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Economic Growth Is Strong,  
Yet Equities Continue to Sell Off 

According to the U.S. Bureau of Economic 
Analysis, third quarter 2018 real GDP rose 3.5%. 
As the chart below illustrates, this is the first time 
since 2014 that real GDP growth increased by at 
least 3.5% in two consecutive quarters. 
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Source: FactSet, Inc.  

With economic growth showing no visible signs 
of abating and corporate profits at all-time highs, 
why has the stock market continued to fall 
precipitously? The S&P 500 Index declined nearly 
-4.0% last week alone, and it is down -9.1% for 
the month of October through Friday (Oct. 26).  

The narrative on market corrections is always 
written with the benefit of 20/20 hindsight, and 
there are usually several factors that work in 
tandem. That said, it appears that markets 
currently have concerns over “peak growth” and 
decelerating corporate profits going forward, as 
the Fed continues to raise interest rates.  

Earnings growth has been robust since the 
second half of 2017, and it exceeded 20% year-
over-year at the end of the second quarter of 
2018. While the third-quarter earnings reports 
released thus far have been generally positive, 
corporate management teams on several 
earnings calls have indicated that growth may be 
more muted going forward. 

In addition, commentary from the Fed’s Beige 
Book, which is a compendium of economic 
activity in the 12 Federal Reserve districts across 
the country, did little to alleviate concerns about 
peak profit margins. Overall, statements were 
largely favorable, but they included the 
following: “Several Districts indicated that firms 
faced rising materials and shipping costs, 
uncertainties over the trade environment, 
and/or difficulties finding qualified workers.” 

Equity Market  
Volatility in Context 

While market corrections are never easy to 
endure, 10%+ declines have occurred on several 
occasions, even during extended bull markets.  

The chart below lists the periods from 1997 
through the first quarter of 2018 when the 
market has fallen more than 10% in the absence 
of a recession or bear market. 

https://www.bmtc.com/wealth


M a r k e t  S u m m a r y  
O c t o b e r  2 9 ,  2 0 1 8   P a g e  | 2 
 

 

 
 

Market (S&P 500 Index)  
Corrections of -10% or Greater,  

Absent Recession or Bear Market 

 

Source: Strategas Research  

Looking Ahead 

We have previously indicated that equity market 
volatility had been abnormally low entering 
2018, and we are not too surprised to see more 
significant price fluctuations at the later stage of 
the current economic and market cycle.  

However, several macroeconomic indicators we 
follow (credit spreads, consumer and business 
confidence, employment data, etc.) are not 
suggesting that a recession is imminent over the 
next six to 12 months. The most severe bear 
markets have been accompanied by recessions, 
which is the reason we monitor economic 
fundamentals.  

Markets will seek to find a “tradeable” bottom. 
It remains to be seen whether the “bell” was 
rung last week or has yet to be sounded.  

In this environment, we recommend that 
investors not make any rash decisions or attempt 
to time the market by making wholesale changes 
to their portfolio allocations.  

As markets eventually recover, investors should 
use these opportunities to adjust allocations to 
reflect their sensitivities to return and risk. 

 

 

The views expressed herein are those of Bryn Mawr Trust as of the date above and are subject to change based on market conditions and other 
factors. Past performance is no guarantee of future results. This publication is for informational purposes only and should not be construed as 
a recommendation for any specific security or sector. Information has been collected from sources believed to be reliable, but has not been 
verified for accuracy.  

Securities and insurance products: (1) are not bank deposits; (2) are not insured or guaranteed by the FDIC or any other government agency; 
(3) are not obligations of, or guaranteed by, any financial institution; and (4) involve investment risks, including the potential for fluctuations 
in investment return and the possible loss of principal. 
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