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October 2018:  To Be Determined… 
 

Our last letter to Clients was titled “While the Market takes a Breather…” 
 
Up until then, the only asset class that had any muscle in most of 2017-2018 was Large US stocks, 
fueled by the technology giants, today so much a part of our daily lives. 
 
Small US Stocks, Foreign Stocks, Emerging Market Stocks, and bonds were generally no shows.  The 
third quarter ending Sept. 30 (report enclosed) was more of the same.  Put the parts together to build a 
diversified portfolio and you can see why your year to date results are less than stellar. 
 
So, our topic for this letter was going to be “The Downside (and upside) of Diversification.” 
 
 

 
 
Then came Wednesday, October 10th…   
 
Take a look at the chart on the next page. It drills down to the economic sectors that make up the asset 
classes shown above. It gives you a picture of how traders slice and dice the markets as they attempt to 
avoid losers and bet on the few winners. There were fewer winners this year, fewer still last week. 
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Sell offs like this 
happen on average 
about three times a 
year.  The last one 
was in February.  
That doesn’t stop you 
from asking—  Is this 
sell-off just a hiccup? 
Is it a bad sign that 
the tech sector had 
earlier accounted for 
most of the year’s 
gains? Is the long 
running bull market 
coming to an end? 
 

 By the time you read 
this, of course, the 
picture will have 
likely changed.  This 
is where we usually 
reassure you that “in 
the long run it will be 
fine…” Probably so, 
but don’t take the 
long run for granted. 
 

Quantitative easing in response to the Great Recession effectively lowered interest rates and encouraged 
corporations to borrow funds with which to regrow their business, thus boosting profits. Corporate tax 
cuts lowered corporate tax expense, thus boosting profits. By extension, both boosted stock prices. 
 

Corporate earnings can’t rely on so much government intervention. Consumer purchasing drives about 
70% of corporate earnings. Consumers haven’t been helped much and are often hurt by these 
interventions; stock market gains aside. Jeffrey Gundlach, Buffalo born billionaire and bond market 
guru, has a chilling story to tell. By 2020, one half of all the income tax collected from you by our 
federal government will go toward just one expense; the interest—just the interest—due on government 
debt. That means less for infrastructure, less for research, less for education, and less for healthcare.  If 
you count yourself a tax paying consumer as well as an investor, it’s time to stress test your 
financial plans. Jeffrey Gundlach is telling us stock market gains alone may not save us. 
 

Fred R. Fadel, CFP® 

Information herein has been obtained from sources believed to be reliable, but its accuracy and completeness, and the opinions based 
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