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Index

March
Return

1 Year

MSCI ACWI

-2.14%

14.85%

S&P 500

-2.54%

13.99%

MSCI EAFE

-1.80%

14.80%

Barclay’s
Aggregate Bond

0.36%

0.32%

Bloomberg
Commodity

3.71%

-0.62%

The ﬁrst quarter of 2018 seemed to have more market
activity than all of 2017. Even with the volatility for the
quarter, both the S&P 500 index and the Morningstar
Moderate Target Risk benchmark lost less than 1%,
returning -0.76% and -0.87% respectively.
As we move into the second quarter, we are faced with
market volatility from concerns over a trade war with
China, higher interest rates, and the potential for the
government to regulate internet companies such as
Facebook. This is a very diﬀerent environment than the
low volatility investors enjoyed during 2017.

Even with those headwinds, corporate earnings and the global economy continue to grow.
Although at times it is diﬃcult to separate the economy from the markets, we continue to see
growing corporate earnings, which typically reward investors. As always, we will monitor current
events to assess any longer-term impact to the economy. We acknowledge the current market
environment is less amiable than investors have been accustomed to, but our longer-term outlook
has not changed.
Price to Earnings Ratio
The price-earnings ratio (P/E) can be deﬁned as a ratio for valuing a company or index that
measures its current share price relative to its per-share earnings. With an outlook for strong
corporate earnings in 2018 (the E in the equation), we have seen the P/E ratio for the overall
market contract with the recent market correction.
According to the Wall Street Journal on April 4, 2018, S&P 500 ﬁrms are forecast to report proﬁt
growth of 17% in the ﬁrst quarter of 2018 from a year earlier. With that estimate the P/E ratio for
2018 is approximately 16.5, down from over 18 at the end of 2017. This is in line with the average
P/E of 16.87 from 1960 to 2017 as shown in the chart below from First Trust. Therefore, if
corporate earnings match expectations this year, we do not believe the market is overvalued at
this time.
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Trend Towards Lower Fees
One positive that has emerged out of the confusion over the Fiduciary Rule is lower investment
management fees. The rule was passed during the Obama Administration but has yet to be
enacted and may never be fully implemented. The main focus of the rule was to elevate all
ﬁnancial advisors who work with retirement plans to the level of a ﬁduciary.
Another focus was to provide more transparency on how fees are charged to retirement plans.
Although the rule has not been implemented, we have seen several investment management
ﬁrms we utilize lower their fees. The net result is lower fees for our clients, and as we were
already working in a ﬁduciary capacity, we believe the rule has provided beneﬁts to all investors.
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A Perspective on the S&P 500 Index’s P/E Ratio
Historical S&P 500 Index P/E Ratios and Total Returns
Average P/E

Average Annual
Total Return

1960-1969

17.75

7.81%

1970-1979

12.80

5.87%

1980-1989

12.19

17.54%

1990-1999

21.43

18.16%

2000-2009

19.80

-0.95%

2010-2017 (12/19)

17.35

14.00%

1960-2017 (12/19)

16.87

10.06%

Period

Source: Bloomberg. Data is through 12/19/17. Past performance is no guarantee of future results.

View from the Observation Deck
1. The current bull market in stocks, which commenced in March 2009, has lasted more than eight years and nine months. It is the secondlongest bull market ever, according to Bespoke Investment Group.
2. Considering the duration of this bull market, it seems only natural that investors might question how much longer it can run and/or
whether or not valuation levels have become too rich at current levels.
3. Brian Wesbury, Chief Economist at First Trust Advisors L.P., just released (12/18/17) his forecast calling for the S&P 500 Index to reach
3,100 by the end of 2018, up 15.70% from the index’s close of 2,679.25 on 12/20/17. Wesbury’s projection represents a near-term
perspective on the stock market.
4. In the table above, the line highlighted in yellow shows the S&P 500 Index’s average price-to-earnings (P/E) ratio and average annual
total return since the start of 1960. It represents a long-term perspective on the stock market.
5. One of the key takeaways is the 10.06% average gain. It is consistent with the index’s average annual total return of 10.04% from 19262016, according to Ibbotson & Associates/Morningstar.
6. We have noted on many occasions that we believe corporate earnings determine the direction of stock prices over time. As of today,
Bloomberg’s consensus estimated earnings growth rates on the S&P 500 Index for 2018 and 2019 are 10.25% and 10.29%, respectively.
7. As of today, the trailing 12-month P/E ratio on the S&P 500 Index is 22.58, well above the 16.87 average P/E since the start of 1960. The
estimated P/E ratios for year-end 2018 and 2019, however, are 18.22 and 16.52, respectively, according to Bloomberg. The 16.52
projected P/E for 2019 is in line with the 16.87 average P/E since 1960.
This chart is for illustrative purposes only and not indicative of any actual investment. The illustration excludes the effects of taxes and brokerage commissions and other expenses
incurred when investing. Investors cannot invest directly in an index. The S&P 500 Index is a capitalization-weighted index comprised of 500 stocks used to measure large-cap
U.S. stock market performance.
The information presented is not intended to constitute an investment recommendation for, or advice to, any specific person. By providing this information, First Trust is not
undertaking to give advice in any fiduciary capacity within the meaning of ERISA and the Internal Revenue Code. First Trust has no knowledge of and has not been provided any
information regarding any investor. Financial advisors must determine whether particular investments are appropriate for their clients. First Trust believes the financial advisor
is a fiduciary, is capable of evaluating investment risks independently and is responsible for exercising independent judgment with respect to its retirement plan clients.
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Important: 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, product, or any non-investment
related content, made reference to directly or indirectly in this communication will be proﬁtable, equal any corresponding indicated
historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors,
including changing market conditions and/or applicable laws, 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 Abundance. To the extent that a reader has any questions regarding the
applicability of any speciﬁc issue discussed above to his or her individual situation, he or she is encouraged to consult with the
professional advisor of his or her choosing. Abundance is neither a law ﬁrm nor a certiﬁed public accounting ﬁrm and no portion of the
newsletter content should be construed as legal or accounting advice. Abundance’s current Firm Brochure discussing our advisory
services and fees is available upon request.
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