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As of this writing, with a few days left in the month, October has lived up to its scary reputation as one of the worst months of the 
year for the stock market. There is a bevy of reasons commonly cited for the stock market weakness with each holding some truth, 
but the leading reasons are surely the uncertainty associated with the upcoming midterm elections and the overvaluation of some 
of the high-flying stocks that led the market earlier this year. The anticipated happy ending to 2018, however, is that November and 
December tend to be among the best months of the year, especially after midterm elections. 

As of 10/29, the overall U.S. stock market (Russell 3000 Index) has lost over 9%, with larger companies (S&P 500 Index) down by less 
than 9% and smaller companies (Russell 2000 Index) losing nearly 13%. Growth stocks (Russell 3000 Growth Index) lost nearly 11% 
and value stocks (Russell 3000 Value Index) lost over 7%. 

International equity markets were down by nearly 10% in October (MSCI ACWI ex-U.S. Index) as developed international markets 
(MSCI EAFE Index) lost less than 10% and emerging markets (MSCI Emerging Markets Index) were down by more than 10%. 

The bond market (Bloomberg BarCap Aggregate Bond Index) lost less than 1% as the 10-year U.S. Treasury yield has basically run 
in place with a yield just above 3%, but corporate bonds have underperformed. The three-month U.S. Treasury Bill yield also rose, 
with yields now over 2.3%.

Real assets were mixed. Commodities (Bloomberg Commodity Index) had a slight loss, while real estate investment trusts (REITs) 
lost nearly 4%. 

In general, CLS portfolios lost ground last month, of course, but held up relatively well compared to the overall stock market as 
value stocks, international equities, and diversifying asset classes such as bonds and real assets lost less, as one might expect when 

market conditions get choppy. 

Equities LAST WEEK QTD YTD ‘18

Total U.S. Market1 -3.92% -9.22% +0.38%

 Domestic Large-Cap Equity2 -3.93% -8.67% +0.98%

 Domestic Small-Cap Equity3 -3.76% -12.50% -2.42%

International Equity4 -3.70% -9.89% -12.68%

 Developed International Equity5 -3.87% -9.86% -11.16%

 Emerging Market Equity6 -3.27% -10.27% -17.16%

Diversified Alternatives7 -1.02% -2.72% -2.06%

Fixed Income LAST WEEK QTD YTD ‘18

U.S. Investment Grade Bonds8 +0.54% -0.34% -1.93%

Cash Equivalent9 +0.04% +0.15% +1.41%

Commodities LAST WEEK QTD YTD ‘18

Commodity10 -1.06% -0.07% -2.09%

1Russell 3000 2S&P 500 Index 3Russell 2000 Index 4MSCI ACWI ex-U.S. Index 5MSCI EAFE Index 
6MSCI Emerging Markets Index 7Morningstar Diversified Alternatives Index 8Bloomberg Barclays 
Capital U.S. Aggregate Bond Index 9Bloomberg Barclays Capital 1-3 Month U.S. Treasury Bill Index 
10Bloomberg Commodity Index As of 10/26/2018



October Decline: What Should Investors Do?

The market declined rapidly in 
October, and as always nobody 
really knows why. Narratives 
explaining performance abound, 
but they are being told in 
hindsight. It is rare to find accurate 
market explainers in advance of 
market movement. 

Let’s review some of the reasons 
cited for October’s weakness. One 
of the most popular is that the 
Federal Reserve (Fed) has raised 
short-term rates. But that’s an old 
story. Another is that longer-term 
interest rates are also rising. That 
has been known for a while. How 
about negative trade rhetoric? That 
story has been around for months. 
Fear of slowing Chinese growth? 
That one’s been around for years. 
Overvalued technology stocks? 
This may be the closest. But many 
market watchers, including CLS, 
have been aware of this situation, 
and many of the top technology 
stocks have underperformed since 
early summer.

The uptick in market volatility 
could amplify short-term market 
movement, but market volatility 
and direction have a chicken-
and-egg relationship. One 
typically leads to the other before 
the relationship reverses. It’s 
important to note that October’s 
volatility (as defined by the VIX 
index) approximates the market’s 
average since 2004. That’s right. 
The recent day-to-day volatility 
has been “normal.” It just doesn’t 
seem so because volatility over 
the past two years has been 
exceptionally low.

Given the stock market’s 
overwhelmingly positive long-
term return expectations, I 
sometimes wonder whether the 

primary purpose of negative 
news is to move money from 
the hands of nervous investors 
into the hands of “smart,” long-
term investors.   

I’ll concede that each factor 
above can add to market 
pressure, but the catalyst for 
price declines is often not 
precisely known. One thing we 
do know, however, is that prices 
are often weak in September 
and October, especially before 
midterm elections. The happy 
ending to this story is that post-
election, regardless of who 
wins, the market usually finds 
its footing and finishes the year 
strong. The uncertainty that the 
election brings will have past. 
That sets the stage for what is 
typically the best year for the 
stock market during the four-
year presidential cycle: the 
year after the midterm election. 
This is the rule, but there are 
exceptions, of course. 

Given what we’ve seen in 
October, what should investors 
expect from the markets 
moving forward? Quite frankly, 
the most helpful advice holds 
true regardless of the market’s 
experience last month:

1. Expect the market to be 

volatile. 

• That’s the price to pay for 

participating in a global 

economy that grows over 

time. It’s a fair price and a 

good long-term investment.

2. Expect short-term losses. 

• Money in the market that is 

needed for short-term bills 

(that could mean liabilities 

due over the next few years) 

should be removed as soon 

as possible. Not doing so 

is akin to gambling. Sure, 

the market moves higher 

approximately 75% of the 

time (according to trailing 

12-month returns since 

1871), but why take a 25% 

chance that it won’t? 

3. Expect long-term gains. 

• Over long time periods, 

the stock market has a 

powerful tendency to move 

higher – much higher than 

money sitting in cash. The 

goal of investing is to help 

investors reach their long-

term goals. Beating the bank 

is the performance goal, not 

necessarily beating the market. 

To do so, investors should 

take the appropriate amount 

of risk based on their goals 

and financial and emotional 

capacities to take risk. 

4. Valuations matter. 

• The price paid for a dollar of 

revenues or earnings makes 

a big difference when it 

comes to expected future 

returns. Currently, the U.S. 

market is in a bull run that 

is 10 years old – the longest 

and strongest ever. (It would 

take a 20% loss – the classic 

definition of a bear market 

– for the bull market to end.) 

Thus, valuations are on the 

high side. That doesn’t mean a 

bear market is imminent, but 

it does mean that expected 



returns are unlikely to match 

the recent experience. The 

long-term return for the 

stock market (depending on 

the time frame measured) is 

about 8-10%. Over the last 10 

years, the U.S. stock market 

has performed well above 

that average. A reasonable 

expectation for the next 

five to 10 years is half of the 

long-term average (don’t be 

shocked if it’s even lower). 

5. It’s best to see the glass as 
half full. 

There’s always something to 
worry about, but there are also 
always market opportunities. 
The stock market has been 
an incredible wealth-building 
machine, and that’s unlikely to 
change. The U.S. market may 
experience below-average 

returns in the years ahead, but 
there are still opportunities to 
enhance risk-adjusted returns. 
For instance, international 
stocks are priced at much lower 
valuations; because of this, they 
have higher expected returns. 
Within the U.S, value stocks 
are inexpensive, especially on 
a relative basis versus growth 
stocks, such as technology. 
Thus, they also have higher 
expected returns.

October Decline: What Should Investors Do? (Cont.)

Rusty Vanneman, CFA, CMT 
Chief Investment Officer

Rusty Vanneman is responsible for all investment operations at CLS, including investment 
philosophy, process, people, positioning, and performance. Mr. Vanneman is also 
responsible for internal and external communications regarding market environment and 
current investment strategies. He is part of the management team on two mutual funds 

(one aggressive and one balanced).

Mr. Vanneman joined CLS in September 2012 as Chief Investment Officer. Previously, he 
served as Chief Investment Officer and Portfolio Manager at Kobren Insight Management 
(KIM) in the greater Boston area. His 11-year tenure at KIM included a 5-year span during 
which the firm was owned by E*TRADE Financial and he served as the Senior Market 
Strategist for E*TRADE Capital. Prior to working at KIM, he was a Senior Analyst at Fidelity 
Management and Research (FMR Co) in Boston. He was also a Managing Analyst at 
Thomson Financial.

Mr. Vanneman received a Bachelor of Science degree in Management from Babson College 
where he graduated with high distinction. He has held the Chartered Financial Analyst (CFA) 
designation since 1994, and is a member of the CFA Institute. He has also been a Chartered 
Market Technician (CMT) since 1999, and a member of the Market Technician’s Association 
(MTA). In addition, Mr. Vanneman authored the book “Higher Calling: A Guide to Helping 
Investors Achieve Their Goals.” He was named one of the Top 10 Portfolio Managers to 
Watch by Money Management Executive in 2017.

Did you know? Rusty had a brief stint as a cowboy near Valentine in Cherry County, Nebraska.



Every Friday after the market 

close, CLS Director of Research/

Senior Portfolio Manager Grant 

Engelbart produces an internal chart 

pack showing the relative price 

movement of the ETF universe 

versus the market. It’s an insightful 

piece loaded with relevant technical 

data, just in time for the CLS portfolio 

managers’ weekend reading. 

“Technical data” is in contrast to 

fundamental factors (which includes 

economic and corporate data points, 

such as growth and profitability). 

Technical data may include investor 

sentiment or flows (which we often 

review), but Grant’s weekly report 

shows data that is derived from price 

action. We believe price movement, 

particularly relative price movement, 

offers valuable insight. 

From last Friday’s report, let’s 

review three notable charts. All 

represent large CLS holdings. Each 

chart compares the highlighted 

ETF relative to the global equity 

index MSCI All-Country World 

Index (ACWI), and all review data 

over the last three years.

1. IWD: iShares Russell Value 

ETF

This is a good proxy for 

value stocks. When the line is 

moving higher, value stocks 

are outperforming. When it 

is moving lower, value stocks 

are underperforming. In 2016, 

especially in the fourth quarter, 

value stocks outperformed. Then, 

for the following 18 months, 

growth stocks outperformed. This 

dominance in growth was led 

by the FANG stocks (Facebook, 

Amazon, Netflix, Google). Due to 

the strong performance early in 

the year, growth stocks are still 

outperforming year-to-date and 

have outperformed over the last 

year. 

What might be surprising, however, 

is that growth has underperformed 

since the summer. Value is now 

above the quarterly moving 

average (dotted red line) and the 

annual moving average (green 

line). Technically speaking, value 

stocks should be expected to 

outperform moving forward.

2. PXH: Invesco FTSE RAFI 

Emerging Markets ETF

This ETF invests in value stocks 

within the emerging market 

universe. It is also a large 

holding at CLS. In this case, 

relative performance has also 

improved recently, and prices 

have moved above the quarterly 

moving average. This suggests 

continued relative strength. (We 

would favor it even more if prices 

moved above the annual moving 

average, too.)

3. FTGC: First Trust Global 

Tactical Commodity Strategy 

Fund

This is one of our top commodity 

holdings. Commodities have 

been struggling versus the stock 

market over the last decade, but 

they finally seem to be poised 

to outperform. Prices recently 

Inflection Points
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iShares Russell 1000 Value ETF
IWD-USA

Relative Performance  1-week: -4:01%  YTD: -3.99%  1-year: 0.01%

Relative Price 252-Day Moving Average 52-Day Moving Average
*See additional disclosures at the end of this document.
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Relative Performance  1-week: -1.73%  YTD: -8.81%  1-year: -5.13%

Relative Price 252-Day Moving Average 52-Day Moving Average
*See additional disclosures at the end of this document.



bounced and are now above the 

quarterly and annual moving 

averages. Outperformance of 

the commodity asset class is 

long overdue based on normal 

cyclical market behavior, and we 

continue to invest in this class 

because of its historical ability to 

enhance risk-adjusted returns. 

Inflection Points (Cont.)
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Relative Price 252-Day Moving Average 52-Day Moving Average
*See additional disclosures at the end of this document.



One of the more popular pieces 

we produce at CLS is Monthly 

Perspectives, which reviews 

our market outlook, investment 

themes, sector outlooks, and 

more.

Part of the “more” is a new list 

of the top reasons we think the 

market could move up or down. 

We are often asked to find 

reasons the market may move 

down, but the market goes 

up far more often than it goes 

down. It makes sense to ponder 

the potential positives. 

More investors should take this 

balanced view and even place 

more bullets on the positive 

side of the ledger given the 

market’s strong tendency to 

move higher, not lower. (We 

can’t because our compliance 

department insists we have 

the same number of bullets for 

each side! Admittedly, there is a 

strong argument to do that, too.)

At CLS, our positive and 

negative lists are agreed upon 

by the entire investment team. 

We discuss them at our Monthly 

Perspectives meeting, via online 

surveys and in the hallways of 

our offices. The original ideas 

come from a variety of sources, 

including advisors, investors, 

industry surveys, and our own 

research. What make the final 

list are what we believe to be the 

top reasons on each side. Here’s 

our current list:

CLS’s Top Reasons Markets 
Could Rise or Fall

Reasons Markets Could Rise 

1. Trade deals are made, reducing 

negative sentiment toward 

international trading partners

2. Global economic growth and 

recovery strengthens 

3. F u n d a m e n t a l l y - s o u n d 

international companies 

outperform expectations

4. Healthy domestic economic 

growth

5. Low probability of a U.S. 

recession in the next 12 

months

6. Value stocks converging to 

fair value

7. Emerging markets stocks 

benefitting from higher 

commodity prices and 

relatively low valuations

8. China’s stock market 

recovering

Reasons Markets Could Fall 

1. U.S. companies with 

excessive valuations (i.e., 

FAANG stocks) missing Wall 

Street’s high expectations

2. The Fed tightens more and 

faster than the market is 

pricing in

3. Yield curve inverting

4. Global debt levels

5. An acceleration of a trade war, 

more tariffs

6. Midterm elections looming, 

leading to increased volatility

7. Regulatory pressure on 

technology firms

8. Investor sentiment getting 

very optimistic

Please let me, or my team, know 

if you have questions on the lists 

above or if there are top factors for 

you that we haven’t included. 

Thank You

As always, a sincere thank you for 

reading. If you have any questions 

or feedback, please let me know.

Stay balanced.

Rusty Vanneman, CFA, CMT

CLS Investments

Chief Investment Officer

Rusty.Vanneman@CLSInvest.com

402-896-7641

A Few Reasons the Market May Move Higher

https://clsinvest.com/monthlyperspectives
https://clsinvest.com/monthlyperspectives


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 relative performance is calculated using moving averages, which include computing the average price of a security over a specific number of periods. CLS calculated 
moving averages using 63 day closing prices (1 trading quarter) and the 252 day average closing prices (1 trading year). The securities used in calculating the graph here in 
were iShares Russell 1000 Value ETF, Invesco FTSE RAFI Emerging Markets ETF, and First Trust Global Tactical Commodity Strategy Fund.

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

The CMT Program demonstrates mastery of a core body of knowledge of investment risk in portfolio management. The Chartered Market Technician® (CMT) designation 
marks the highest education within the discipline and is the preeminent designation for practitioners of technical analysis worldwide. To learn more about the CMT, visit 
https://cmtassociation.org/

CLS Investments, LLC (“CLS”) Chief Investment Officer, Rusty Vanneman, CFA, CMT, was selected as a “Top 10 Fund Managers to Watch” in 2017 by Money 
Management Executive. Money Management Executive is an unbiased, third-party publication covering the asset management industry. Money Management 
Executive chose the list of managers to watch by screening Morningstar data from funds with a single manager, ranked as having the best three-year annualized 
returns in their respective categories. The list of managers was published March 27, 2017. Money Management Executive is not affiliated with CLS. Ratings and 
awards may not be representative of any one client’s experience and are not indicative of CLS’s future performance.
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