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 What You Need To Know About the Markets

Stocks were modestly lower last week. U.S. stocks, as defined by the Russell 3000 Index, lost more than 4%. International 

stocks fared better. Developed stocks fell more than 2%, and emerging market stocks lost just over 1%.

Bonds were modestly higher as the 10-year U.S. Treasury yield moved lower by 16 basis points to yield 2.85%.

Equities LAST WEEK QTD YTD ‘18

Global Equity Market1 -3.43% -9.36% -5.89%

Total U.S. Market2 -5.53% -14.45% -4.60%

 Domestic Large-Cap Equity3 -4.55% -9.27% +0.32%

 Domestic Small-Cap Equity4 -5.53% -14.45% -4.60%

International Equity5 -2.06% -9.18% -11.98%

 Developed International Equity6 -2.26% -10.15% -11.44%

 Emerging Market Equity7 -1.33% -6.21% -13.41%

Diversified Alternatives8 -1.04% -2.46% -1.80%

Fixed Income LAST WEEK QTD YTD ‘18

U.S. Investment Grade Bonds9 +0.85% +0.65% -0.95%

Cash Equivalent10 +0.04% +0.41% +1.67%

Commodities LAST WEEK QTD YTD ‘18

Commodity11 +1.17% -1.57% -3.56%

1MSCI ACWI Index 2Russell 3000 Index 3S&P 500 Index 4Russell 2000 Index 5MSCI ACWI ex-U.S. 
Index 6MSCI EAFE Index 7MSCI Emerging Markets Index 8Morningstar Diversified Alternatives Index 
9Bloomberg Barclays Capital U.S. Aggregate Bond Index 10Bloomberg Barclays Capital 1-3 Month 
U.S. Treasury Bill Index 11Bloomberg Commodity Index As of 12/7/2018



Diagnosing the Latest U.S. Stock Sell-Off

After last week’s sell-off, most equity markets are negative on the year, and U.S. stocks are flat. So, what 

exactly happened, and what should investors expect going forward? Based on our own assessment, there are 

three concerns that the market is weighing.

1. Bond investors are concerned about future economic growth: Bond investors clearly have priced in 
increased odds of the U.S. economy slowing, sending bond yields lower. In fact, there was much talk of a 
slight inversion of the yield chart last week. Despite this, there isn’t enough data that would suggest that a 
slowdown or recession is imminent. In many ways, bonds may be overbought relative to where rates are 
likely to go if the U.S. Federal Reserve (Fed) still sees signs of inflation on the horizon.

2. Equity investors are looking for signs around U.S. trade talks with China: After a strong rally on the 
news of a pause in tensions over trade with China, investors spent the week reassessing whether or not 
anything will come of the next round of talks. Much of this was complicated by the CFO of China’s largest 
smartphone manufacturer, Huawei, being arrested and extradited to the U.S. for violating U.S. sanctions 
on Iran. We expect that ongoing uncertainty related to U.S.-China trade talks will continue to weigh on 
stocks for the foreseeable future. 

3. All investors are assessing increased market volatility: Equity investors are trying to decide what to 
make of recent market volatility, which has certainly been higher than in previous months (or years for 
that matter). Investors should remember that volatility is returning to more normal levels after being fairly 
muted for the last few years.
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Global Investors Do Better When it Matters

U.S. stocks arguably get all of the attention when things are good and when things are not so good. Many investors 
avoid international stocks because of their perceived higher risk and, frankly, lackluster returns relative to U.S. stocks 
over the past few years. Global investors, however, know that those same international stocks provide diversification 
- an important element to being successful in the long term. 

This quarter has been no different. International stocks have once again reminded us not to put all of our eggs into 
one basket. Quarter-to-date performance for each major equity asset class through the end of last week shows 
that emerging market stocks and developed Asian stocks have been the best place to receive the most of that 
diversification benefit.

Emerging markets have continued to be an overweight that we favor in CLS portfolios because of their diversifying 
nature and above-average expected returns (as our CIO, Rusty Vanneman, highlighted in his most recent Weekly 
Three). The key point is that the advantages of being global have shined when needed most.
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Keep Calm and Stay Invested

As human beings, we are driven by emotions and often compelled to take action to address them. Investing is no 
different, and times like these can make each of us feel we ought to “do something.” However, those emotions can 
drive us to do the one thing that we all know to be damaging in the long term: sell low, buy high.

When the markets are volatile, it is important to remind ourselves of our intended goals and investment timelines 
and to consider whether or not anything has changed. For financial advisors, this doesn’t necessarily mean 
considering a change in your clients’ Risk Budget scores, but rather a conversation on why those scores are 
appropriate for their current situations and stated goals. 

Another important consideration is to avoid checking account balances on a day-to-day basis if we don’t have the 
stomach for it. Keep in mind that “unrealized” losses in any situation are just that — unrealized — until we choose 
to sell that security down the road. If we remain invested for the long haul, there can be a much lower chance that 
will be our final result when we choose to sell our investments.

Finally, many of our investment horizons are quite long, which means that all we should really do is put even 
more dollars to work. When markets head lower, they can present some of the best opportunities to pick up assets. 
Why? Simply put, investors are usually willing to sell them at meaningful discounts.

Some of the most important aspects to investing are patience and staying invested. We believe these are both key 
ingredients to longer-term investment success.

The MSCI ACWI Index captures large and mid cap stocks across developed markets and emerging markets countries. The index covers approximately 85% of the global 
investable equity opportunity set. The Russell 3000 Index is an unmanaged index considered representative of the U.S. stock market.  The index is composed of the 3,000 
largest U.S. stocks. The S&P 500 Index is an unmanaged index of 500-large capitalization companies.  This index is widely used by professional investors as a performance 
benchmark for large-cap stocks.  The Russell 2000 Index is an index comprised of the 2,000 smallest companies on the Russell 3000 Index and offers investors a benchmark 
for small-cap stocks. The MSCI ACWI ex U.S. Index (MSCI All-Countries World Index, excluding U.S.) is an index considered representative of stock markets of developed 
and emerging markets, excluding those of the U.S. The MSCI EAFE Index is an index which tracks performance of international equity securities in developed countries in 
Europe, Australia, Asia, and the Far East, excluding the U.S. and Canada. The MSCI Emerging Markets Index is an index which tracks performance of large and mid-cap firms 
across countries classified as emerging market countries.  The Bloomberg Barclays Capital U.S. Aggregate Bond Index measures performance of the U.S. investment-grade 
bond market. The Bloomberg Barclays Capital 1-3 Month U.S. Treasury Bill Index includes all publicly issued zero-coupon U.S. Treasury Bills that have a remaining maturity 
of less than 3 months and more than 1 month, are rated investment grade, and have $250 million or more of outstanding face value. The Bloomberg Commodity Index is 
made up of exchange-traded futures on physical commodities and represents commodities that are weighted to account for economic significant and market liquidity. The 
Morningstar Diversified Alternatives Index is an index comprised of exchange traded funds (ETFs) in the ProShares lineup that use alternative and non-traditional strategies. 
An index is an unmanaged group of stocks considered to be representative of different segments of the stock market in general.  You cannot invest directly in an index.

Any graphs and charts contained in this work are for informational purposes only.  No graph or chart should be regarded as a guide to investing. While some CLS portfolios 
may contain one or more of the specific funds mentioned, CLS is not making any comment as to the suitability of these, or any investment product for use in any portfolio. 
The views expressed herein are exclusively those of CLS Investments, LLC, and are not meant as investment advice and are subject to change.  No part of this report may be 
reproduced in any manner without the express written permission of CLS Investments, LLC.  Information contained herein is derived from sources we believe to be reliable, 
however, we do not represent that this information is complete or accurate and it should not be relied upon as such. This material does not constitute any representation as 
to the suitability or appropriateness of any security, financial product or instrument.  There is no guarantee that investment in any program or strategy discussed herein will 
be profitable or will not incur loss.  This information is prepared for general information only.  It does not have regard to the specific investment objectives, financial situation, 
and the particular needs of any specific person who may receive this report.  Investors should seek financial advice regarding the appropriateness of investing in any security 
or investment strategy discussed or recommended in this report and should understand that statements regarding future prospects may not be realized.  Investors should 
note that security values may fluctuate and that each security’s price or value may rise or fall.  Accordingly, investors may receive back less than originally invested.  Past 
performance is not a guide to future performance.  Individual client accounts may vary.  Investing in any security involves certain non-diversifiable risks including, but not 
limited to, market risk, interest-rate risk, inflation risk, and event risk.  These risks are in addition to any specific, or diversifiable, risks associated with particular investment 
styles or strategies.

The CFA is a globally respected, graduate-level investment credential established in 1962 and awarded by CFA Institute  — the largest global association of 
investment professionals. To learn more about the CFA charter, visit www.cfainstitute.org
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