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ROLLERCOASTER, SPINNING TEACUPS, OR COTTON CANDY? 
 

 
ou’ve heard the litany: It’s Trump’s fault. It’s Brexit’s fault. The economy is booming. Oil is 
collapsing. Tax rates are too high. Tax rates are too low. Investors are pumped. Investor 
confidence is in the toilet. Unemployment is at an all-time low. Consumer confidence is at an all-
time high. Interest rates are too high. Interest rates are too low. Housing starts have slowed. 
Builders can’t find enough skilled labor. China is evil. Russia is evil. The Fed is evil. The DJIA is 

up 500. The DJIA is down 600. Up 1000. Down 300. Is your head spinning yet? 
 

It’s no secret that the markets have taken us for a wild rollercoaster ride the last couple months, and it seems that 
no matter where we turn, everyone is talking about the beginning of a bear market and the end of the bull market. 
 

Some of you are thinking, “Bear market? Bull market? What? Shouldn’t we still be talking about reindeer this time 
of the year?”  A bear market is defined by a 20% or more decline from 52-week market highs. On the contrary, a 
bull market is when markets rise 20% or more following a bear market. 
 

Bear markets and bull markets are normal parts of market behavior and of the economic cycle. The good news is 
that bull markets tend to last much longer than bear markets. For example, this bull market has been running for 
over nine years, while the bear market that preceded it ran for less than two years. Unfortunately, the bad news is 
that none of us has a crystal ball, and as such conveniently timing the markets and its cycles is impossible! 
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Reevaluating your true risk tolerance in a volatile market environment  
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The recent sudden, sharp twists and turns of the market certainly should be giving you a good barometer of your 
true risk tolerance.  If you haven’t done so already, make a conscientious and concerted effort to document how this 
recent 20% drop has made you feel. It has been a while since this type of environment has presented itself, and 
some of you may have forgotten the feeling, while some newer investors may have never navigated this type of 
environment before.  
 

 Are you just shrugging it off? It’s no big deal.  It will probably get worse before it gets better.  After 
all, you understood exactly what you were getting into, when you buckled into that rollercoaster a few years 
back. You’re in it for the long-term and know that this too shall pass. As a matter of fact, you have some cash to 
invest and you’ve asked your advisor at Generation Capital Management (“GCM”) to do so, but not until the 
bargains get a little better.  Congratulations! -- Your stomach is stronger than most; you are very good at 
keeping your emotions in check; and your risk tolerance is pretty high. Keep on. 

 

 Are you feeling a little queasy? Short of breath? A little nauseous, with a mild headache? Maybe you 
should have skipped the rollercoaster, and should have offered to go on the spinning teacups ride with your 6-
year-old niece, instead? Your advisor at GCM has nicely reminded you that this is NOT the time to sell, and 
you’re going to begrudgingly listen for now, BUT….  Congratulations, to you too! – You are pretty normal and 
probably have a moderate risk tolerance, so don’t beat yourself up too badly, but do continue heeding your 
brilliant advisor’s guidance. 

 

 Are you vomiting violently? Developing permanent white knuckles? Ready to jump off this crazy ride? 
Maybe you should have avoided the rides altogether, and just taken a leisurely stroll to the theme park cotton 
candy booth? During your daily phone calls (initiated by you), your advisor has reminded you that this is NOT 
the time to sell, but this is ridiculous, and you are ready to sell NOW! Um…well… at least you’ve figured out 
that your risk tolerance is not as high as you thought it was. And that’s okay, but now may be a good time for 
you and us to take a step back, re-assess, and reallocate your portfolio to reflect a risk level that is more 
palatable for you. 

 

Prospect Theory has been well known in behavioral finance since the 1980s. Prospect Theory says that losses hit 
us disproportionately hard. In other words, the emotional toll of a financial loss is greater than the emotional 
satisfaction of an equivalent financial gain. This is our irrational reality, and it explains why so many of us feel bear 
markets so much more acutely than we feel bull markets, and why we tend to behave foolishly when faced with 
bear markets. 
 

Now that you understand this, let’s talk about behaving rationally during these volatile times. Stay calm and keep a 
broad perspective. Remain committed to your long-term goals and the corresponding road map. If you haven’t 
done so already, hire experts to help you. Talk to us about developing a holistic plan, not just an investment plan. 
After all, if the other pieces of your plan are in good shape, a volatile market is much easier to tolerate. Doesn’t it 
make sense that if you have an appropriate emergency fund, a strong insurance portfolio, a current estate plan, a 
smart tax plan, and sensible retirement/college funding strategies, the ups and downs of the markets will relatively 
feel much less pronounced? 

 

 

 
Cathy Pereira, Wealth Management Advisor  

 

So, in 2019, talk to your advisor at GCM; revisit your risk tolerance; develop or 
review a comprehensive financial plan; but, most of all enjoy the theme park! 
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DECEMBER 31, 2017 

VALUATION 

 
DECEMBER 31, 2018 

VALUATION 
S&P 500 Index 2,673 2,506 

Dow Jones Industrial Average 24,719 23,327 
10 Year Treasury (Yield) 2.41% 2.69% 

 

n October, market volatility returned to the marketplace, recording 10 trading days where 
the S&P 500 gained or lost more than 1%. The market experienced a sharp drop in larger 
technology and internet names, with the Dow plunging 800 points mid-month. New home 
sales fell sharply in October, as higher mortgage rates hurt the housing market. Although 

stocks and bonds in general ended lower for the month, the market did experience a rally at month-end that 
helped to ease some of the earlier losses experienced by investors. The two major stories that dominated both 
monthly and quarterly headlines across the globe were:  

 Trade tensions with China and the impact on the U.S. economy & corporate profits. 
 The Federal Reserve (“Fed”) continuing to raise interest rates. 

A report that the United States was preparing to announce tariffs on all remaining Chinese imports by early 
December led to all major U.S. indexes steeply declining throughout October. As investors eagerly awaited 
financial results for the third quarter, volatility spiked; however, in general, corporate earnings reports were 
positive, which helped to ease some of the market tension. Investors also factored in the mid-term elections 
during the month and the potential impact the results could have on markets. It was also reported in October 
that during the third quarter of 2018, the U.S. economy grew by 3.5%. This strong growth led to investor fear 
that the Fed would continue raising interest rates more quickly than expected. This was accompanied by 
Chairman Jerome Powell stating that the central bank has a ways to go before it neutralizes interest rates. An 
end of month rally helped to ease sentiment, as the Dow and the S&P 500 both gained around 1% as the month 
came to a close. The S&P ended the month down almost 7%.  

 
1The Bloomberg Barclays Aggregate Bond Index outperformed for the fourth quarter of 2018. 
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Allie Bell, Investment Analyst  

 

At the beginning of November, volatility 
persisted, as the market fell in response to an 
unexpected strong jobs report. The Fed indicated 
that it may have to raise rates faster than expected 
to combat inflationary pressures. The market 
responded to the gridlock outcome of mid-term 
elections surprisingly well, with the S&P 500 
Index advancing more than 2%, marking the 
strongest post-midterm rally since 1982. FAANG 
stocks (Facebook, Apple, Amazon, Netflix, and 
Google) all entered a bear market in mid-
November and were down at least 20% from their 
previously recorded highs, having a negative 
impact on several of the indexes. There was also 
another mid-month correction, which was driven 
by talk of U.S. tariffs on auto imports, adding to 
investor uncertainty. 

Pressured by a plunge in oil prices, with crude 
oil posting its worst decline in 10-years, the S&P 
500 initially sunk 3% during November but did 
rally to end the month up 2%, following 
unexpected Fed comments. Chairman Powell 
stated during his speech on November 28th that 
interest rates were just below “neutral,” signaling 
that the Fed may need to slow down the pace of 
rate hikes in 2019. This drove the S&P 500 to its 
best daily gain in a month and its strongest weekly 
performance since 2011. The U.S. dollar remained 
strong and made 52-week highs earlier in the 
month. The 10-year yield peaked in early 
November at 3.25%, positively impacted by a 
strong economy, before pulling back to 2.98%.  

 

 

In December, investors were still stuck on the 
rollercoaster ride of volatility seen in the first two 
months of the quarter. At the beginning of the 
month, nervous investors were relieved as China 
and the U.S. announced a trade truce at the G20 
Leaders’ Summit in Buenos Aires. President 
Trump agreed to suspend U.S. tariff hikes for a 90-
day period to discuss Beijing’s technology policy 
and to focus on farm goods, energy, and 
automobiles between the two countries. Oil started 
the month on a strong note following the reports 
that Saudi Arabia and Russia were in positive talks.  

December has a well-known history of 
being a strong month for the market; there has 
been positive return for the month of December for 
the S&P 500 out of the last ten years. 2018 was an 
exception, as the month saw some of the worst 
trading days of the year, posting its worst ever 
performance on Christmas Eve with the Dow and 
S&P 500 dropping more than 2.5%. Investors 
remained concerned about rising interest rates, as 
the Fed increased the bank’s benchmark interest 
rate to a range of 2.25 to 2.50% mid-month, 
leading to a total of four interest rate hikes in 2018. 
President Trump’s rebuke to the Fed for raising 
the rates along with talks of a looming government 
shutdown caused further anxiety in the market. 
However, the market did recover some of the 
losses. Stocks ended the tumultuous week higher 
on the final day of trading in 2018, encouraged by 
positive investor sentiment going into 2019. 

 

 

 

 

 

 

 

 

 

 

 

KEY MARKET TAKEAWAYS 
 The Fed increased the bank’s benchmark interest rate to a range of 2.25 to 2.50% mid-December, 

culminating in a total of four interest rate hikes in 2018. This caused volatility throughout the quarter. 
 Investors remained concerned about politics within the U.S. surrounding mid-term elections, and 

although the market responded positively, the market waits to see the lasting effects of the gridlock.  
 Trade worries with China dominated headlines and sparked a volatile marketplace, as we remain in the 

90-day cease fire between the two countries.  
 Despite the volatility, fundamentals in the U.S. remain strong: the unemployment rate is at an all-time 

low, and it was reported that job growth surged by 312,000 in December. There has been speculation 
on whether U.S. growth will falter heading into 2019.  

 There continues to be movement in the yield curves and this is an area that GCM continues to closely 
monitor.   
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Thank you for your continued support and we hope you 
had a wonderful holiday season! 

 

Thank you,  

 
& the team at Generation Capital Management  

 

 

 

 

 

 

 We would like to thank all of our clients, family, and friends that joined us for the 
celebration of our new office space in October. Please visit our website as well as our 

social media platforms to see a video of the event. 
 The firm has been growing in the 401(k)-plan space, and we believe that we offer a 
superior product and service. Please let us know if you are aware of a plan sponsor or 

employer looking for guidance in this area. 
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