
 
 

 
 

 
 

 
 
 

Market Comments 
February 6, 2017 

 
S&P 500   2,293 

10 Year Treasury   2.41% 
 
 

The following points summarize our investment outlook for 2017-18: 
 

1. We continue to be constructive on U.S. equities, but we expect heightened 
levels of volatility over the next year or two.  We estimate fair value for the 
S&P 500 at year-end 2017 to approximate 2400 (18x estimated earnings of 
$130-135 per share).  Our year-end 2018 fair value estimate is 2500-2550 (18x 
estimated 2018 earnings of $138-145).  Our fair value estimates imply total 
returns for stocks from current levels of 5-8% per year over the 2017-2018 time 
frame. 

 
2. Our expectation of increased stock price volatility is predicated on uncertainty 

surrounding the Trump administration’s ability to achieve its stated policy goals 
of health care reform, tax reform, and infrastructure build-out.  The S&P 500 is 
up 7% since the election; investors have clearly discounted some success for 
Trump against his policy agenda.  If Trump is unable to make meaningful 
progress in 2017 on his policy initiatives, stocks might be at risk to give back 
some of their recent gains.  Alternatively, significant progress on corporate tax 
reform could result in materially higher earnings over the next several years, 
which would likely be reflected in stock prices.  We could easily envision a 
trading range of 1800-2600 for the S&P 500 over the next two years, as the 
range of possible outcomes is wider than normal, in our view. 

 
3. We believe small and midcap stocks are marginally more attractive than large 

capitalization stocks, given 1) higher earnings growth rates, and 2) less 
exposure to a strong dollar.  International stocks are cheaper than U.S. stocks 
(although earnings growth prospects are lower), and we expect to continue to 
increase our exposure to international equities. 

 
4. We favor the consumer discretion, technology, financials, and health care 

sectors, and we are less sanguine about consumer staples and utilities, given 
their high current valuations, and exposure to higher interest rates.  Our stock 
selection work continues to emphasize companies with 1) superior, durable 
business franchises, 2) strong revenue, earnings, dividend, and free cash flow 
growth prospects, and 3) attractive valuation metrics. 



 
 

 
 

5. Bonds remain unattractive in our view, both absolutely, and relative to stocks.  
We continue to underweight bonds relative to targets, and we remain 
defensively postured in bond portfolios, because interest rates are both low, 
and likely to rise over time.  We will increase our exposure to bonds at such 
time as higher interest rates create more favorable implied returns for bonds. 

 
Our current capital markets expectations piece accompanies these comments, and 
provides more detail on the key assumptions and valuation work that forms the 
foundation for our outlook and portfolio strategy and tactics.  We welcome any 
questions or comments that you might have regarding our 2017-2018 outlook and we 
would be happy to discuss our outlook in greater detail at your convenience. 
 
Ted Bridges, CFA 

 
 
 

 
 


