
The Dow Jones Industrial Average delivered a historic day of 
performance on the day after Christmas. The index snapped 
back from a dismal day of trading on Christmas Eve and 
realized a gain of over 1,000 points. Other major US indexes 
swelled to similar levels in terms of percentages. The S&P 500 
and NASDAQ, both executed daily returns in excess of 5%.

US stock prices sunk in what was a myriad fourth-quarter and 
especially dour December. From October’s peak to December’s 
bottom, the S&P 500’s index level had fallen almost 15%. Small-
cap stocks have given back even more since their last peak in 
August. Market conventional standards would characterize US 
large-caps near correction levels and US small-caps in bearish 
territory. 

Last month was the second worst December on record for the 
S&P 500. The worst recorded December in history occurred in 
1931. In 1931, the US economy was in the midst of a depression. 
Since today’s economy looks nothing like a depression, last 
month’s comparison to 1931 is likely only hyperbole. However, 
the example highlights how outlying tail-events can and do 
occur in the equity markets from time to time. 

Foreign stocks own a similar track record in 2018. Their 
downward descent only began earlier last year, in January to 
be exact. Developed and emerging markets closed last year 
with double-digit losses. On a positive, emerging markets 
crawled back out of a bear market before last year concluded, 
but are still quite depressed. The big performance divide that 
separated stocks in the US from foreign stocks is now closely 
narrower from where it was during much of 2018.

An anticipated slowdown in macro-economic activity is 
providing the narrative for the recent collapse in equity prices. 
Market and policy watchers alike have already witnessed 
China’s growth dip and the jury is still out on whether other 
big economies like Germany or Japan are in a recession. 
Meanwhile, the US grew on fiscal stimulus while the rest of 
the world began to cool. Now that sufficient time has elapsed 
for the US tax-stimulus to deliver, markets are left wondering, 
what’s the next driver for asset prices?

The policymaking committee of the Federal Reserves appears 
less willing to give markets another hand out. The monetary 
authorities put through another interest rate increase in 

December and described the liquidation process of their 
balance sheet as being on “auto-pilot.” Their balance sheet is 
set to withdraw prior stimulus of about $50 billion per month or 
$600 billion per year, which some say, is indirectly equivalent to 
additional rate increases on top of what’s already been done. 

In regards to a slowdown, the devil is in the details. 
Unfortunately, the details probably won’t become available 
for another nine to twelve months, after enough time has 
passed to see the corporate earnings of publicly traded firms. 
Investors argue that today’s price levels for future earnings 
are quite cheap. That supposes that next year’s earnings will 
deliver as expected. In fact, today’s equity markets could be 
signaling that uncertainty about future earnings is much higher 
than ever before.

A lot of optimism was washed out of the US stock market in 
the last quarter of 2018. That could provide an opportunity 
for investors who are willing to step in as liquidity buyers for 
sellers that are fearful about owning stocks. For tried-and-true 
investors, the end of 2018 amounts to only a noisy market. 
They realize that market volatility and drawdowns are part of 
the costs associated with being invested in equities. Of greater 
relevance, is the belief that equity investments will continue to 
deliver excess-average returns over bonds given a sufficiently 
long enough investment horizon. 
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FOREIGN BONDS were generally flat in November. 
Money fled emerging market bonds and entered 
developed country bonds. Emerging market bonds 
own the worst record this year with losses of 
around 6%. Developed country foreign bonds have 
accumulated year-to-date losses of around 2.5%.

HARD ASSETS were brought lower on slumping oil 
prices in November. The commodities energy average 
fell nearly 10% in the prior month and barely hangs on 
to a gain this year. The real-estate category averages 
experienced greatness in the month of November. 
Both US and global real-estate surged over 3%. Their 
yearly gains are mixed with US leading with gains and 
global lagging with losses. Precious metals are still 
in a rout with yearly losses of 9.0%. Hard assets are 
some of the most diversifying investments relative to 
financial assets, such as stocks and bonds.  During 
time periods of increased volatility, these holdings 
can offer significant value.

HYBRIDS slipped in November and was weighed 
down by steep losses in preferred stock. Convertible 
bonds put up a small gain in the month. For the year, 
preferred stocks have dragged down the category with 
losses of around 4% while convertible gains sustain 
near 2.5%. The allocation to convertible bonds within 
the Core Allocation portfolios has benefited investors 
this year.  

Market Movers

Stocks swung between gains and losses in the month of 
November. However, stocks finished the month positive 
after the Federal Reserve Bank moderated language 
regarding future interest rate increases. In what has been 
a volatile fourth quarter for stock markets, last month’s 
gains came as a sigh of relief. Investors largely benefit from 
holding diversified portfolios in periods of uncertainty. 
However, markets go through cycles. There are times 
when a single group of assets (such as foreign stocks, 
commodities, bonds, etc) outperform all others. Although 
we’ve been in an environment where US stocks have 
outperformed, the recent volatility is a strong reminder of 
the risk associated with a single asset class.  In November, 
our diversified CORE Allocation portfolios outperformed 
Morningstar’s World Allocation category average on a risk 
adjusted basis. This trend has been evident for the prior 
quarter and year-to-date as well.

US STOCKS finished positive in November. Large-
caps led the stock market with a monthly gain of 
over 2%. Small-caps lagged with a gain of around 
1%. The category average of large-caps is still 
positive this year with gains of roughly 3%. Mid and 
small-cap averages, however, are holding losses 
this year. The mood for risk appears to have shifted 
in favor of stocks of higher quality.

FOREIGN STOCKS etched out gains last month. 
After lagging most of the year, sentiment for 
emerging markets finally improved in November, 
which lifted the category average nearly 4%. 
Developed markets were essentially flat last month. 
Developed and emerging markets are near a close 
tie for the year with losses in excess of around 10%. 

US BONDS hit a small loss last month. The gains 
made in equities peeled back some of the demand 
for bonds. This year’s worst performing category 
average still belongs to corporate  and longer-
term bonds. One of the more unique bond sectors, 
bank-loans, has posted some of the best year-to-
date gains of over 2%. The flexible mandate of the 
Core Allocation portfolios has been crucial to the 
outperformance of the bond allocation.

 -4 .21%

Asset Categories Monthly YTD

US STOCKS 1.73% 0.15%

FOREIGN STOCKS 1.20% -12.45%

US BONDS   -0 .18% -1 .03%

FOREIGN BONDS   -0 .09%

HARD ASSETS  -0 .69% -2 .46%

HYBRIDS  -0 .86%   -0 .85%
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