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Most of Wall Street must have been on Santa’s naughty list as a December 
rally was not in the cards for 2018. For the most part, the 4th quarter of 2018 
brought nothing, but lumps of coal and a lot of volatility. The quarter started 
out with the S&P 500 losing about 6.8% in October, before rebounding 2% in 
November. This was followed by a steep drop in December of over 9%. Non-
U.S. stocks had rough sledding during the quarter as well as the MSCI ACWI 
ex USA index dropped 8.1% in October, increased about 1% in November, and 
fell 4.7% in December. For the full quarter, the S&P 500 was down nearly 14% 
while international equities sank over 11%. This resulted in annual losses for 
these two indices of approximately 4.4% and 14.4%, respectively. This was the 
first annual loss for the S&P 500 since 2008; although gains in 2011 and 2015 
were slight.

After months of 
lagging growth 
stocks, value stocks 
outperformed in the 
quarter with the 
iShares Russell 1000 
Value ETF losing 
11.7% compared to the 
iShares Russell 1000 Growth ETF’s loss of 15.9%. For the full year the value 
index was down 8.3% while growth slid 1.5%. From a market capitalization 
perspective, U.S. small capitalization stocks, as reflected in the Russell 2000, 
struggled compared to their large capitalization brethren, slumping about 
20% during the quarter and 11% for the year. 

After a tame 2017, the volatility during 2018 probably seemed even more severe 
than normal to most investors. However, volatility is always something to be 
contemplated. That experienced during the fourth quarter, and December in 
particular, was a reminder of the importance of a diversified portfolio. Most 
diversified portfolios include bonds, which tend to reduce returns during 
times of strong stock markets, but normally provide a measure of safety and 
stability in down markets. This proved to be the case once again during this 
period as most investment grade bond indices saw positive returns, despite 
the Federal Reserve increasing the Fed Funds rate in December by a quarter 
of a point for the fourth time in 2018. 
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Finally, the past year also showcased how a 
diversified stock portfolio may have a different 
short-term return pattern than the much publicized 
S&P 500 and Dow Jones Industrial Average 
indices, which mostly consist of large capitalization, 
U.S. companies. A diversified stock portfolio will 
typically include mid-cap, small-cap, developed 
foreign, and emerging market stocks. In 2018, just 
about all of these areas underperformed the S&P 
and Dow Jones. Therefore, in 2018, diversification 
away from U.S. large companies was a negative. 
That will not always be the case. It wasn’t in 2017 
for example, although at this point this seems like 
ancient history. However, we continue to believe 
that diversification is still an essential element 
of prudent, long-term investment management,  
and over time is typically beneficial. 

We take into account these varied asset class 
returns when we construct client portfolios in a 
manner to help them towards meeting their goals 
and objectives. Portfolio construction involves 
proper asset allocation and finding the types of 
investments that will best suit each investor’s 
needs. This includes balancing the ability to take 
risk versus the willingness to take risk, as well as 
the need to do so, in conjunction with the return 
potential of different investments. In general, 
people often overestimate their risk tolerance 
when markets have a positive trajectory, only to  
find out their true risk tolerance level when 
markets turn negative. Down markets can provide 
an opportunity to reflect and understand one’s 
tolerance to risk and potentially adjust portfolio 
expectations and construction accordingly. 

When it comes to successful investing we think it is 
paramount to ignore short-term market moves and 
instead focus on the long-term and fundamentals. 
Trying to guess what the stock market will do over 
the short-term is typically a losing proposition. 
In 2018, the S&P 500 had a somewhat bumpy, 
but positive first nine months before selling off 
in the fourth quarter; particularly in December as 
previously noted. There is too much noise and 
complexity to guess short-term returns consistently. 
And short-term investing demands the need to 
make more decisions and those decisions need to 
be consistently correct. Focusing on the short-term 
also can create higher taxes and transaction costs, 
both of which tend to lower returns. Additionally, 
during various market periods stocks can move 
significantly for no apparent reason with investor 
psychology playing an important role. 

So, as we digest, among other items, the potential 
course the Federal Reserve may take, concerns 
Washington, along with corporate earnings in 2019, 
we continue to believe it is best to be patient and 
focus on the longer term.
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Some information provided above may be obtained from outside sources believed to be reliable, but no representation is made 
as to its accuracy or completeness. This document is intended for discussion purposes only and should not be considered a 
recommendation. Please note that investments involve risk, and that past performance does not guarantee future results. The 
asset allocation and diversification principles discussed do not guarantee a profit or the avoidance of losses.

Thank you for your continued trust  
and confidence in Tower Wealth Managers. 

We sincerely appreciate your loyalty  
and business.


