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2018 BULL OR BEAR?

During November the three
major US stock market indexes,
Dow Jones, S&P 500 and NASDAQ closed at record highs on the
same day for the twenty-sixth time
in 2017. Twenty-six simultaneous
record high closes in one year is a
first in the history of US equity
markets.
Also during November the
VIX, a measure of market volatility, set a record for the longest run
of consecutive days at new lows.
Repeated market highs were accompanied by record low volatility.
This combination is remarkable.
What If?
Zacks is an industry resource
we use for stock research. They
recently quoted what they called an
old-time saying, “If ‘if and buts’
were candy and nuts, then everyday
would be Christmas.” They were
commenting on the repeated pattern
of market highs with low to no
volatility as coming pretty close to
every market day being
‘Christmas.’
Will the Bull Market…
…continue for another year
making a decade-long run in 2018?

The honest answer is that we
do not know. Answering a question
about the future would assume one
has a fair grasp of what is happening in the present. We don’t. We’ll
end the newsletter with our hopes
for the New Year.
There are three fairly consistent schools of thought on what is
driving markets to new highs. One
argues that asset values (i.e., stock
prices) have been driven up as a
consequence of low interest rates.
Some in this school of thought contend that undue government intervention on the part of the Federal
Reserve is to blame.
A second view credits the current administration and the political
climate in Washington DC. Efforts
to ‘drain the regulatory swamp’
coupled with the promise of a business friendly tax package provided
needed momentum to drive the
market higher.
A third and more widespread
perspective sites economic growth
in the US and the developed nations of the world as a primary driver. With unemployment currently
at 4.1%, we’ve seen four quarters
of solid earnings growth posted by
most of the US companies in the S
&P 500.
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Hoping to avoid a descent
into the great partisan divide
that plagues the nation, we tend
to support the third perspective.
A dash of perspectives one and
two probably improves our
comprehension, but we still
don’t know definitively what is
driving markets higher.

Triggers
It is nearly impossible to
witness markets at these levels
without talking about the inevitable correction. When will
it come? How severe will it be?
What will trigger it? The financial press is full of this kind of
questioning.
We read many experienced
market observers who cannot
identify any triggers that would
signal or precipitate a correction. Analyzing prior bull market runs make this one look
pretty clean. In August, people
who manage investments and
hold views we respect talked
about the absence of any identifiable triggers that could generate a market correction. The
one exception is geo-political
events such as something adverse from North Korea or the
Middle East.
It seems unlikely that any
market correction would be so
severe as to generate another
recession. One thing is clear. It
is the very nature of ‘triggers’
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that they are only conclusively
identified in hindsight.

Schwab’s Market Perspective:
The Big Picture Heading Into
2018
“A better than expected
2017 appears to be morphing
into a solid start to 2018, but it
is unlikely to be as smooth a
ride.” We share that sentiment
along with the element of surprise. We are watching many of
the same factors mentioned in
Schwab’s perspective, particularly record highs and low
volatility. “As of this writing,
we are in the longest period in
S & P 500 history without a 3%
+ correction, with no move of
that size since November 4,
2016.”
Charles Schwab, 11 December

“A ‘bot,' short for robot is a
type of software application
that performs tasks on command like indexing a search
engine, and they are really good
at performing repetitive tasks.”
A ‘botnet’ is a network of computers infected with bots and
under the control of hackers for
some malicious purpose.
“One botnet, called Rustock,
was disabled through collaboration between industry and
law enforcement in March of
2011. This botnet had approximately 1 million infected computers networked together, and was capable of
sending up to 30 billion spam
emails a day. This botnet
was so large that when it was
taken down, global spam
volumes instantly dropped by
30 percent.”
Source: Webroot, (/us/en/) “What
are Bots, Botnets & Zombies?”

Most Influential
Bloomberg BusinessWeek
publishes a listing of the 50
most influential people each
year. The December 4 edition
carries their list for 2017.
These are leaders in the categories of Business, Finance,
Tech & Science, Politics and
Entertainment.
The publisher describes entrants on the list as being, “The
people who defined global
business in 2017.” One of the
entrants was not a person. It
was “Russian botnets.”

We suspect that the state of
the art of hacking has advanced
light years since March of
2011. We’ve read repeated articles describing how various social network platforms have
been ‘weaponized’ for nefarious
purposes.
Much of the financial press
frames the risk of cyber security breaches in terms of individual identity theft crimes. Much
of this is driven by the demographics of an aging population
fearful of such attacks. The
Equifax fallout was a case in
point.
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We think the major risks
lie elsewhere. Infrastructure
assaults targeting the fabric of
contemporary culture and
commerce could move criminal activity and outright warfare into new arenas.

periment with a new currency.
It was designed to be decentralized and beyond the control
or public policy whims of any
government or nation. It set
new standards in terms of
transaction security and privacy. Transactions were intended
to be fast and inexpensive.

Bitcoin

The experiment is a work
in progress. Intended originally as a currency, Bitcoin has
also become an ‘investment’
that trades like a commodity
subject to wide price swings
driven by availability. The currency now trades futures contracts on the Chicago Board of
Options Exchange (CBOE).
This option adds an additional
element of volatility. (Pun intended.)

A recent session of Marketplace on National Public
Radio ended a skeptical piece
on Bitcoin with the recommendation to “…consult your
financial advisor.” Before you
call to ask we’ll offer what we
know.
Bitcoin is the largest entry
in the universe of digital currencies. Etherion is a distant
second. We’ve had a fair
amount of exposure to the subject.
Earlier in December Bitcoin made the cover of the Financial Times because of pricing differentials on exchanges
where the currency trades, Bitstamp, Coinbase, Gemini and
Kraken. On December 7 there
was a pricing differential between the exchanges of more
than $4,000.00 per coin. The
‘spread’ was the difference between over $19,000.00 and
$15,000.00 for a single Bitcoin
at the same time.
At its inception there was
much to admire about the ex-

Since inception multiple
exchanges for the currency
have gone out of business,
over 500 million dollars in Bitcoin ‘value’ disappeared (Mt.
Gox Bitcoin Exchange collapse 2014) and the currency
has become a preferred means
of paying up for ransomware
attacks. The high level of security makes it virtually impossible to track the payments
made to extortionists.
The experiment continues.
Several large, global financial
institutions are working with
the ‘block chain’ technology
behind the currency searching
for other applications. We
think the experiment is worth

following without taking the
risks of direct participation.
Housekeeping
Year-end reports will be
issued in January 2018. Those
will include the Annual Fee
Letter and, if applicable, GainLoss Reports. Please be sure
and watch for them and file
them in a secure place to use
for your 2017 Tax filing.
Yearly folders will be issued the first part of January
2018. We recognize that many
people are using the electronic
option to receive statements
and trade confirms and my not
have need of physical folders.
Please let us know as soon as
possible if you do not wish to
receive folders.
If you are not receiving
electronic statements and/or
trade confirms and wish to,
please email Susan at
susanl@theroseim.com with
the email address you wish to
use.
Also, we have the capability to email Paid Invoice
Statements if you do not wish
to receive paper. Please email
Susan as above.
If you have other questions or concerns, please call
or email us.
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2018 Bull or Bear?
We think the ‘Bull’ run
will carry forward into 2018
with diminished expectations
for total return. After 2017,
we’ll be happy to see mid to
upper single digits positive total returns for the S&P 500. We
also expect to see a correction
in excess of 3%. Our hope is
that it will be a correction of
relatively short duration.
With Best Wishes for the
New Year, we’ll leave the bull
ornament on top of the office
tree.

Thanks for reading!
With gratitude for your business,

Stephen & Susan

You can also access our
newsletters on our website
www.theroseim.com.

“Past performance is no guarantee of future returns.” This statement applies equally to the portfolios
we manage as well as any mutual
fund or individual security discussed
in this publication. Compass Points
newsletter is published for informational purposes as periodic communication with clients of The Rose Inc
Investment Management. Discussions of particular investments do
not constitute recommendations to
buy, sell or hold such investments.
Some content is drawn from other
sources that are presumed, but not
guaranteed, to be accurate. Nothing
in this publication should be construed as professional advice recommending any particular course of
action to a reader.

