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August Market Rundown:   

In August the S&P 500 Index reached a new all-time high, 
entering “bull” market territory.  This marked the end of the 
“bear” market defined as a -20% decline for stocks, which 
began in March.  The speed at which the bear market and 
subsequent rebound occurred are highly unusual.  In fact, 
this roundtrip for stocks set new records for both the fastest entry into a bear market, and recovery 
to a new bull market.  In case you are curious, over the last 75 years the shortest time period 
between the end of one bear market and the beginning of another is 2 years and 2 months.  The 
S&P 500 fell -22% during a bear market that ended on 10/07/66.  The next bear market for stocks 
was an 18-month tumble of -36% which began its downward slide on 11/29/68 (Source: MFS By the 
Numbers).  We certainly hope the next bear market doesn’t break that speed record!  Better than 
expected Q2 corporate earnings helped spur stocks higher.  As of the date of publishing, nearly 76% 
of companies reporting Q2 earnings outperformed analyst estimates.  Low earnings expectations 
set the table for upside earnings surprises and rising stock prices.  Broadly speaking we are 
encouraged by Q2 corporate earnings performance, particularly for client equity holdings.   

The Leading Economic Index (LEI) for the U.S., which was created by the Conference Board to gauge 
where economies are heading, has increased for three consecutive months.  Historically, after a 
recession occurs, this type of strong and sustained rebound in the LEI has signaled the worst part of 
the recession is over and the economy is on the road to recovery.  This time may be different.  No 
past economic recessions were caused by something like the Covid-19 lockdown.  Additional 
government stimulus will likely be needed to sustain the economic rebound.   

An encouraging development is that researchers appear to be on the cusp of finding a successful 
Covid-19 vaccine.  Out of the 170 vaccine candidates tracked by the World Health Organization 
(WHO), nine are now in Phase 3 testing.  Phase 3 testing involves large-scale trials for efficacy and 
safety.  Development of a successful vaccine would obviously be a huge shot in the arm (pun 
intended) for the global economy.  We are cautiously optimistic the worst is behind us as far as the 
economic shock.  Still, we anticipate the road to recovery will be uneven, and investors are in for a 
bumpy ride through year end.  In our view, client portfolios are well positioned to remain resilient, 
and capitalize as new opportunities arise.   
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August: +6.09% +7.19% +5.63% +5.15% +2.24% -.71% -.41% 

YTD: +4.05% +9.74% -5.53% -4.28% +.68% +2.28% +29.69% 

https://www.reuters.com/article/us-usa-stocks-s-p500-bear-graphic/say-goodbye-to-the-shortest-bear-market-in-sp-500-history-idUSKCN25E2R9
https://markets.businessinsider.com/news/stocks/stock-market-sp500-hits-record-high-intraday-bear-market-recovery-2020-8-1029513252
https://www.streetinsider.com/ec_beat.php
https://www.conference-board.org/pdf_free/press/US%20LEI%20PRESS%20RELEASE%20-%20AUGUST%202020.pdf
https://finance.yahoo.com/news/senate-republicans-eye-vote-500-144058115.html
https://finance.yahoo.com/news/senate-republicans-eye-vote-500-144058115.html
https://www.theguardian.com/world/ng-interactive/2020/aug/27/covid-vaccine-tracker-when-will-coronavirus-vaccine-be-ready
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Global Investing: 

Combining domestic and international stocks forms what is commonly described as a “global” 
portfolio.  Compared to a domestic only stock portfolio, a global approach increases geographic 

diversification, and expands an investor’s opportunity set to potentially increase returns.  However, 
adding international stocks also introduces new risks.  When building a global equity portfolio, an 
important question to ask is, “What percentage of the portfolio should be invested in international 
stocks?”  Highly regarded investors come to very different conclusions on the question of how 
much exposure a U.S. investor should have to international markets.  Vanguard founder Jack Bogle 
recommended making little to no investment in international securities.  Meanwhile, Bridgewater 
CIO Ray Dalio believes that geographic diversification is critically important, and investing in a 
balanced global portfolio is a no brainer.   

Curiously, most investors around the world tend to exhibit a strong “home country bias”, 
concentrating their portfolio in stocks from their home country.  Intuitively, it makes sense that 
people like to invest in markets and stocks with which they are familiar.  Does this bias hurt investor 
returns?  It depends where an investor is based, but at least for U.S. investors the home country 
bias has worked out well.  U.S. markets have outperformed international markets with less volatility 
over the last 10, 20, and 40-year time periods (see data above).   

So, if international markets have performed poorly compared to U.S. markets, is a global approach 
to equity investing a mistake?  We would caution investors not to “drive looking in the rearview 
mirror”, avoiding international stocks based on poor relative past performance.  The future is likely 
to be different than the past, and a compelling case for global investing can still be made.  That said, 
the global stock market has changed a lot over the last 40 years and markets have become 
increasingly interconnected.  In our view, it is important to look beyond where a stock is 

U.S. stocks (S&P 500) have outperformed international 

stocks (MSCI EAFE) recently and over the long term.  

Annualized return, standard deviation, and growth of 

wealth for a hypothetical $10 investment is from 

08/01/1980 to 07/31/2020.  Source: Dimensional Funds 

Investors around the world exhibit a “home country 

bias”, investing a much greater percentage of their 

portfolio in stocks of their home country relative to that 

country’s percentage weighting of the global stock 

market.  Rational Reminder 

https://www.investopedia.com/terms/g/geographical-diversification.asp
https://www.investopedia.com/terms/g/geographical-diversification.asp
https://www.investor.gov/introduction-investing/investing-basics/investment-products/international-investing
https://www.morningstar.com/articles/885739/why-jack-bogle-doesnt-own-non-us-stocks
https://www.cnbc.com/2020/01/30/heres-the-strategy-bridgewaters-ray-dalio-is-using-to-deal-with-coronavirus.html
https://mebfaber.com/2020/01/10/the-case-for-global-investing/
https://rationalreminder.ca/blog/2019/12/5/for-investors-a-little-home-country-bias-goes-a-long-way
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headquartered when determining the level of international market 
exposure it adds to a portfolio.  It is increasingly common for U.S. 
companies to generate a large percentage of sales from overseas.  
Many U.S. equity investors may have more exposure to 
international markets than they realize.  For example, as the end of 
August while only 25% of HWM’s core equity portfolio was 
invested in “international” stocks, on a weighted average basis, 
51% of revenues were sourced from international markets.  We like 
the ability of U.S. companies like Visa and Microsoft to navigate 
opportunities in the global marketplace and the level of exposure 
to international markets they provide.   

However, if we were to limit the portfolio to include only 
companies domiciled in the U.S., investment opportunities would 
be missed.  One example is ASML, a Netherlands based company 
which may be the most important technology company you have 
never heard of.  ASML has a near monopoly on the manufacture of 
machines used to make computer chips.  One could argue that ASML is the company most 
responsible for the exponential growth in computing power over the last 30 years and may be best 
positioned to drive this growth over the next decade.  Computer chips are found nearly everywhere 
these days, a trend we think will expand further.  ASML is the company we like best to benefit from 
this long-term secular growth trend.  If we only invested in companies headquartered in the U.S., 
ASML wouldn’t be part of our investible universe. 

Takeaways:  

We feel the present HWM core equity portfolio allocation offers clients appropriate global 
diversification.  Exposure to international markets can be achieved through investment in 
companies headquartered in the U.S. but limiting a portfolio to only companies headquartered in 
the U.S. would come at a sizable opportunity cost.  Special thanks to HWM summer intern Evan 
Smith for his contributions to this piece on global investing! 

   

The information published herein is provided for informational purposes only, and does not constitute an 

offer, solicitation or recommendation to sell or an offer to buy securities, investment products or 

investment advisory services. All information, views, opinions and estimates are subject to change or 

correction without notice. Nothing contained herein constitutes financial, legal, tax, or other advice. The 

appropriateness of an investment or strategy will depend on an investor’s circumstances and objectives. 

These opinions may not fit to your financial status, risk and return preferences. Investment 

recommendations may change, and readers are urged to check with their investment advisors before 

making any investment decisions. Information provided is based on public information, by sources 

believed to be reliable but we cannot attest to its accuracy. Estimates of future performance are based on 

assumptions that may not be realized. Past performance is not necessarily indicative of future returns. 
Investment Advisory Services offered through Heirloom Wealth Management LLC, a Registered 

Investment Adviser. 

Top HWM Equity Portfolio 

Holdings and % Revenues from 

International Markets. Data 

Source: Goldman Sachs 

Company / Fund % Rev. Non-U.S.

Facebook (FB) 57.000%

Alphabet (GOOGL) 54.000%

Visa (V) 55.000%

Paypal (PYPL) 47.000%

GQG International MF (GSMIX) 76.000%

ASML Holding (ASML) 82.700%

Republic Services (RSG) 0.000%

Johnson & Johnson (JNJ) 49.000%

Health Care SPDR Fund (XLV) 36.060%

Microsoft (MSFT) 49.000%

Amazon (AMZN) 31.000%

Berkshire Hathaway (BRK.B) 17.000%

American Tower (AMT) 43.000%

Dollar General (DG) 0.000%

Linde plc (LIN) *Unofficial* 61.000%

Mercado Libre (MELI) 100.000%

https://www.asml.com/en
https://resoluteoptimism.bailliegifford.com/moores-law/


 

4 
By:  M. Euston MS, CFP© 

HWM SEPTEMBER 2020 NEWSLETTER 

 

 

 

 

 

 

 


