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“Global markets touch fresh highs again as IMF raises growth outlook” 

Another week down and another batch of fresh highs for U.S. stocks. As optimism picks up for the global 

economy, stocks in the U.S. and around the world continue to reach multi-year highs. Last week, investors 

cheered an uptick in the International Monetary Fund’s growth outlook for 2017-2018 and the first round of 

third quarter earnings reports.  

As we have commented before, this year has been especially remarkable given the complete absence of 

volatility. The largest pullback so far has been a meager 3%, on pace for the least volatile year in the history 

of the S&P 500. Putting aside the returns on stocks since the election, this quiescent experience couldn’t be 

more opposite than what was widely expected with the political upheaval in Washington.  

With volatility at historically low levels, investors have started to plow money into equity funds. In fact, 

investors poured $6.6Billion of new cash into global equities in the week ending October 6th, the highest ever 

weekly inflow according to data from EPFR Global1.  

The memories of the financial crisis continue to fade with every passing day of this bull market, but we still 

see pockets of uncertainty with investors who count on history repeating itself eventually. While history does 

have a tendency to rhyme in terms of cyclical peaks and valleys, the significance of each “correction” need 

not be anchored to the recent past. It is true that we have not experienced a technical pullback of more than 

20% in the S&P 500 since 2009, but recent bouts of uncertainty have triggered shallower corrections that 

may have been buffered by the alternative fallback of historically low interest rates.  

The most recent corrections, 2011 and 2015-2016, could have easily led to 30% moves in major stock market 

indices absent record low interest rates and top-heavy index weightings. Instead, the peak drawdown in 

2011 ended up at 19% and the more recent setback in 2015-2016 a lesser 14% for the S&P 500.  

 



Sometimes one stat doesn’t do justice to the true reality. We could look back on the most recent correction 

in mid-2015 into early 2016 as a closet bear market in stocks. While still shallow in totality, here are some 

of the numbers from that challenging time period as summarized by Bloomberg columnist, Barry Ritholtz: 

• Median S&P 500 stock down 25 percent (the index itself fell 14 percent) 

• Russell 2000 (small cap stocks) down 27 percent 

• Japan stocks down 29 percent 

• Dow Jones Transportation Average down 32 percent 

• Emerging-market stocks down 40 percent 

• Chinese stocks down 49 percent 

• Small-cap biotech stocks down 51 percent 

• Crude oil down 76 percent 

• New York Stock Exchange new 52-week lows were at their highest point since November 2008; 80 

percent of S&P 500 stocks fell below their 200-day moving average 

That has the look and feel of a bear market to us. Luckily for the U.S., the recessions felt by many emerging 

market nations and the industrial segment of the U.S. economy did not make its way to the U.S. consumer 
which still accounts for nearly 70% of consumption. And despite the average stock in the S&P 500 being 

down 25%, the index declined only 14% thanks in large part to the top-heavy tech companies that felt little 

to no effects to economic pockets of softness. On Wall Street, a bear market is said to be in place once an 

index drops 20%, so by that measure the S&P 500 escaped once again.  

One could easily spin the angle that the average stock is more representative of a cyclical peak/valley and 

that the new bull market started up again in February 2016. Some would also argue that a new bull market 

does not begin until you exceed the highs of the prior cycle, which for the S&P 500 occurred in April 2013. 

Neither take alters the current dynamic of extended valuations in just about every asset class, but it does 

provide a caveat to the 2009 anchoring.  

Regardless of the starting point, the February 2016 date could prove to be a more significant milestone in 

retrospect. The true depths and recovery for the average global company and their stock price are better 

signified by a recent stat from Factset. According to their data, since February 2016 the market capitalization 

of global shares has risen by an amount that is roughly equivalent to the entire value of world stocks in March 
20092. That is quite a remarkable 18-month recovery for a period that is not being widely characterized as a 

bear market.   
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