
 
 

 

December 3, 2018 

Investor Update 

 

November was another wild month for investors as the market saw huge swings.  This type of action can be 

very unnerving for an investor.  In fact, we saw the worst thanksgiving week of trading since 2011 followed by 

the best week of trading since 2011.  We have also experienced a change in leadership as 3 of the 5 large tech 

stocks (FAANG) that drove most of the gains for the year were down again in November while other parts of 

the market including Utilities, Healthcare, and Real Estate did well.  Additionally, a lot of attention has been 

paid to both the Federal Reserve and trade negotiations.  While it may seem that these events and market 

reaction are unique to this period of time, this is very normal when it comes to the late part of the economic 

cycle.   

 

Most money managers, stock market analysts, and financial advisors will preach diversification to their clients, 

prospects, or followers.  The fundamental reason is that certain assets should move higher while others move 

lower.  This reduces portfolio volatility and smooths out returns, thus making the client or investor feel more 

comfortable.  What has been most frustrating this year is how diversification has done little to help investors as 

we have had the largest amount of down assets in history.  This is part of the reason why we have been 

recommending cash throughout parts of the year as there appeared to be no real safe havens.  The below chart 

shows that almost 90% of all asset classes are negative for the year.  To put that in perspective, even in 2008 

less than 70% of asset classes were negative.   

 

 
 

 

Next, as we look at the economy the overwhelming headlines and conventional wisdom has been for a 

slowdown in growth with some predicting a recession.  While a recession is inevitable at some point, the 

numbers are simply not justifying it yet.  As seen below we are near highs with the Chicago Business Barometer 



as the last two growth scares of 2011 and 2016 had material weakness in this indicator that preceded stock 

market melt downs.  Now, the counter argument is that there has been some economic gain that was pulled 

forward into 2018 in order to get in front of tariffs and that these indicators will weaken materially once we 

move into next year.  While we expect some weakening, we do not expect a complete collapse into a recession.   

 

   
   

The last place we like to look when market prices and fundamentals seem to be at odds is investor positioning.  

This usually helps us solidify our view when there is a lot of contrasting evidence.  The below chart shows 

investor positioning in the options market for tail risk.  In other words, when investors are fearful they will pay 

more to protect that risk and vice versa when they are less fearful. Interestingly, as we have gone through this 

correction, the amount of tail-risk hedging did not spike and remains relatively low.  This is an unusual 

occurrence and when taken in context with strong corporate fundamentals, a relatively strong domestic 

economy, and little fear from the bond market it leads us to believe that this correction was more technical in 

nature than something more sinister such as a growth scare.   

 

 
 



Going forward we continue to believe that we are late in the economic cycle and that volatility will persist on 

both the upside and the downside.  This type of environment can lead to a lot of investment mistakes as 

investors take too much of a signal from any one piece of data.  We are more likely to see bears and bulls in a 

tug of war as each side receives new information that bolsters their case.   We also believe it is important to 

look at the market in this context with the lows of November and the highs of September as a guideline within 

each investors risk tolerance.  For those investors that are more risk averse, a move near the September highs 

should be used to reduce risk while more aggressive investors should look to increase risk near the November 

lows.  If you have any questions or would like some more data on both the bullish and bearish cases, please 

contact me at 908-376-3041. 

 

Sincerely, 

 

 
 

Mark R. Painter, CFA 


