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The Running Bull and 
Diversification Fatigue 
Fundamentals Are Strong but There Are Catalysts for Fragility 

We are currently at or approaching historic highs for all major US market indices with 
the NASDAQ climbing above 8,000 for the first time ever as of this writing.  On an 
individual company level, we are seeing many all-time highs across all sectors and 
market capitalizations.  These all-time highs have seemed to become the new thing on 
the block over the past year.  And, as this bull continues to rage on it appears that 
caution should be thrown to the wind as the typical fully diversified portfolio is left in 
the bull’s dust.  However, there is economic data that we feel can be catalysts for 
wrangling the bull. 

Every Bull Has His Day 

The S&P 500 is currently trading 1.97 standard deviations above its 3-year mean.  This 
level is lower than that of October 2007 when the S&P 500 was 2.09 standard 
deviations above its 3-year mean during a time often revered as the high point in the 
market prior to the Great Recession.  The current market price-to-earnings multiple of 
25 and earnings yield of 3.9% is greater and less than, respectively, it was in October 
2007 of 20.68 and 4.8% leading up to the market downturn.   
 

S&P 500: Distribution of Prices 
 (Aug 27, 2015 – Aug 24, 2018) 

 
Source: Federal Reserve Bank of St Louis 

From a fundamental standpoint, US housing starts data is showing signs of weakening 
which is often evidenced at market tops.  Empirical evidence shows that weakness in 
the housing market is often seen ahead of recessions which are denoted by the gray 
bars in the chart below.  This has been the case in each of the nine U.S. recessions 
dating back to 1960.  If history is a valid predictor of the future, we could expect  
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recessionary-style cracks in the economy and fatigue setting in on the legs of the bull.  
We believe the catalysts for weakness in the capital markets lie in various economic 
data points, not just one.   

 
Housing Starts: Total New Privately-Owned Housing Units Started 

 (Jan 1959 - June 2018) 

 

Source: U.S. Bureau of Labor Statistics, Federal Reserve Bank of St Louis 

 

Catalyst for Cracks in The Economy 

In addition to housing, the yield curve does show continued evidence of flattening 
which alone is not a major concern.  The 10-year treasury seems to have a glass ceiling 
at the 3% range.  Yields for the longer and shorter-dated bonds appear to be 
converging towards the 10-year yield as it slightly trends downward.   The shape of the 
yield curve is often used as an indicator of where the economy is headed.  If the yield 
curve flattens, it is possible that it will invert from an upward sloping to a backwardated 
or downward sloping curve.  A downward sloping yield curve is created when investors 
shift investments from longer-dated yields such as the 30-year and invest in shorter-
dated yields such as the 3-month or 1-year treasury.  This shift in investment behavior 
increases the demand and subsequently the yields for the shorter-dated treasuries and 
has an opposing effect for longer-dated treasuries.  Historical research has shown 
evidence of a high correlation between inverted yield curves and ensuing recessions. 

 

Investment Implications 

Our research has continued to highlight our current stance on the markets allowing us 
to maintain an overweight equity allocation to growth versus value as we see more 
room on the runway.  However, we feel that the runway is getting shorter.  Our 
research shows that risk-on assets will continue to lead the markets in the second half 
of 2018.  As the equity markets are at all-time highs we suggest taking this time to 
rebalance portfolios and ensure they are aligned with strategic investment objectives.  
A fully diversified portfolio will best equip investors for any unforeseen volatility should 
any beforementioned catalysts add fragility to the investment landscape.  We believe 
that when preparing for retirement the key is to stay invested.  Reaching retirement 
goals is not about timing the market, it’s about time in the market. 
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Index Descriptions 

Treasury Yield Curve-  Is a measure yields and maturities for current 
government fixed income securities.  The yield curve is often used as a 
benchmark for lending rates.  Investors inspect the shape of the yield curve for 
insight in to the current state of the economy. 
 
Housing Starts-  Is an economic indicator that measures the amount of new 
housing units starting construction for a given month.  These data are 
designed to measure living dwellings and not commercial property.  The living 
dwellings are considered single-family units, townhomes, apartments and 
apartment buildings that have less than 5 units.   
 
 
 
 
Disclosures 

Nothing contained herein constitutes tax, legal, insurance or investment advice, or the recommendation of or an offer to 
sell, or the solicitation of an offer to buy or invest in any investment product, vehicle, service or instrument. Such an offer or 
solicitation may only be made by delivery to a prospective investor of formal offering materials, including subscription or 
account documents or forms, which include detailed discussions of the terms of the respective product, vehicle, service or 
instrument, including the principal risk factors that might impact such a purchase or investment, and which should be 
reviewed carefully by any such investor before making the decision to invest. Links to appearances and articles by Paul Z 
Shelton Jr, whether in the press, on television or otherwise, are provided for informational purposes only and in no way 
should be considered a recommendation of any particular investment product, vehicle, service or instrument or the 
rendering of investment advice, which must always be evaluated by a prospective investor in consultation with his or her 
own financial adviser and in light of his or her own circumstances, including the investor’s investment horizon, appetite for  
risk, and ability to withstand a potential loss of some or all of an investment’s value. Investing is subject to market risks. 
Investors acknowledge and accept the potential loss of some or all of an investment’s value. Past performance is, of course, 
no guarantee of future results. Views represented are subject to change at the sole discretion of Warwick Shore Advisors 

LLC. Warwick Shore Advisors LLC does not undertake to advise you of any changes in the views expressed herein. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


