
2018 Market Review 
After logging strong returns in 2017, global equity 

markets delivered negative returns in 2018. Common news 
stories in 2018 included reports on global economic 
growth, corporate earnings, record low unemployment in 
the US, the implementation of Brexit, US trade wars with 
China and other countries, and a flattening US Treasury 
yield curve. Global equity markets delivered positive 
returns through September, followed by a decline in the 
fourth quarter, resulting in a –4.4% return for the S&P 500 
US Large Stock Index, –20.20% for the Russell 2000 US 
Small Stock Index, –14.09% for the MSCI Non US 
Developed Markets Large Cap Index and –14.58% for the 
MSCI Emerging Markets Large Cap Index for the year.  

The fourth quarter equity market decline has many 
investors wondering how equities may perform in the near 
term. Equity market declines of 10% have occurred 
numerous times in the past. The S&P 500 returned –
13.5% in the fourth quarter while the MSCI Non US 
Developed Markets Large Cap Index returned –12.78%. 
After declines of 10% or more, equity returns over the 
subsequent 12 months have been positive 71% of the time 
in US markets and 72% of the time in other developed 
markets.1 

 
Market Volatility 

Exhibit 2 shows the performance of markets subse-
quent to declines of 10%, 20%, and 30%. For each decline 
threshold, returns are shown for US large cap, non-US 
developed markets large cap, and emerging markets large 
cap stocks in the following 12-month period. While 
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Executive Summary 
Global equity markets delivered negative returns in 

2018 
After declines of 10% or more, equity returns over the 

subsequent 12 months have been positive over 70% of 
the time.  

The increased market volatility in the fourth quarter of 
2018 underscores the importance of following an in-
vestment approach based on diversification and disci-
pline rather than prediction and timing. 

 Investors should take comfort in knowing that past 
bear markets have all eventually been followed by posi-
tive returns. 

 Investors should also remind themselves that a globally 
diversified portfolio represents ownership in thousands 
of productive companies, large and small that are all 
focused on maximizing long term profits.  

The only way to not participate in growing company 
profits is to sell your shares. Don’t let current market 
fluctuations tempt you to sell.   

 “Be Fearful When Others are Greedy and Greedy 
When Others are Fearful”. – Warren Buffett 

The best course of action for most investors is to re-
main disciplined and maintain their current portfolio 
allocation.  

 Some investors who have a lower allocation to stocks 
may want to increase their allocation during this down-
turn but nobody should panic and reduce their alloca-
tion. 

1 
Declines are defined as points in time, measured monthly, when the market’s return since the prior market maximum has declined by at least 10%. Declines after 

December 2017 are not included, but subsequent 12-month returns can include 2018 returns.   Compound returns are computed for the 12 months after each decline 
observed and averaged across all declines for the cutoff. US markets (1926–2018) are represented by the S&P 500 and Developed ex US markets (1970–2018) are 
represented by the MSCI World ex USA Index.  
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declines in equity markets may cause investor concern, the 
data provides evidence that markets generally have positive 
returns after a decline.  

For additional information showing how markets have 
historically rebounded after large quarterly declines see Ben 
Carlson’s recent blog post: https://
awealthofcommonsense.com/2018/12/buying-when-stocks-
are-down-big/.   

The increased market volatility in the fourth quarter of 
2018 underscores the importance of following an investment 
approach based on diversification and discipline rather than 
prediction and timing. For investors to successfully predict 
markets, they must forecast future events more accurately 
than all other market participants and predict how other 
market participants will react to their forecasted events.  

There is little evidence suggesting that either of these 
objectives can be accomplished on a consistent basis. Instead 
of attempting to outguess short term market fluctuations, 
investors should take comfort in knowing that past bear 
markets have all eventually been followed by positive returns. 
It’s also helpful for investors to remind themselves that a 
globally diversified portfolio represents ownership in thou-
sands of productive companies, large and small that are all 
focused on maximizing long term profits. The only way to 
not participate in these growing profits is to sell your shares. 
Don’t let current market fluctuations tempt you to sell.   

 
“Don’t Do Something, Just Stand There” 

Investing is unlike almost every other human endeavor. 
Studies have shown investors are most successful when they 
do the least. This is completely foreign to our basis nature as 
human beings and unlike almost everything else in life in 
which being active and aggressive leads to a better result. We 
are wired to react, to change course and to take action when 
we experience a negative outcome that causes negative 
emotions.   

But when it comes to investing, the maxim, “Don’t just 
stand there, do something” often leads to inferior results. 
Investors would be better off turning this maxim around to, 
“Don’t do something, just stand there”. 

Vanguard, one of the industry’s largest investment firms, 
studied the behavior of their clients that made changes 
between stock and bond investments during several different 
periods.  Not surprisingly, they found investors tended to 
follow patterns that coincide with recent performance of the 
stock market – effectively “buying high and selling low”. 2  

Another study done by Terrance Odean and Brad Barger 
looked at accounts of a large discount broker and found that 
men traded 45% more than women and single men traded 
67% more than single women. And as we would expect the 
average man in the study underperformed the average 
woman by 1.4% annually and single men unperformed single 
woman by 2.3%.3     

 

Be Fearful When Others are Greedy and 
Greedy When Others are Fearful.  
– Warren Buffett   

The action that most people make during bear markets is 
to sell falling investments in an effort to stop their losses. 
What Buffett is saying, very simply, is that you should buy 
stocks (or at least not sell them) when they are falling. 
People’s fears are exacerbated by market downturns.   

 
Summary 

2018 was a difficult year for stock markets around the 
globe. Negative years like this are not unusual and should be 
expected. The best course of action for most investors is to 
remain disciplined and maintain their current portfolio 
allocation. Some investors who have a lower allocation to 
stocks may want to increase their allocation during this 
downturn but nobody should panic and reduce their alloca-
tion. Remember Buffet’s admonition to “Be fearful when 
others are greedy and greedy when others are fearful”.   

Please don’t hesitate to call us if you’d like to discuss 
your investments or any other aspect of your finances in 
greater detail. We hope your 2019 is off to a good start.   

 
Past performance is no guarantee of future results. All content in 

this newsletter is intended as general information, not specific advice. 
Performance data listed is for illustrative purposes only. Portfolios are 
personalized and often consider many variables, including investment 
objectives, age, time horizon, risk tolerance, and tax variables. Infor-
mation contained herein has been obtained from sources believed reliable, 
but not guaranteed.  
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2 
https://pressroom.vanguard.com/nonindexed/
Updated_Principles_for_Investing_Success_4.7.2014.pdf 

3 
https://faculty.haas.berkeley.edu/odean/papers/gender/boyswillbeboys.pdf 


