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Market Performance 

 

In all, it was a strong quarter for stocks. Even bonds had a 
decent quarter considering how widely bonds are disliked 
right now due to so much concern about rising interest rates. 

Foreign emerging market stocks were far and away the best 
performer this quarter earning almost 12%! Foreign devel-
oped market stocks followed. 

Sorted in order of best to worst: 

FYI: Click on all charts for better resolution images. 
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Market Valuations 

Market valuations remain at extremely high levels. 

This means that stocks, as an example, are very  

expensive relative to historical norms.  

Why are valuations so important? Because under-

standing valuations help us understand the potential 

for returns over the next five to ten years as well as 

potential short-terms risks. This information, in turn, 

can help us outperform “the market” over time. 

Extremely high valuations, like we’re experiencing 

today, don’t bode well for future returns because   

extremely high valuations have traditionally been  

followed by severe corrections in the short-term and 

muted returns for buy-and-hold investors over the 

subsequent 5-10 years. 

Shiller P/E 

The price-to-earnings (P/E) ratio is simply a        

company’s stock (or an index’s) price divided by its 

annual earnings. This ratio is used to determine if the 

stock / index is expensive or cheap relative to its own 

history, other companies within the same industry, or 

the market as a whole.  

However, there are different versions of the P/E ratio. 

Some are reliable in predicting future returns while 

others are not. The most reliable version of the P/E 

ratio is the Shiller P/E. So lets take a look at that one. 

The purple line references the long-term average.  

We observe that the Shiller P/E ratio is currently the 

third highest it has ever been going all the way back 

to 1900. Today’s Shiller P/E ratio is behind only the 

Great Depression and Dot-Com Bubble peaks. 

Market Cap / GDP 

Another method I use to determine whether the   

market is expensive, cheap or neutrally-valued is to 

divide the total value of the stock market by GDP. 

This chart doesn’t go nearly as far back as the prior 

chart, but the conclusion is similar. 

S&P 500 Price / Sales 

The last stock market valuation metric I’ll include is 

the price per share of the S&P 500 divided by sales 

per share to get a price / sales ratio for the S&P 500 

index. The S&P 500 is one proxy for the U.S. market. 

http://melottefa.com/wp-content/uploads/2017/04/Shiller-PE.png
http://melottefa.com/wp-content/uploads/2017/04/Market-Cap-to-GDP.png
http://melottefa.com/wp-content/uploads/2017/04/SP-500-Price-to-Sales.png
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General U.S. Economic Health 

GDP 

In his recent Annual Shareholder Letter, Jamie 

Dimon wrote, “From 1948 to 2000, real per capita 

GDP grew 2.3%; from 2000 to 2016, it grew 1%.”  

There is no doubt the economy has been limping 

along since 2000. In fact, the entire recovery from 

2009 has produced very weak economic growth by  

historical standards. 

Labor Market 

Mr. Dimon goes on to point out that, “real median 

household incomes in 2015 were actually 2.5% lower 

than they were in 1999.”  

So, although the headline unemployment rate (most 

recently at 4.5%) continues to indicate economic 

strength, that metric is not telling the whole story.  

Taking a deeper dive we observe that the labor force 

participation rate remains extremely low.  

The unemployment rate does not account for those 

who are no longer participating in the labor force, 

which is how real incomes and the employed-

population ratio can fall with the unemployment rate. 

 

Inflation 

As of February, inflation was almost 3% for the prior 

twelve months. Consider that the cost-of-living      

adjustment for social security benefits in 2017 was 

just 0.3%. Have you noticed your social security 

check isn’t buying what it used to? 

Auto Industry Woes 

Auto sales, which have been very strong since 2009, 

have begun to plateau even as automakers continue 

to offer record incentives.  

Auto leasing is approaching 35% of all sales. All 

those leased vehicles will start coming back to    

dealers. Will the vehicles be worth the residual      

values that were originally assumed when leased? 

Given the impending explosion of used car inventory 

…probably not.  

Ballooning used car inventories will put downward 

pressure on used car values, which will, in turn, put 

pressure on new car sales and prices as well. 

https://www.jpmorganchase.com/corporate/investor-relations/document/ar2016-ceolettershareholders.pdf
http://melottefa.com/wp-content/uploads/2017/04/Labor-Force-Participation-Ages-25-54.jpg
http://melottefa.com/wp-content/uploads/2017/04/CPI.png
http://melottefa.com/wp-content/uploads/2017/04/auto-sales-yoy-2009-2017.png
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Auto Industry Woes, cont’d 

“The percentage of subprime auto-loan securitiza-

tions considered deep subprime has risen to 32.5. 

Morgan Stanley analysts recently said subprime auto 

borrowers are falling behind on their payments. Loan 

performance continues to deteriorate with sixty-day 

delinquencies rising significantly.” 

https://www.bloomberg.com/news/articles/2017-03-

28/-deep-subprime-becomes-norm-in-car-loan-

market-analysts-say  

 

Exciting Developments in the Auto     

Industry 

Since I brought up the auto industry, I wanted to 

mention a few exciting developments here as well. 

Tesla 

First, you can’t mention the auto industry without 

mentioning Tesla (Symbol: TSLA). Tesla, as I write 

this, has surpassed GM as the most valuable U.S. 

automaker with a market cap of over $50 billion.  

To put the two companies in perspective, GM sold 

about 10 million cars globally in 2016 while Tesla de-

livered about 80,000. GM has been making record 

profits while Tesla still doesn’t make a profit. So, 

needless to say, the market is pricing huge growth 

into Tesla stock with high hopes for the new, lower-

cost Model 3 that will start production later this year. 

Having said that, Tesla’s technology is incredible. 

They are also a thrill to drive. You can check out their 

website or any number of car magazines for all the 

specifics on their technology because it’s beyond the 

scope of this commentary. However, I’m particularly 

excited about the autonomous driving technology. I 

truly believe self-driving vehicles is a game changer 

that could have a tremendous impact on our safety, 

productivity, and living standards.  

Elio Motors 

There is another new carmaker, which you may not 

have heard of yet. Elio Motors has been in the devel-

opment and fundraising stages for many years now. 

Unlike Tesla’s electric vehicles, Elio is attempting to 

manufacture an extremely low-cost, three-wheeled, 

two-seater vehicle with a combustion engine. 

Basically, their goal is to produce a $7,000 commuter 

vehicle that can get over 80 miles per gallon.  

I really like this concept because it provides unlimited 

range given the reliance on a traditional combustion 

engine and is extremely cheap to buy. Many     

Americans could easily pay cash for this car with a 

price tag of just $7,000 and avoid having any car          

payments for a very long time. Given our propensity 

to borrow, spend, and consume, I think it would be 

great to have this option on the marketplace.  

Consider that 99% of my driving is just me heading 

to and from work engagements. I don’t need to 

spend $30,000—$40,000 for a car with three extra 

seats I rarely use. I just need a cheap, fuel-efficient 

car with range while my wife can have the big family 

car. No reason for our family to have two 4+ seater, 

$30,000+ vehicles. 

However, Elio does seem to be having trouble      

getting their car to market so I do wonder if they will 

ever get the chance to produce it before they run out 

of funding. I’m wishing them the best. 

Disclosures: 
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third-party sources is believed to be accurate but no guarantee 

can be made as such. 
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not constitute an offer to sell, or a solicitation of an offer to buy, 
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investments mentioned in this publication, which may change at 

any time without notice. The information herein may include pre-
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