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“Don’t be confused by reporting on indexes”
By Tommy Williams, CFP®

Does performance tell
the whole story?
American stock markets
have delivered some
exceptional performance
in recent years. Just look
at the Standard & Poor’s
500 (S&P 500) Index.
Barron’s reported the
S&P 500, including
reinvested dividends, has
returned 215 percent
since April 30, 2009.
The index is currently
trading 50 percent above
its 2007 high.
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The rest of the world’s
stocks, as measured by
the MSCI EAFE Index,
which includes stocks
from developed
countries in Europe,
Australia, and the Far
East, returned 97 percent
in U.S. dollars during the
same period. At the end
of April, the MSCI

EAFE Index was 20
percent below its 2007
high.
If you subscribe to the
‘buy low, sell high’
philosophy of investing
then these performance
numbers may have you
thinking about portfolio
reallocation. However,
performance doesn’t tell
the full story.
For example, there’s a
significant difference
between the types of
companies included in
the two indices. At the
end of April,
Information Technology
stocks comprised 22.5
percent of the S&P 500
Index and just 5.7
percent of the MSCI
EAFE Index. Financial
stocks accounted for
14.1 percent of the S&P
500 and 21.4 percent of
MSCI EAFE. It’s
important to dig beneath
the surface and
understand the drivers
behind performance
before making
assumptions or changing
portfolio allocations.
Even so, European
stocks have the potential
to deliver decent
performance this year,
according to Barron’s.

“The case for a revival
in European stocks,
particularly the
Continent’s many
multinationals, rests in
large part on
expectations for
improving global
growth…This year
Europe’s GDP is
expected to increase by
about 2 percent, after
growing 1.7 percent in
2016 – better than the
U.S.’s 1.6 percent.”
Since 1996, the value of
companies listed on
American stock
exchanges has increased
from 105 percent of
GDP to 136 percent of
GDP, according to The
Economist. During the
same period, the number
of companies listed on
American exchanges has
fallen from 7,322 to
3,671.
This fact might lead you
to surmise that a few
businesses have become
dominant in their
industries, but that’s not
the case. Many
companies are choosing
to remain private rather
than issue shares through
an Initial Public Offering
(IPO) and then trade on
an exchange. Financial
Times explained:

Reprinted with permission of the Shreveport Times May 28, 2017

“Over the past 10 years
the number of initial
public offerings in the
United States, and the
total amount of equity
raised by them, are way
down on historical
averages. If these had
held there would have
been more than 3,000
new public companies in
the past decade. Instead,
we have had fewer than
half the number of
IPOs.”

private firms worth over
$1 billion that are not
subject to publiccompany standards for
accounting and
disclosure. According to
International Business
Times, “Dow Jones
counts 77 of them in the
U.S. alone and 106
worldwide, including
Uber ($50
billion),…Snapchat ($16
billion) and SpaceX ($12
billion).”

Why don’t the leaders of
vibrant young companies
want to issue shares?
There may be several
reasons:

If young leaders
continue their reluctance
to take companies
public, those unicorns
could lose their mythical
essence and simply
become a heard of
horses. Whatever the
case, I think an
awareness of the public
vs. private business
model deserves some
attention from investors
wanting to truly
participate in the global
economy.

• Technology-intensive
businesses may need less
capital.
• It’s relatively easy to
raise money in private
equity markets.
• Regulatory
requirements for public
companies increase
litigation risk from
securities class actions.
• Private markets are
better at allowing
companies to take a
long-term perspective.
The reluctance to take
companies public has
fattened the world’s herd
of “unicorns”– a term
coined by tech venture
capitalist Aileen Lee to
describe the group of
very rare and unique

The opinions voiced in
this material are for
general information only
and are not intended to
provide specific advice
or recommendations for
any individual. To
determine which
investment(s) may be
appropriate for you,
consult your financial
advisor prior to
investing. All

performance referenced
is historical and is no
guarantee of future
results. All indices are
unmanaged and may not
be invested into directly.
The economic forecasts
set forth in the
presentation may not
develop as predicted and
there can be no
guarantee that strategies
promoted will be
successful. This material
was prepared in part by
Peak Advisor Alliance.
Visit us at
www.williamsfa.com.
Tommy Williams is a
CERTIFIED
FINANCIAL
PLANNER™
Professional with
Williams Financial
Advisors, LLC.
Securities offered
through LPL Financial,
Member FINRA/SIPC.
Investment advice
offered through RFG
Advisory Group, a
registered investment
advisor. RFG Advisory
Group, Williams
Financial Advisors,
LLC, and Peak Advisor
Alliance are separate
entities from LPL
Financial. Branch office
is located at 6425
Youree Drive, Suite 180,
Shreveport, LA 71105.

Reprinted with permission of the Shreveport Times May 28, 2017

