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MV Capital Management Weekly Market Flash 
 
Growth Markets and False Dawns 
 
November 1, 2013 
 
We have been in a growth market environment since March this year, when the S&P 500 recaptured and 
surpassed its previous record high of 1565. Is this going to become the next macro growth market – only 
the third since 1954 – or will history record it as yet another false dawn? This is the key question weighing 
on our minds as we begin the preparation of our 2014 strategy models. 
 
Growth and Gaps: A Refresher 
 
A macro growth market is one in which broad market indexes, like the S&P 500, surpass a previous 
record high never to return. Conversely, when the market turns down and fails to reach its previous high, 
we are in a gap market environment. We call it a “gap market” because, in the context of a long term price 
index chart, these periods look like gaps in an otherwise upward-sloping trend. The chart below shows a 
history of growth and gap markets from 1929 to the present: 
 

 
  Source: FactSet; MVCM Research 
 
False Dawns 
 
We see that, in each of the past two gap market environments, there were false dawns. This is when the 
market manages to recover its losses and set a new record high, only to fall back down and extend the 
gap market. It happened twice in the ’68-82 environment, in 1973 and in 1981. More recently, the S&P 
500 regained all the ground it lost after the 2000 tech bubble collapse, reaching new highs in October 
2007. That was the falsest of false dawns. Equities turned down in late ’07 and slid into the cataclysm that 
was 2008. At its worst, the 2008-09 drawdown took the S&P 500 back to levels last seen in 1996.  
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In the Mix: Easing and Earnings 
 
Thanks largely to the Fed and the European Central Bank, markets have managed to fend off a handful 
of curve balls thrown their way on the road to regaining lost ground. Experts may debate the effectiveness 
of quantitative easing on the real economy of jobs and production, but there is little doubt that it has 
propped up the values of financial assets. At the same time, corporate earnings have also reached record 
levels. The robust pace of earnings growth has kept markets from entering bubble territory. We can see 
this in the following chart, which shows the ten year performance of the S&P 500 price index and its TTM 
(twelve trailing months) price-to-earnings (P/E) ratio: 
 

 
      Source: FactSet; MVCM Research 
 
While asset prices have advanced steadily over the past several years, strong earnings gains (the 
denominator of the P/E equation) have kept valuation levels in check. The key question is this: in a world 
of sluggish GDP growth, can companies continue delivering the results? A key determinant of recent 
growth has been an increased global footprint by S&P 500. Global growth has slowed, though, including 
many of the key growth engine markets. Brazil’s real GDP growth in 2012 was under 1%, putting it in the 
company of the anemic Eurozone economies. With a slowdown in top-line growth, companies will have to 
continue making the efficiency gains in their cost structures that have been the other key growth factor. 
 
When we make investment decisions we do so around the likelihood of alternative outcomes. We 
continue to be of the view that the likeliest outcome for 2014 will be a continuation of the growth market 
trend, albeit with some potential pullbacks along the way.  But we remain mindful of the potential for false 
dawns and the need to be vigilant sentinels of the portfolios under our management. 
 
Masood Vojdani  Katrina Lamb, CFA 
President& CEO Head of Investment Strategy & Research  
 
 
 
 
Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor.  MV Financial 
Group, Inc. and MV Capital Management, Inc. are independently owned and operated. 
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Please remember that past performance may not be indicative of future results.  Different types of investments involve varying 
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or 
product (including the investments and/or investment strategies recommended or undertaken by  MV Capital Management, Inc.), 
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any 
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of 
current opinions or positions.  Moreover, you should not assume that any discussion or information contained in this newsletter 
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent 
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, 
he/she is encouraged to consult with the professional advisor of his/her choosing.  MV Capital Management, Inc. is neither a law 
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting 
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and 
fees is available for review upon request. 


