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Market Insights for Week Ending August 24, 2018 
 

 
 

To Diversify or Not to Diversify, That Is the Question  
 
There is a behavioral finance concept in the investing world called “recency bias”.  
This emotional bias manifests itself as a belief that whatever the markets have been 
doing recently, will continue indefinitely into the future.  It can cast doubts onto the 
long-term benefits of well-documented practices.   
 

One of the main tenants of investing that can be put to the test by recency bias is the discipline of 
global diversification.  More specifically, investors may ask, why should I diversify my portfolio outside 
the U.S. when the S&P 500 is currently outperforming its foreign counterparts?  Things that were 
unknowable before, suddenly appear to have been obvious in hindsight.   
 

 
 
Currency fluctuation is often the culprit that drives the dispersion between U.S. and foreign stocks.   
The chart above illustrates the year-to-date, total return performance for the iShares Emerging Market 
Equity ETF(red), iShares EAFE ETF(foreign stocks, orange) and the US Dollar Index (blue).  What we 
can see here is how changes in the value of the US Dollar affects other asset classes, particularly 
those outside of the United States.  Once the value of the US Dollar started moving higher around the 
middle of April, both developed and emerging markets began to struggle and turn negative.  Over the 
past two weeks, we have seen the value of the US Dollar drop sharply and, as expected, international 
markets staged a strong rebound.  There have been other factors behind the lackluster international 
performance this year, but the large effect on price that is generated by movement in the value of the 
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US Dollar shouldn’t be ignored.  
  
Why Do We Care? 
 
2018, so far, has played out much like 2014.  US equity markets have performed well while 
international markets have struggled. This has led some investors to wonder why they should invest in 
foreign securities.  Recency bias can be a very dangerous thing.  It can cause investors to allocate 
capital in a short-term, reactionary fashion that concentrates risk instead of maintaining a well thought 
out, diversified, long-term plan. 
 
While foreign securities have been a performance anchor year-to-date, HCM remains resolute in our 
discipline of global diversification and knowledge that fundamentals remain solid for the future growth 
prospects of foreign stocks.   
 
The ongoing strength of the US Dollar has been a headwind for international markets.  In addition, 
tariff concerns have added to the dual impact of a stronger US dollar and lower foreign growth 
forecasts.  This has been especially challenging for emerging market economies that rely on 
borrowing in US Dollars to fuel their economic growth.  We have recently seen currency issues in 
Turkey and Brazil lead to increased volatility in emerging market equities.   
 
As mentioned earlier, there may be some light at the end of the tunnel. US Dollar weakness over the 
past week or so, along with additional discussion around tariff agreements, has generated a modest 
rebound in international markets.  If those negotiations continue and the rhetoric remains positive, we 
expect to see international markets continue to gain ground.  However, if the dialogue turns divisive 
and no additional progress is made, the weakness seen so far this year will likely continue. 
 
HCM believes that properly diversifying portfolios provides our clients the highest probability of 
attaining financial freedom in retirement.  This is true because proper diversification dampens volatility 
and reduces sequence risk over time.  Even when certain asset classes aren’t performing well, it’s 
important to take a step back and remember why they are in the portfolio in the first place.  It is 
important to make sure that recency bias is not driving short-term, emotional decision making.   
 
With that said, if HCM sees the fundamental outlook for any asset class has changed we will adjust 
our portfolios accordingly. 
 
 
Weekly Focus – Think About It  
 
The best time to plant a tree was 20 years ago.  The second-best time is now.   
 
-Chinese Proverb 
 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

➢ U.S. Stocks – Russell 3000 (IWV) – Gain of 1.04% 
➢ Developed Foreign Markets (EFA) – Gain of 1.42% 
➢ Emerging Markets (EEM) – Gain of 2.75% 
➢ Fixed Income (AGG) – Gain of .25% 

 
 (Note: performance is based on the change in price plus dividends) 
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Last Week’s Headlines 
 
-US Public hearings began regarding imposing 25% tariffs on $200 billion of Chinese imports 
 
-FOMC minutes were released and showed an economy is maintaining strength and will most likely 
allow the Federal Reserve to stick to their plan of two more rate hikes by year end 
 
-US Dollar weakness led to a rebound in international markets, particularly emerging markets 
 
Eye on the Week Ahead 
 
-Case-Shiller Home Price and second estimate GDP data will give a good gauge on economic strength 
heading into the Labor Day holiday 
 
 
If you have questions about recency bias or the impact of the US Dollar on international markets, 
please contact a member of HCM’s Wealth Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 
Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 

• Past performance does not guarantee future results. 

• You cannot invest directly in an index. 

• Consult your financial professional before making any investment decisions. 

 
• • • 
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