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s in this  environment, and are looking for any slowdowns in investment.

Another primary area of evaluation for us at WhaleRock is the current interest rate 
environment. From  
the start of the year through the summer, the yield curve, which indicates the amount of inte
rest an investor  
receives in a treasury bond at various maturities, has “flattened”, meaning that short term in
terest rates have gone  
up more than long term interest rates. This is depicted in the chart on the next page.

The Dow Jones Industrial Average and the S&P 500 Index posted the lowest returns for 
the month of December in their respective indices since 1931, with the Dow Jones down 
8.6% and the S&P 500 9.0% in the final month alone. Broad weakness in equities in the 

fourth quarter led to both indices having their worst annual performance since 2008. The Dow 
Jones finished the year down 3.5%, the S&P down 4.4% and the Nasdaq Composite Index 
down 2.8%. Globally, equities fared worse: The MSCI Eurozone Index was down 14.3% for the 
year and the MSCI Emerging Market Index was down 14.5%. As of December 31, the S&P 500 
is now 14% from the high it achieved on September 20 and the Russell 2000, the preeminent 
index for domestic small cap stocks, is now 22% from the highs the index achieved in August. 
The broad based sell off comes as investors have had to digest increasing political tensions 
both domestically and internationally, interest rate hikes by the Federal Reserve, and 
increasing fears of an economic slowdown. With the recent movements in markets, where do 
things stand now?

At the beginning of the year, the S&P 500 Index was trading at a forward price to 
earnings multiple of 18.4. This ratio delineates how much investors are willing to pay for the 
expected earnings per share over the next year of the companies in the S&P 500. This ratio has 
drastically changed over the course of the year. On Christmas Eve, this ratio fell to 13.5, a 
compression of over 26%. Historically, this is a good sign for equity investors: Investors are 
now afforded the opportunity to pay substantially less for the future earnings of the companies 
in the S&P 500 than before. The chart illustrates when the PE multiple contracts this fast, it has 
often been a sign of overreaction by investors. We agree: Market participants tend to get 
greedy when the stock market is going up every day and most fearful in significant market 
declines. 
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Looking back, 2018 encapsulated the pendulum swing from greed to fear. It was difficult not to be 
complacent at the beginning of 2018: 2017 brought us the first year ever for the S&P 500 to post a positive return 
every month, and a mere 26 days into 2018, the S&P 500 was up 7.5%. There was low volatility and investment 
returns had been quite strong. As a result, investors started paying too much (18.4 P/E ratio) for the amount of 
earnings the companies in the S&P 500 were going to generate. In doing so, they were implicitly shrugging off trade 
tension concerns and ignoring the fact that the Federal Reserve was concerned about the economy overheating 
(which subsequently led to rate hikes). However, throughout the year, a substantial number of companies warned 
that their profitability could be impacted by tariffs. Further, the Federal Reserve raised the federal funds rate four 
times in 2018. Both of these factors contributed to a change in investor mindset from complacency to apprehension. 

As a result of the market movements, we believe the pendulum of investor emotion has swung substantially. 
The S&P plunged nearly 20% in the three months from its peak in September. The price investors are willing to pay 
for future earnings has dropped commensurately, from a 18.4 P/E ratio in January to a 13.5 P/E ratio on December 
24, coupled with lowering earnings expectations of the S&P 500 companies going forward. For perspective, over the 
last fifteen years, the average P/E ratio on the S&P 500 has been 15.2. 

The “Fear & Greed Index” (CNN) rates investor emotion from 0 to 100 utilizing a variety of inputs 
including market volatility, market momentum, bond demand and stock price strength. A score of 100 implies 
maximum greed and a score of 0 implies maximum fear. In January of 2018, the index was over 80, implying 
extreme greed. The same index reached 3 in late December, representing seldom seen levels of extreme fear. All of 
the components that comprise the index calculation signaled extreme fear as well. Investors are spooked at any 
mention of tariffs or additional rate hikes. We wrote this summer, while it is indeed true that tariffs are net negatives 
for corporations, given the precipitous fall in the market in the fourth quarter of 2018, we believe the impact they 
will have has now been priced into the market, and any positive news on trade war settlements will be very well 
received. 

Legendary value investor Benjamin Graham coined the phrase, “in the short run, the market is a voting 
machine but in the long run it is a weighing machine.” This is a mantra we strongly believe in: While the markets 
can swing wildly over short periods of time as panic and euphoria overcome investors, over the long term buying 
solid companies at reasonable prices is a proven strategy to compound your principal over time. We look for short 
term volatility to continue, however, as stewards of your capital it is especially imperative in unpredictable times that 
we continue to focus on the long term in order for you to achieve your investment goals.

We are paying close attention to the fixed income market as well. As of December 31, an investor buying a 
10 year Treasury Bond is only rewarded an incremental 0.08% per year in interest than an investor who buys a 1 year 
Treasury Bond.  Over the fourth quarter, interest rates on bonds with maturities beyond one year came down. As 
such, our fixed income investment strategy has remained the same. We are still focusing on shorter dated maturities 
given there is de minimis upside in having your capital deployed for an additional decade. 

We appreciate your trust in allowing us to assist you in achieving your financial goals. We wish you the best 
this winter and we will continue working on you and your family’s behalf. Please call us at 401.228.7799 should you 
have any questions or comments.

Per the SEC's annual requirement, WhaleRock has updated our ADV to reflect any changes that occurred in 
2018. As always, this can be found on our website, www.wrpoint.com. 
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