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Q1 2018 MARKET REVIEW:  

THE RETURN OF VOLATILITY 
 
SUMMARY  

 

▪ The latest MACROCAST™ score was unchanged from a month ago, but higher than our last 
quarterly review in January. According to the model, the probability of a large and sustained bear 
market remains low.  

▪ The message from MACROCAST™ was positive. We saw strength in each category of the 
model, with the exception of Valuation. 

▪ Our quarterly review of performance shows weakness across asset classes, sectors, company 
size, and countries. 

▪ Despite the flat returns in Q1, a positive MACROCAST™ score has us feeling encouraged about 
the rest of the year.  
 

 
The Message FROM MACROCAST™ 

 
MACROCAST™ was positive throughout 2017, the sixth consecutive year the score did not drop below 
zero. 

MACROCAST™ is Corbett Road’s in-house model that measures the attractiveness of risky assets by 
looking at the VITALS of the market—Valuation, Inflation, Technical Analysis, Aggregate Economy, 
Liquidity, and Sentiment. We use our model to assess the chance of major, protracted bear markets.  

Examples of such markets are the declines of 1973-74, 2000-2002, and the financial crisis of 2008. By 
potentially avoiding major losses in these types of markets, we can preserve capital and reduce our 
clients’ stress and concern. 
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 MACRO MUSINGS 
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The current strength in MACROCAST™ is broad based across multiple categories. Among the 
VITALS, “Aggregate Economy” indicators are still strong, and “Sentiment” has improved after 
showing excessive bullishness to start the year. Only “Valuation” has more than one negative signal, but 
even that has improved. In January, every single “Valuation” indicator was negative.   

In our last quarterly review at the end of January, the MACROCAST™ score dropped to its lowest since 
December 2015. Despite the drop, at the time we noted that the score was still constructive and any 
correction could represent a buying opportunity, not the start of another bear market.  

Shortly after publishing that article, volatility erupted and the market corrected 11%. While the market 
has been choppy since, the S&P 500 is above the February price lows and volatility appears to be in 
retreat. Time will tell, but we believe the correction continues to represent an opportunity to put cash to 
work, as long as MACROCAST™ remains positive. 
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ASSET CLASS REVIEW: A Feeble start to 2018 

 

 

Source: Robert W Baird & Co. 

 
2018 started out strong, with stocks rocketing higher in the first three weeks of the year, only to give up 
all of the gains and turn negative by the middle of February. There were no standouts among the major 
asset classes, save a few of the riskier emerging markets.  
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Some additional insights: 
 

1. Tech and Consumer Discretionary were the only two positive sectors. Technology stocks saw 
the best gains, but were still only up 4% through March. Consumer discretionary stocks were 
close behind with gains of 3%, but that is a bit misleading. The sector would have been negative 
if it were not for Amazon. The stock performed strongly in Q1 and makes up 20% of the entire 
sector! 

2. Traditionally defensive sectors performed the worst. Higher interest rates have hurt traditionally 
defensive sectors the most. Because the companies in these sectors tend to pay higher dividends, 
it puts them in more competition with bonds among investors looking for yield. As bond rates rose, 
these sectors suffered.  

3. Bonds didn’t help. Bonds usually provide stability when the market corrects because they tend to 
often (not always) rise in value while stocks fall. Although bonds performed better during the most 
recent correction, the overall increase in interest rates caused them to have negative returns for the 
quarter (when rates rise, bond prices go down and vice versa).  

4. Market Cap didn’t help. Companies of all sizes performed about the same. The largest companies 
represented by the S&P 500 were down about 1%; midsized and small companies were flat. 

 

In summary, Q1 was forgettable, but we still believe major downside risk is small. That doesn’t mean 
positive returns are guaranteed, but with a strong positive MACROCAST score, we view market 
declines as an opportunity. 
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The chart(s)/graph(s) shown is(are) for informational purposes only and should not be considered as a suggestion of any 
investment recommendation, investment strategy, or as an offer of advice to buy, sell, or exchange any investment product or 
investment vehicle. Past performance may not be indicative of future results. While the sources of information, including any 
forward-looking statements and estimates, included in this (these) chart(s)/graph(s) was deemed reliable, Corbett Road Wealth 
Management, Spire Wealth Management LLC, Spire Securities LLC and its affiliates do not guarantee its accuracy.  
 
The views and opinions expressed in this article are those of the authors and do not necessarily reflect the opinions of Spire 
Wealth Management LLC, Spire Securities LLC or its affiliates. 
 
All information is based on sources deemed reliable, but no warranty or guarantee is made as to its accuracy or completeness. 
MACROCASTTM is a proprietary index used by Corbett Road Wealth Management to help assist in the investment decision-
making process. Neither the information provided by MACROCASTTM  nor any opinion expressed herein constitutes a 
solicitation for the purchase or sale of any securities, and should not be relied on as financial advice. The phrase “the market” 
refers to the S&P 500 Total Return Index unless otherwise stated. The phrase “risk assets” refers to equities, REITs, high yield 
bonds, and other high volatility securities. Past performance is no guarantee of future results.  
 
Spire Wealth Management, LLC is a Federally Registered Investment Advisory Firm. Securities offered through an affiliated 
company, Spire Securities, LLC, a Registered Broker/Dealer and member FINRA/SIPC 
 


