
Another Year of Double Digit Gains! 

It appears for the third year in a row that strategist’s predictions for market gains for the coming year will again be 
too low. 

In 2016 the consensus by strategists was for mid-single digit gains. STIR’s Outlook was to expect double digits 
gains with a goal of 2500, and that is what the market delivered!  
In 2017, the consensus of ten Wall Street Strategist Forecasts (Barron’s) was again for mid-single gains of 
6.3%. STIR was alone in calling for a 20% move to 2700. And the market delivered with a 19.4% gain.  
For 2018, the mean S&P forecast by the ten strategists in Barron’s is for a 5% rally to 2840. Once again, we 
believe that is way too low.  

STIR’s quantitative 
based Outlook sees 
more all-time highs 

in 2018, another 
+20% gain with the 

S&P climbing to 3200 
and the Dow 

breaking 30,000! 

Five Reasons this Bull Market is Moving Higher! 

Global Growth is accelera�ng! The U.S. has been leading other developed countries in GDP growth for the past 
eight years. Since the expansion that began in Q3 2009, growth has averaged just 2.1%, the slowest since WW II. In 
2017, U.S. growth has consistently moved higher in each successive quarter, with expecta�ons of reaching 2.7% 
this year and accelera�ng to 3.1% in 2018. Globally growth is also accelera�ng moving from 3.0% in 2016, to 3.4% 
in 2017 and 3.8% in 2018, with Emerging Markets being the largest contributor to that growth rate.  

It’s also a global bull market! The U.S. has been in a secular bull market for over six years, while Developed 
Countries and Emerging Markets have been stuck in a decade long secular bear market. That ended in 2017 with 
all the global markets being in synch and enjoying secular bull market runs. The last time global markets enjoyed 
simultaneously strong economic growth and bull markets was back in 2002-2007:  then U.S. markets rose over 
100%, a 206% gain for Developed Countries and a very impressive run of +400% for Emerging Markets.  

Record earnings! S&P 500 earnings are expected to finish 2017 at a record high of $131.45. That would represent a 
20% increase for the year. For 2018, earnings are expected to rise to $147.00 based on accelerating global and 
domestic growth. But now add in another $10 to $14 a share from a lower tax bill for corporations, and earnings 
growth jumps to over 20%. “Earnings are the mother’s milk of stocks.”—Old Wall Street adage. 
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Stocks are undervalued! While it is popular to proclaim stocks are overvalued, they all use one yardstick—high P/E 
ratios (Price/Earnings). There are many other yardsticks that point in the opposite direction, undervalued. One is 
the earnings yield on stocks versus the interest rate on bonds. This is one of the favorites of the Federal Reserve. 
Currently the earnings yield (earnings/stock price) is close to 5.0% versus 2.5% for the 10-Year Treasury Bond. 
Using the Fed Stock Valuation Model, stocks are undervalued by almost 50% or the S&P should be trading over 
5000 instead of 2700.  

Many argue that stocks have gained over 33% in just the last two years, and therefore cannot be undervalued? 
Yes, they can. Corporate profits have also risen by 33%, which means P/E ratios have not moved higher during the 
past twenty four months. Additionally, the earnings ratio on stocks versus yields on bonds has also remained 
unchanged. Stocks have been moving in lock-step with earnings gains and probably will continue to do so.  

History supports another year of double-digit gains! 

There is a 70% probability that this bull market has at least one more year of gains. Looking at just secular bull 
markets (1949-1968, 1982-2000, 2011-2017), history shows 
that the market will have mul�ple back-to-back up years 
before being interrupted by a nega�ve year.  

Rarely does the market advance just one or two years before 
hi�ng a down year. That sequence has only occurred three 
�mes or 30% of the �me. The market has just finished its 2nd 
up year with cumula�ve gains of over 30%. History tells us 
that the market has a 70% probability of going a total of 
three or more years with higher returns. The average gain if 
the market makes it to three consecu�ve up years is 58.7%. 
That would fit STIR’s Outlook for another 20% gain in 2018, 
which would translate into a cumula�ve three year gain of 
57%.  

History also points to a 71% probability that 2018 will see double digit gains. The table reflects all the annual 
returns by year within secular bull markets since 1928, ninety years of history.  

1954 52.56%
1928 43.81%
1958 43.72%

1995 37.20%

1997 33.10%

1955 32.60%

2013 32.15%

1989 31.48%

1985 31.24%

1950 30.81%

1986 18.49% 1991 30.23%
1949 18.30% 1998 28.34%
1952 18.15% 1961 26.64%

1993 9.97% 1988 16.54% 1967 23.80%
1992 7.49% 1964 16.42% 1951 23.68%
1956 7.44% 2012 15.89% 1996 22.68%

2% 1984 6.15% 2014 13.52% 1963 22.61%
1953 -1.21% 1987 5.81% 1965 12.40% 1983 22.34%
1990 -3.06% 2015 1.38% 1959 12.06% 2017 21.83%
1962 -8.81% 1994 1.33% 2016 11.74% 1999 20.89%

1957 -10.46% 1966 -9.97% 1960 0.34% 1968 10.81% 1982 20.42%
10% to 20% Over 20%-10% to -20% 

9%

0%

Loses  Over -20% 0% to -10% Gains  0% to 10%

47%

   'In Secular Bull Markets, Double Digit Gains 
are the Rule, Not the Exception'

24%

18%
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Digger deeper into the data, the market has an 89% probability of being an up year and a 47% chance of gains 
over 20%. STIR’s Outlook is for a 20% gain in 2018, which might be on the low side, as the average annual gain in 
the over +20% years is 30%! Using the 30% average as a guide, the S&P would be aiming for 3500 and the Dow 
pushing for 32,000! 

Poten�al Leaders and Laggards in 2018 

Within the global asset classes, Emerging Markets may con�nue its leadership role into 2018. In 2017 Emerging 
Markets had a great run of over 30%, the best in years. However, it has been trapped in a terrible ten year secular 
bear market since 2007. It was finally able to break out of that and move to new all-�me highs in 2017. U.S. 
markets broke out of their secular bear market back in 2013 and have since rallied over 110% from their previous 
highs back in 2007. Emerging Markets, even a�er last year’s run, is only 6% above its old all-�me highs also set 
back in 2007. It has a lot of catching up to do. Fundamentally, Emerging Markets are selling at much lower P/E 
ra�os than U.S. stocks and are expected to see GDP growth almost twice that of the U.S. 

Sectors: Many factors will determine sector leadership. In 2018 rising rates, tax cuts, and strong synchronized 
global growth will favor some sectors more than others. Poten�al overall winners will probably be found in 
technology, financial services and basic materials. Retail, leisure, consumer services and even energy services may 
surprise investors in 2018 with big up moves. 

Bonds will con�nue to be laggards. With the possibility of three rate hikes by the Fed and stronger global growth, 
its possible bonds could turn in a nega�ve return like they did in 2013. A stronger alterna�ve for income is the Low 
Vola�lity Rising Dividend Index, up 16% versus 3% for the Aggregate Bond Index in 2017. 

Past performance is no guarantee of future performance. The table below compares previous Outlooks and 
reality. All of our Market Outlooks strive to provide a quantitative view of what could occur. However, STIR’s day-
to-day analysis and recommendations are always based upon what is actually happening in the markets and 
sectors at the time: seeking to find the leaders and avoiding the laggards, striving for higher risk managed returns.  
Not on our forecasts.  

STIR's Outlook What Really Happened! 
2017 20% Rally to S&P 2700 S&P hits 2695 on 12/18,  final gain 19.6% 
2016 10% rally to S&P 2250 Goal hit on 12/9, S&P gains 9.5% for year 

Two Year Outlook: 
2014-15 

Rally into mid 2014 with new highs, followed 
by 15% correction into 2015, start of new bull 

market mid 2015 

Concept was right, but timing was wrong. Stocks 
didn't peak until May '15, followed by 15% 

correction into Feb. 2016 

2013 20% Rally in S&P to 1725 
Big year, hit 20% gain by mid-Oct, finished year 

up 30%. 

Two Year Outlook: 
2011-12 

A rally of 20% by Aug. 2011, followed by bear 
market thru June 2012 and then new bull 

market. 

Smaller and shorter initial rally of just 8% by end 
of April, followed by shorter bear market (-20% 

intra-day) by Oct. 2011, and then new bull began 

As always, the STIR Research quantitative analysis will actually guide us through 2018. The Market Outlook only 
gives us an educated glimpse based on history of what may occur. 

Disclosure
Nothing in this e-mail should be considered personalized investment advice. Although our employees may answer your general 
customer service questions, they are not licensed under securities laws to address your particular investment situation. No 
communication by our employees to you should be deemed as personalized investment advice.  Any investments 
recommended in this letter should be made only after consulting with your investment advisor and only after reviewing the 
prospectus or financial statements of the company.  All STIR Research employees, its affiliates, and clients may hold positions in 
the recommended securities. Distribution is encouraged. Please do not alter content.   




