 new record highs: 

 During the final six months of the 1990’s internet stock buying frenzy, the NASDAQ rose in value by 766%...thirteen months    
   after peaking-out the index had declined by 675% (and had lost 780% of its value a year and a half after hitting its record high). 

 Hopefully, history does not repeat itself…the graphs below show the NASDAQ leading up to (and after) the dot-com rush and its current 8 year rally. 

  Earnings are expected to continue to power stocks to further gains in the coming year: 

 Energy, materials and financial sectors are expected to lead the earnings per share growth: 

 The S&P 500 could be boosted by bank shares, as this sector is one of the largest in the S&P at 20% of the total: 

 Price/earnings ratios are running close to record highs, could see some compression with further Fed rate hikes. 

 Failure to pass new tax legislation could be a major speed-bump for future equity gains: 

 Investor optimism since the election has been centered around promises of fiscal policy changes: 
 Possibility of corporations’ repatriation of funds held over-seas is hoped to start another wave of stock buy-backs. 
 

Pictures to Ponder: NASDAQ performance…First graph is 8 years starting in 1993 – Second graph is past 8 years starting in 2009. 

 

 
At the turn... 
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The Back Nine… 

 
Brown paper packages tied-up with string…as has become a holiday tradition,  

retailers are getting an early start to crucial shopping season (Black Friday sales have become Black November): 
 The National Retail Federation is projecting holiday sales to rise 3.6% to 4% (to about $680 billion) 
    …the forecast excludes autos, gasoline and restaurant sales (Christmas car sales have played an increasing role the past few years):  

 2016 holiday sales rose by 4.0% (to $658.3 billion)…on-line sales rose by 14% for November to January last year: 
 Internet sales are expected to post an 18% to 21% gain this holiday season…placing additional pressure on brick & mortar retail location: 

 PriceWaterhouseCoopers is forecasting half of all holiday sales will be executed on-line this year…although, a National Retail 
   Federation survey shows almost 90% of consumers plan to do some shopping in physical stores (chance to sit on Santa’s lap!)   

 Consumers have positive and negative factors impacting their holiday buying potential: 

 The nice determinants include higher wages, more disposable income, strong consumer confidence 

   and full-employment…disposable income rose by 2% leading into last year’s holiday season, expected to rise over 4% this year. 

 The naughty issues encompass higher debt loads (especially auto & student), rising housing and medical costs: 

 Spending on necessities could reduce amount of discretionary spending (especially in hurricane and fire impacted regions): 

 Retailers such as jewelers could be aided by stronger buying by high-income consumer purchases…wealth gains from the stock 
   market will give more affluent shoppers additional buying power (households with income below $60k are expected to reduce spending for gifts). 

 Discount dilemma…competitive pricing remains critical to driving traffic and sales (at expense of profit margins): 
 Millennial’s are proving to be price sensitive shoppers (possibly due to having less money)…it is estimated 70% of 
   this demographic will visit multiple physical stores and 82% multiple on-line sites to find best deals: 

 This compares to older baby boomer counterparts whose percentages are anticipated to be 57% and 65% respectively: 
 Black Friday promotions began the day after Halloween, and will extend beyond Cyber Monday (and could run to end of year if sales sag)   

 It is estimated 45% of U.S. shoppers began their holiday shopping in October (there is the other shopper who will not start until Christmas Eve!) 

 Inventory inadequacy?...in an effort to avoid costly over-stocks and mark-downs, retailers are  

   using a more dynamic demand forecasting process of buying smaller batches with shorter lead times: 
 Typically, retailers lock-in a majority of their holiday purchases nine months to a year in advance: 

 This year, retailers make a large portion of their holiday buying three to four months before the season…they are 
   repurchasing fast selling items with as little as six to eight weeks of lead time…placing pressure on supply chains: 

 Retailers keeping inventories low could instill buying urgency in consumers who fear not being able 
  to get the items the wish to purchase, but could also alienate buyer due to lack of selection: 
 Current retailer inventory strategy has been a willingness to lose some sales to preserve profit margins (Happy Shopping!) 
  

 

19th Hole... 
 

If you are going to panic, make sure you’re the first. 

                   Marianne Davis  
 


