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PFM Market Outlook 

Over the past several weeks the goal at Peak Financial Management has been to provide our 

clients with information to help put the current market conditions in context. In our last 

correspondence we explained our intended changes. Now we believe it is important to share 

our expectations for the future. Our goal is to make you aware that in the short-term we are not 

out of the woods yet and you should expect to see more bad news. However, staying disciplined 

to your investment strategy is essential, throughout history panicking hurts investors more than 

it helps. The fact is that the recession that many have been predicting for the past year has 

finally arrived. Throughout history we have seen market cycles of expansion and contraction, 

and the onset of this recession, while painful, is not uncommon. There is one thing to remember 

as we go through this market decline: without a recession we cannot have a recovery. The fact 

that the recession has finally been recognized simply means that we are now closer to the 

bottom than the top and the outlook for the next 12-24 months is more attractive. 

 

What we expect to see over the next 3-6 months 

Unemployment 
Unemployment will rise. Currently U.S. unemployment is 6.1%. Over the past month weekly 

jobless claims have steadily risen. We expect the October unemployment numbers to about 7%, 

and should continue to rise towards 8-9%. These are not unprecedented levels; from 1982-1983 

unemployment rates hovered around 11%. One positive fact about this cycle is that a substantial 

hiring boom did not precede it. Most companies did not significantly expand their payrolls after 

previous recession and the cost of labor has not increased significantly over the past 5 years.  

It is important to remember the highest unemployment levels in the U.S. occurred in the early 

1930s, spiking up to 25%, something we will likely never see again. We expect unemployment 

rates to peak around 9% during this cycle.  

GDP 
We do not expect a negative GDP number for the third quarter, but anticipate that it will be 

somewhere between 0-0.5%. This seems counterintuitive to what we are experiencing, but 

remember, while the economy had been steadily slowing for months it had not seen any 

significant stress through most of the third quarter. It was not until the end of September that 

things changed, and the economic problems we are now experiencing will likely not be reflected 

until Q4.  
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We believe that GDP will be negative in Q4 2008 and Q1 2009. This means that things are likely 

to get worse for the economy over the next 6 months. 

Corporate Earnings 
We believe corporate earnings will significantly decline over the next 2 quarters. This really 

shouldn’t be a surprise to anyone because it has been widely anticipated for quite some time. 

The average recession sees corporate earnings decline by about 25%, however the market is 

currently discounting an earnings decline of around 40%. This is not likely to happen. We believe 

losses will be most significant in financials, energy, industrials, and consumer discretionary 

stocks. Financial earnings will decline as a result of the credit crisis and restructuring of the U.S. 

banking system.  

Energy earnings should decline significantly as a result commodity prices, which have fallen 40% 

since reaching their peak in July from the effect of the expected global slowdown on demand. 

This is quite stressful for many energy companies who may need to reduce capital expenditures 

and reduce exploration projects, as it is no longer cost effective to undertake these expensive 

endeavors. This will cause a ripple effect among energy and commodity companies.  

Industrial earnings will also see a sharp decline. Industrial profits have been accelerating over 

the past few years due to continued infrastructure development and improvement worldwide. 

These projects will likely dry up as a result of corporate and government spending cuts.  

Lastly economic stress on the consumer will limit their expenditures and likely result in dismal 

spending throughout the holidays, which is the time of year that most consumer discretionary 

stocks experience their greatest profits.  

Market Volatility 
We anticipate that the market will be extremely volatile for at least the next 3-6 months. We will 

have big up days and down days because investors are fearful and the market is torn between 

concerns about the economy and just how fundamentally cheap stocks are right now. The S&P is 

trading around 12-13x '09 earnings.  

Remember bottoms are always retested a few weeks and months after they are made. There is 

not a single case in market history were this did not occur so be prepared. 

Inflation 
We believe inflation will continue to steadily decline, a reflection of the fall of commodity prices. 

This is actually stimulative for consumers. From the peak in July to today the drop in energy 

prices has put an additional $125b in the pockets of U.S. consumers. This is actually in sharp 

contrast to the concerns investors had over the summer, when high energy prices led to sharp 
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increases in inflation. What this also illustrates is how quickly things can change in a relatively 

short period of time.  

So the question remains where do we go from here? In our last update we spelled out our 

investment strategy reflecting the changes to our near term outlook. Many of our clients have 

expressed continued concern about our conviction in staying exposed to equities. We 

completely understand your concerns but we also know that panic selling and market timing 

have historically spelled disaster for investor portfolios.  

 

Important Facts to Remember 

1. It’s time in the market not market timing that matters most during times of distress. The 

chart below illustrates the consequences of missing just a handful of the best days for the 

stock market over the 10-year period from 1998-2007.  

 

Time In The Market Is More Important Than Timing The Market From 1998 – 2007 

 

Source: Schwab Center for Financial Research with data provided by Standard and Poor’s. Return data is annualized 

based on an average of 252 trading days within a calendar year. The year begins on the first trading day in January 

and ends on the last trading day in December, and daily total returns were used. Returns assume reinvestment of 

dividends. When out of the market, cash is not invested. Indices are unmanaged, do not incur fees or expenses, and 

cannot be invested in directly. Past performance is no indication of future results. 

 



Peak Financial Management Inc. 
 

October 24th, 2008 Page 4 
 

Numerous academic studies have been done on market timing and all displayed similar results. 

The most comprehensive study was done in 2005 by H. Nejat Seyhun, a professor at the 

University of Michigan. His study found that missing the 90 biggest-gaining days from 1963 to 

2004 resulted in an average annualized return of only 3.2%; while staying invested the entire 

period resulted in an average annualized rate of return of 10.84%.  

In general, the average investor pulls their money at the market bottom and does not reinvest 

until a full year after the market rebounds. The table below shows the performance averages for 

the S&P 500 during various periods following stock market troughs in recessions since 1942. 

Average S&P 500 Percentage Gain from Bottom Since 1942 

3 months later 6 months later 9 months later 1 year later 3 years later 5 years later 

16% 24% 32% 32% 55% 85% 

Source: Ned Davis Research, Inc. 

On average it takes the market 2.5 years from the bottom to revisit the peak. 

2. Historically the best U.S. stock market returns are born out of the most troubled markets.  

3 Best Periods to Enter the U.S. Stock Market since 1926 
Date Subsequent 5-Year Return Coincidental Event 

May 1932 367% Great Depression 

July 1982 267% Worst recession since the 1950s 

December 1994 251% Most dramatic Fed tightening in 20 years 

U.S. Stock market returns represented by the total return of the S&P 500. Indices are not illustrative of any particular 

investment and an investment cannot be made in any index. 

Source: Ibbotson, FMR Co. (MARE) 

3. The stock market is a leading indicator of the economy, rebounding, on average, 3-6 months 

before the economy does. That means that bad economic news does not always spell 

trouble for the equity markets. As a matter of fact the market traditionally turns when the 

news is at its worst. 

 

 

S&P 500 Performance Pattern Around Recessions 
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Indexed price-only data from 1947-March 31, 2002. Source: Ned Davis Research, Inc. 

In closing, the team at Peak is committed to helping our clients through these turbulent 

markets, and hope that this information provides you with peace of mind that we are being 

proactive in the management of our portfolios. We will continue to keep a close eye on market 

events going forward. We believe that there is more bad news to come. The economic news will 

get worse before it gets better, but the reality is bear markets start and end on bad news, and 

we have to remember that as investors. Sit tight, stay disciplined, don’t panic, and as always we 

are here for you if you need us.  

 


