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To our clients ….. the State of the Union October 2018  
 

“Why am I NOT making any money?” 
 

“The markets are at all time highs yet my September statement shows I am barely up for the 
year.  What is going on? 

 

Is this what you are thinking?............  You are not alone 
 

We normally publish a “State of  the Union” at year end and the mid year.  But this 
question is has become so common we thought we should address it for everyone, 
as you are looking at your 3rd quarter statements. 
 

The bottom line is this.  In a globally diversified 60/40 or 50/50 stock to bond 
portfolio, returns for the year, through the end of  the 3rd quarter, are in the 1-2-3 
percent range. 
 

How can this be, aren’t the “markets” at all time highs? 
 

Well, yes, sort of, some of  them……  The NASDAQ index led by a very narrow subset of  
technology oriented growth stocks is near all time highs.  Any investment portfolio with a bias 
towards Amazon, Google, Neflix, Apple etc is up strongly through the end of  the 3rd quarter.  
The NASDAQ index was up almost 13% through Sept 30th.  But the S&P 500 was up only 
around 8%.  And if  you were invested in large US “value” type of  companies, you may have 
heard us refer to “banks and grocery stores”, the returns were less than 1%.  We are in a period 
of  time when the returns of  a few stocks are driving the headlines. 
 

As you probably noticed, interest rates are up since the first of  the year.  And as you also know 
from your bonds 101 class with Generations, when interest rates go UP, the value of  bonds go 
DOWN. 

 

Lastly, international stock markets are down this year, especially the emerging markets.
          

       (over) 
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So understanding we all agree diversification makes sense, we diversify to hopefully reduce risk 
over time.  While we hope diversification works over time, it does not work ALL of  the time. 
 

Let’s take a simple look at how you can have a portfolio, that is functioning properly when looking 
at each part of  the portfolio, but when you put it all together the results can be disappointing. 
 

Using a globally diversified 60% equity and 40% bond portfolio as our example lets see how 
$100,000 would have done year to date through the end of  the 3rd quarter: 

 

$60,000 in stocks 
 

 $40,000 in the S&P 500, and this index is UP 8%, so you made:  + $3,200 

 $10,000 in developed international stocks, DOWN 4%:   -  $400 

 $5,000 in emerging international markets, DOWN 10%:   -  $500 

 $5,000 in US small cap stocks up 8%:      + 400 
 

$40,000 in bonds: 
 

 $20,000 in high quality US Gov’t or Corporate bonds, DOWN 4%: - $800 

 $10,000 in low grade/high yield or “junk” bonds, flat:     $0 

 $10,000 in international/emerging market bonds, DOWN 5%  - $500 
 

 

This portfolio would have made $1,400 or 1.4% year to date through the end of  Q3. 
 

So it is likely the US stocks in your portfolio were up 7-10% (keeping pace with the “market” and 
our expectations) returning in this example, $3-5,000. 
 

But add in bonds, international stocks and bonds and the results are in that 1-2-3% range. 
 

Simply stated the reality of  the returns for a globally diversified 60/40—50/50 are mostly 
in line with what we would expect.  The key is to not let the headlines of  “all time highs” in the 
US stock market cause you to have expectations that are mismatched from the reality of  what 
YOUR portfolio is or should be doing. 

 

When you open your statement don’t think there is something wrong or that you are the only in-
vestor not UP 10-15%.  Chances are your portfolio is doing what we have asked it to do and 
things are just fine.  You have made the prudent decision to DIVERSIFY! 

 

We will of  course review your results with you in person, call or email us if  we don’t call/email 
you. 
 

The opinions and forecasts expressed may not actually come to pass. This information is subject to change at any time, based on market 

and other conditions and should not be construed as a recommendation of any specific security or investment plan. 


