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Dear Valued Investor:

After more than 18 months of nearly uninterrupted advances, the U.S. equity markets started declining last 

ZHHN��ZLWK�D�ODUJH�VHOO�RII�RQ�)HEUXDU\����������$OWKRXJK�LW�LV�DOZD\V�GLI¿FXOW�WR�HQGXUH�WKHVH�GHFOLQHV�ZKHQ�
they’re occurring, we encourage investors to focus on the underlying fundamentals of the economy and the 

markets, which are pointing to the potential for continued growth in 2018 and beyond.

There are several conditions that help explain this current sell-off. The biggest factor is a stronger than expected 

-DQXDU\�MREV�UHSRUW�VKRZHG�ULVLQJ�ZDJH�SUHVVXUHV��ZKLFK�KDV�LQFUHDVHG�FRQFHUQV�DERXW�LQÀDWLRQ�DQG�SRVVLEOH�
changes to monetary policy. Certainly, employee costs make up the largest percentage of business expenses, 

ZKLFK�DUH�W\SLFDOO\�SDVVHG�RQ�WR�FRQVXPHUV�LQ�WKH�IRUP�RI�KLJKHU�SULFHV��,QÀDWLRQ�FDQ�DOVR�VXEWUDFW�IURP�WKH�
³¿[HG´�LQFRPH�RIIHUHG�E\�ERQGV��FDXVLQJ�LQYHVWRUV�WR�GHPDQG�KLJKHU�\LHOGV��,Q�WKHVH�LQVWDQFHV��WKH�)HGHUDO�
Reserve (Fed) usually attempts to slow down demand by raising interest rates. Thus, investors may now fear 

that monetary policymakers will increase rates more than expected in 2018.

As market interest rates started to climb in response to the wage growth concerns, this triggered further selling 

DPRQJ�VRPH�RI�WKH�FURZGHG�WUDGHV��$OVR�FRQWULEXWLQJ�WR�RYHUDOO�LQYHVWRU�FRQFHUQV��IXUWKHU�GH¿FLW�VSHQGLQJ�
measures loom as federal budget negotiations continue, with the potential for another government shutdown set 

IRU�)HEUXDU\����������)LQDOO\��VHYHUDO�OHDGLQJ�WHFKQRORJ\�DQG�HQHUJ\�FRPSDQLHV�UHSRUWHG�GLVDSSRLQWLQJ�SUR¿WV��
despite an otherwise strong earnings season. 

While market volatility is never pleasant, it is important for investors to appreciate that market pullbacks are a 

normal part of investing, and we have not experienced even a 5% drop in the S&P 500 Index since the Brexit 

vote in June 2016. Indeed, the markets have produced a series of record-setting gains recently amid an absence of 

volatility. Also consider that volatility has historically increased in midterm election years and the market has a 

propensity to test new Fed chairman. Given these developments, we believe this market weakness was overdue.

At LPL Research, we continue to expect the Fed to increase rates three times this year. We remind investors 

that although interest rates have begun their climb from historically low levels, the benchmark 10-year Treasury 

yield has only begun to breach our projected trading range of 2.75–3.25% for 2018. In addition, the Treasury 

\LHOG�FXUYH�DFWXDOO\�VWHHSHQHG�E\�PRUH�WKDQ������ODVW�ZHHN��D�VLJQ�RI�LQYHVWRUV¶�FRQ¿GHQFH�LQ�WKH�IXWXUH�JURZWK�
SURVSHFWV�RI�WKH�HFRQRP\��ZH¶UH�DOVR�QRW�VHHLQJ�VWUHVV�LQ�FUHGLW�PDUNHWV��$V�DOZD\V��¿[HG�LQFRPH�UHPDLQV�D�
FULWLFDO�SDUW�RI�GLYHUVL¿HG�SRUWIROLRV��SURYLGLQJ�OLTXLGLW\��LQFRPH��DQG�DQ�DELOLW\�WR�KHOS�PLWLJDWH�SRUWIROLR�ULVN�
during periods of equity market weakness.

:H�HQFRXUDJH�LQYHVWRUV�WR�IRFXV�RQ�WKH�PDQ\�VROLG�IXQGDPHQWDOV�VXSSRUWLQJ�HFRQRPLF�DQG�SUR¿W�JURZWK��,Q�
the LPL Research Outlook 2018: Return of the Business Cycle, we highlighted the transition from monetary to 

¿VFDO�OHDGHUVKLS�DV�D�SRZHUIXO�WDLOZLQG�FRQVLVWLQJ�RI�WD[�UHIRUP��JRYHUQPHQW�VSHQGLQJ��DQG�UHGXFHG�UHJXODWLRQ��
We believe this combination may support growth in personal consumption and business investment, enabling 

U.S. gross domestic product (GDP) growth to climb to 3.0% in 2018. We believe global growth is also strong, 

SURMHFWHG�WR�SRWHQWLDOO\�ULVH�������DV�HPHUJLQJ�PDUNHWV�FRQWLQXH�WR�EHQH¿W�IURP�LQFUHDVHG�LQYHVWPHQW�DQG�
Europe continues to improve.
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This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial LLC 
is not an affiliate of and makes no representation with respect to such entity.

Not FDIC/NCUA Insured | Not Bank/Credit Union Guaranteed | May Lose Value 
Not Guaranteed by Any Government Agency | Not a Bank/Credit Union Deposit

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual 
security. To determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. All performance referenced is historical 
and is no guarantee of future results. 

Economic forecasts set forth may not develop as predicted.

All market indexes discussed are unmanaged and are not illustrative of any particular investment. Indexes do not incur management fees, costs and expenses, 
and cannot be invested into directly.

The S&P 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through changes in the 
aggregate market value of 500 stocks representing all major industries.

Investing involves risks, including possible loss of principal. No investment strategy or risk management technique can guarantee return or eliminate risk in all 
market environments. 

Additional descriptions and disclosures are available in the Outlook 2018: Return of the Business Cycle publication.
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One thing that we all have to remember, as investors, is that market volatility can still occur in healthy markets. 

It’s important to try and resist the urge to react or let our emotions take hold. Remaining focused on the 

underlying fundamentals supporting the economy and markets, while maintaining a long-term view, is our 

strategy toward a better position for potential success.

$V�DOZD\V��,�HQFRXUDJH�\RX�WR�FRQWDFW�\RXU�¿QDQFLDO�DGYLVRU�ZLWK�DQ\�TXHVWLRQV�

Sincerely,

John Lynch 

EVP, Chief Investment Strategist 

LPL Research


