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Gore Capital Management 
Our only client is you. 

Market Review 

How time flies. As we sit back and reflect on the first quarter of 2018, we find ourselves most surprised by 
the sheer velocity with which the year has passed, though the market provided us plenty of reasons to be 
surprised as well. 

Volatility hasn’t subsided since our last newsletter. In the first four months of the year, the S&P 500 index 
has experienced 31 sessions of at least a 1% move higher or lower. For the sake of comparison, there 
were 8 (eight!) such sessions during the whole of 2017 (source: Andrew Adams, RJ Morning Tick 
4/27/18). This action has made market participants downright jittery, despite the fact that 2018’s volatility 
is actually more in-line with historical norm than 2017’s.  

What’s causing the jitters? As always, a number of factors, some rational and some irrational, have con-
spired to keep investors on their toes. We’ll focus on the rational motives here.  

First, companies are delivering the best earnings growth since the Great Recession. According to 
Factset, 93% of S&P 500 companies have reported thus far, with 24.5% average earnings growth (about 
7.5% above expectations). About three quarters of reporting companies have beaten earnings and reve-
nue expectations, well above the one- and five-year averages. For the full year, earnings growth is esti-
mated to be 19.4% on sales growth of 7.3%, the strongest levels since 2011 (Source: Factset 5/18/18).  

On top of stellar corporate earnings, unemployment is low, job creation is strong, and GDP growth is 
slightly above expectations. But is this as good as it gets? Can the second, third, and fourth quarters pos-

sibly match or even exceed the figures we’re see-
ing today? If stock prices represent expectations 
for the future (as they are supposed to), then this 
quarter’s home-run figures are already priced-in 
and the uncertainty of how the rest of the year 
unfolds will continue to weigh on markets. One 
silver lining can be found, however: strong earn-
ings coupled with weak stock performance has 
reduced price-to-earnings ratios (a popular meas-
ure of valuation) to more-reasonable levels in-line 
with long-term averages. This means prices no 
longer feel overextended and we believe there is 
support for stock prices to improve. 

Market  Statistics Q1 2018 YTD (as of 4/30/18) 2017 3-Year Annl. 5-Year Annl. 

S&P 500 -0.90% -0.55% 21.10% 10.09% 12.60% 

Dow Jones Ind. Avg. -1.96% -1.63% 28.11% 13.48% 13.32% 

Russell 2000 (Small Cap) -0.18% 0.67% 14.21% 7.95% 11.03% 

MSCI EAFE (Foreign) -1.53% 0.72% 25.03% 5..55% 6.50% 

MSCI ACWI (Global) -0.96% 0.02% 23.97% 8.12% 9.20% 

MSCI Emerg. Mkts. Equity 1.42% 0.97% 37.28% 8.81% 4.99% 

Barclay’s Aggregate Bond -1.46% -2.19% 3.54% 1.20% 1.82% 

S&P GSCI Gold (Spot) 1.37% 0.76% 13.68% 3.91% -3.62% 

Source: Morningstar 

 

P/E ratios fall to more reasonable 

levels after the declines in February 

and March 
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Second, interest rates are still rising; the 10-year US Treasury bond yield, a common benchmark for rates 
as a whole, rose above 3% for the first time since 2014. While 3% is still very low compared to history, the 
mark represents a psychological “line in the sand” suggesting that rates will continue to climb as the year 
progresses. We are also beginning to see early signs of inflationary pressure with wages and consumption 
increasing modestly. As we’ve mentioned in past newsletters, some inflation is normal (and actually neces-
sary) in an improving economy. As long as it does not rise rapidly, inflation’s effect on the market should be 
relatively minor. That being said, recessions are always preceded by rising rates and rising inflation (though 
the exact timing is never predictable), and investors are beginning to wonder if “the R word” is nearing. This 
is no doubt a justified concern given the circumstances, but we believe a recession is not an imminent dan-
ger at this point.   

Where do we go from here? The analysts we follow agree that stocks, both domestic and overseas, will end 
the year in positive territory, though they’ve started to disagree on which group will outperform. Based sole-
ly on valuation metrics, we think domestic stocks may be slightly overvalued compared with their interna-
tional peers and it’s fair to expect Europe and Asia to produce better returns than the US this year. Conse-
quently, we are maintaining our overweight positioning to all equities and are slightly increasing exposure to 
international markets versus domestic. On the contrary, bonds are finally starting to experience the conse-
quences of rising interest rates and traditional bond investors could potentially see negative returns for the 
year. We believe our defensive positioning in “non-traditional” bond investments like floating-rate securities 
and derivatives will continue to outperform.  

We encourage everyone to enjoy their summer vacations. The warm weather can hopefully provide a wel-
come distraction to the market’s wild ride.  

Peter, Ben, & Keri 

GCM’s Top Holdings Q1 2018 YTD (as of 4/30/18) 2017 3-Year Annl. 5-Year Annl. 

PIMCO Income (PONPX) -0.29% -0.75% 8.49% 5.73% 5.62% 

FPA Crescent (FPACX) -0.98% -0.69% 10.39% 5.63% 7.44% 

Litman Gregory Masters Alt (MASFX) -0.24% -0.41% 4.51% 2.72% 3.40% 

Vanguard Mega Cap Value (MGV) -2.55% -2.02% 16.79% 10.21% 12.09% 

First Eagle Overseas (SGOIX) -0.91% -0.28% 14.37% 5.32% 5.66% 

T Rowe Price Blue Chip Grwth (TRBCX) 5.70% 7.56% 36.55% 15.20% 18.30% 

Dodge & Cox Stock (DODGX) -1.75% -1.04% 18.33% 10.88% 13.34% 

Virtus Seix Floating Rate (SAMBX) 1.36% 1.76% 3.87% 4.13% 3.74% 

Source: Morningstar 

 Sell in May and go away? 

The old saw about the summer being the weakest portion of the 

year is a popular one. But does it have any truth to it? From Be-

spoke Investment Group:  

If you had simply invested $100 in the S&P 500 at the beginning of 1945, 

not including dividends, that original investment would be worth nearly 

$18,000 today. If you had only invested that $100 in the S&P 500 during 

the months of November through April, that investment would be worth a 

bit over $8,100 today. Finally, if you only had the money invested in the 

period from May through October, your $100 would be worth just $220 

today. 

While the May-October timeframe is historically the worst period 

for profits, staying invested for the full year is still the better strat-

egy. 
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Although the majority of our attention is focused on financial matters, true holistic financial planning repre-
sents the intersection of several important life matters. Yes, investments are a big one, but taxes, legal, and 
medical considerations are often at the top of our clients’ minds as well. As good financial planners, that 
means we ought to be thinking about those subjects too.  
 
Through our personal and our professional lives we have seen the havoc that dementia can wreak on a per-
son and that person’s family. I didn’t learn this until recently, but dementia is actually not a disease itself; in-
stead, the term describes a category of brain diseases that cause impaired cognition. Alzheimer’s is a specific 
disease and is the most well-known form of dementia. Other types include Lewy body, vascular dementia, 
and a host of technical medical terms I don’t dare attempt to spell (let alone pronounce). Because of the diffi-
culty in diagnosis, dementia’s many forms are often only identified during autopsy.  
 
At this point, dementia has no known cure. Once the brain begins to lose cognitive function, there’s no going 
back. Fortunately the best minds in the medical field are on it and I have little doubt that plenty of dollars are 
available to keep their research funded indefinitely. In the meantime, there have been some advancements in 
diagnosing the disease. Even if we can’t cure it or prevent it, maybe we can at least plan for it. In a similar 
vein to family health history, knowing whether dementia is a major risk factor can help us as financial advisors 
determine the right investment strategies and tools to recommend.   
 
One interesting development in diagnosis concerns our sense of smell. Professor Jayant Pinto at the Univer-
sity of Chicago recently authored a study published in the Journal of the American Geriatrics Society. In an 
article from Medical News Today, Professor Pinto said “results show that the sense of smell is closely con-
nected with brain function and health,” and that lost sense of smell is an indicator of diminished cognition.  
 
His study used five simple items with distinct scents: peppermint, orange, rose, fish, and leather. Participants 
sniffed a device that emitted one of the five scents and then were asked to identify each smell from a list of 
choices. Most people were able to identify 4 or 5 and a small minority could identify only one or none. Five 
years later, the participants were interviewed to see if any of them had been diagnosed with a brain disease, 
and the results were astounding. Those that could not correctly identify at least 4 items were twice as likely to 
have been diagnosed with dementia in the years after the study was initially conducted.  
 

I’m (obviously) not a doctor or a medical expert of any kind, and I’m sure there’s still quite a bit of research 
and follow-up studies required to legitimize their findings. But the implications to me are pretty significant, es-
pecially because a simple smell test could be manufactured inexpensively (scratch n’ sniff, anyone?) and 
could be administered almost anywhere. From a financial planning perspective, knowing that an individual is 
at high risk for a cognitive disease will most certainly impact our projections, including how to pay for care and  
the longer-term spending implications for the spouse. 
 

Below is a link to the Medical News Today story. If you happen to be a member of the American Geriatrics 
Society or know someone else who is, we’d love to read the full study (although we probably wouldn’t under-
stand half of it).  
 

https://www.medicalnewstoday.com/articles/319589.php  

Source: Morningstar 

Ben’s Corner 

Market Movers Q1 2018 YTD (as of 4/30/18) 2017 3-Year Annl. 5-Year Annl. 

Alphabet (GOOGL) -1.54% -3.31% 32.93% 23.20% 15.05% 

Amazon (AMZN) 23.76% 33.92% 55.96% 57.27% 40.27% 

Apple (AAPL) -0.48% -1.97% 48.24% 11.97% 23.03% 

Chevron (CVX) -8.01% 0.83% 10.03% 6.55% 2.63% 

General Electric (GE) -22.06% -18.68% -42.12% -13.50% -5.12% 

JP Morgan Chase 3.36% 2.77% 26.30% 24.07% 20.12% 

Microsoft (MSFT) 7.19% 9.82% 40.22% 33.04% 27.91% 

Verizon (VZ) -8.54% -4.53% 3.51% 3.98% 3.69% 

https://www.medicalnewstoday.com/articles/319589.php


Disclosure 
 
Investing involves risk and you may incur a profit or a loss. Please carefully consider investment objectives, 
risks, charges, and expenses before investing. 
 
 
Mutual Funds are sold by Prospectus only. Please carefully consider the fund's investment objective, risks, charges and 
expenses applicable to a continued investment in the fund before investing. For this and other information, call or write to 
for a free prospectus, or view one online. Read it carefully before you invest or send money. 
 
The indexes are unmanaged and an investment cannot be made directly into them. The Dow Jones Industrial Average is an 
unmanaged index of 30 widely held securities. The NASDAQ Composite Index is an unmanaged index of all stocks traded on 
the NASDAQ over-the-counter market. 
 
Cantella & Co., Inc. does not provide legal or tax advice. For legal or tax advice, please seek the services of a 
qualified professional. 
 
 
This material is not intended to provide legal, tax or investment advice, or to avoid penalties that may be imposed under 
U.S. Federal tax laws, nor is it intended as a complete discussion of the tax and legal issues surrounding retirement 
investing. You should contact your tax advisor to learn more about the rules that may affect individual situations. 
 
 
This was prepared for informational purposes only. It is not an official confirmation of terms. It is based on information 
generally available to the public from sources believed to be reliable but there  is no guarantee that the facts cited in the 
foregoing material are accurate or complete. Changes to assumptions may have a material impact on returns. Past 
performance is not indicative of future results. The views and opinions expressed in an article or column are the author's 
own and not necessarily those of Cantella & Co., Inc. 
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