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Looking forward we see three items that may 

influence portfolios for the remainder of 2019.  

Worldwide Economic Slowdown – Many ana-

lysts have predicted a world wide slowdown.  

However, there is no clear consensus how this 

will affect the United States, if at all.  The dollar 

remains strong, which generally leads to less 

exports and makes the trade deficit look artifi-

cially big. 

Political Headwinds – The good news is that 

nothing has really happened with the trade poli-

cy.  The bad news is nothing has really happened with the trade policy.  This is still worth watching for a resolution.  Ad-

ditionally, the government shutdown was less impactful than originally feared.  Next up, the 2020 Presidential election.       

Federal Reserve Decisions – After two interest rate increases in the latter half of 2018, the Fed has remained neutral in 

2019, so far.   This may be caused by low inflation coupled with less than exciting economic data.   
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 During our annual client appreciation dinners in January we reviewed 2018 and provided a look forward to 2019.  Below 

you will find a summary of the presentation.  For some this will be a refresher course and for others this will be a first 

viewing. 

Looking back on 2018, it would be appropriate 

to summarize the investment year with the fa-

mous line from  A Tale of Two Cities “It was the 

best of times, it was the worst of times… it was 

the spring of hope, it was the winter of des-

pair.”  As the slide illustrates, through Septem-

ber investors experienced the best of times with 

an 11% increase for the S&P 500 and 13% for 

the Russell 2000.  During this same period, 

bonds experienced the “worst of times” with a 

(1.84%) return.  However, from September 21st 

through December 31st the story changed and bonds rebounded nicely while both the S&P 500 and Russell 2000 experi-

enced the “worst of times”.  In fact by mid-December both indexes entered bear market dips. 



Cycle of Market Emotions 

The Cycle of Market Emotions is perhaps the most important part of managing portfolios.  The emotions investors 

experience often cause them to make the wrong decision at the wrong time.  As the market rises, so does investor 

confidence and they become 

more likely to take unnecessary 

risks.  When the market declines, 

investors panic and salespeople 

increase the radio ads to encour-

aging fearful buying of gold and 

annuities capitalizing on emotion-

al decisions rather than logical 

decisions.  Remember one of 

Warren Buffets best quotes - “I 

will tell you how to become 

rich. Close the doors. Be fear-

ful when others are greedy. Be 

greedy when others are fear-

ful.” 

 

Stock Market Returns & Dips 

In all the chatter about the stock market going up and down perhaps the most overlooked piece of information is 

exactly how much does the market go down.  This slide shows the S&P 500 return with the largest dip in each of 

the last 15 years.  As illustrated, the 

market had a negative period in every 

year of at least (2.7%) and as much as 

(38.6%).  However, only twice, 2008 and 

2018, did the market finish the year 

with a negative return.  If you expand 

the time horizon out over 20 or 30 

years the story remains very much the 

same. The average dip is (15.95%) over 

the last twenty years with an average 

annual return of 7.16%. Over thirty 

years the average dip is (13.12%) with 

an average return of 11.46%.  So take 

comfort in knowing the market does go 

up and down a lot each year but the markets are still positive most years.  



Asset Allocation Returns 25 Year History 

Having covered 2018 in depth and looked 

ahead for the factors that may affect 2019, it 

is important to understand equity diversifica-

tion.  The slide shows the historical returns 

for the Large Growth (Russell 1000G), Large 

Value (Russell 1000V) Small Growth (Russell 

2000G) and Small Value (Russell 2000V).  

Highlighted in green is the single best per-

forming category for each year and highlight-

ed in red is the single worst performing cate-

gory.  As illustrated, very rarely does the best 

performing category repeat and very rarely 

does the lowest returning category repeat.   

Each category has been the very best at least 

four times and each category has been the 

lowest performer at least three times.     

One the right hand side, the average over 25 years is presented along with the average over the rolling 3, 5 and 10 YR 

periods.  This clearly shows that each category performs well over time despite the ups and downs illustrated for any 

one year.  Remember, investors look at the long term track record while speculators pay attention to the short term 

track record. 

Stress Test Fund Comparison 

In order to provide our clients with the best possible portfolios we look at investments from a few different points of 

view.  Most of you are familiar with our 

process of looking at manager tenure, ex-

pense ratios, style consistency, the size of 

the fund, and the return of standard re-

porting periods.  However, that is just the 

start of our process of identifying invest-

ments.  The slide illustrates one more ad-

ditional step and is what we call Stress 

Testing a Fund.  We want to know how 

this fund performs in the bad times not 

just the good.  So we use a custom date 

report that allows us to evaluate a fund 

over the actual markets cycles inde-

pendently.  This extra step allows us to 

confidently place funds in portfolios while 

understanding the expected movement. 



Market Indexes Ticker Symbol Current Qtr 1 Year 3 Year 5 Year 10 Year YTD 

Lrg Value Index - RUSSELL 1000V XIUSA000KP 11.93% 5.67% 10.45% 7.72% 14.52% 11.93% 

Lrg Cap Blend Index - S&P500 TR F00000W7S7 13.65% 9.50% 13.51% 10.91% 15.92% 13.65% 

Lrg Growth Index - RUSSELL 1000G XIUSA000KO 16.10% 12.75% 16.53% 13.50% 17.52% 16.10% 

Mid Cap Blend Index - S&P400 XIUSA04GQL 14.49% 2.59% 11.24% 8.29% 16.28% 14.49% 

Sml Value Index - RUSSELL 2000V XIUSA000KR 11.93% 0.17% 10.86% 5.59% 14.12% 11.93% 

Sml Blend Index - RUSSELL 2000  XIUSA000O5 14.58% 2.05% 12.92% 7.05% 15.36% 14.58% 

Sml Growth Index - RUSSELL 2000G XIUSA000KQ 17.14% 3.85% 14.87% 8.41% 16.52% 17.14% 

Nasdaq Composite Index XIUSA04GA7 16.81% 10.63% 17.97% 14.29% 18.93% 16.81% 

International Funds Index - MSCI XIUSA000PK 9.98% -3.71% 7.27% 2.33% 8.96% 9.98% 

Bond Funds Index - BARCAP Agg Bond XIUSA000MC 2.94% 4.48% 2.03% 2.74% 3.77% 2.94% 

All  Stockmarket data (SP500, R2000, Market Barometer Categories, etc) are derived from Morningstar Direct database. The information 

contained herein (1) is intended solely for informational purposes; (2) is proprietary to  the content providers; (3) is not warranted to be 

accurate, complete, or timely; and (4) does not constitute investment advice of any kind. Past performance is no guarantee of future re-

sults. Investments are not guaranteed and may lose value. 
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The Market Barometer provides a visualization of the  

 performance of various stock market category averages. 

The color scale (red for losses and green for gains) allows you   

 to assess which areas of the market performed  strongly and 

 which  areas showed weakness for the time period analyzed. 

The nine-square grid represents stocks classified by size 

 (vertical axis) and style (horizontal axis). 

There are three investment styles for each size category small, 

 mid, and large. 

Two of the three style categories are “value” and  “growth” 

 and the central column represents the core  style ( neither 

 value nor growth characteristics dominate).  

 

Large-caps account for the top 70% of the capi-

 talization; midcaps represent the next 20%; and 

 small-caps represent the balance.   
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