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A Look Back – 4th Quarter 2018 
 

Perhaps truer words were never spoken.  The above quote comes from the late great catcher of the New York 

Yankees, Yogi Berra.  Yogi was an 18-time All Star, and won 10 World Series Championships as a player—more 

than any other player in Major League Baseball history.  He died in 2015 at the age of 90, but his many colorful 

bumblings live on forever.  Another favorite that is just as applicable today is “it’s like déjà vu all over again.”  

Markets generally go up…until they don’t.  As the chart of the S&P 500 below shows, we experienced one of those 

don’ts in the fourth quarter of 2018, and specifically in December.  There was no Santa Claus rally to be found, as 

the S&P 500 was negative by 9.03% for the month alone.  The fourth quarter of 2018 found domestic large cap 

equities down 13.5%, which put the calendar year 2018 in the red by 4.38%.   

 
 

 
 
 

 
The chart above continues to be useful as we navigate markets not really seen in the last decade.  Although we have 

seen spikes in market volatility and some brief market corrections since the low in March 2009, we have yet to see a 

true bear market in the S&P 500 based on the closing index level.  A 20% move from peak to trough, typically 

signifies a bear market.  This type of negative move is also part of normal market and economic cycles going back 

decades.  What felt different in December was the severity of the daily moves…in both directions, as we became 



attached to news headlines of the day.  And there were plenty.  From a Federal Open Market Committee (FOMC) 

bent on increasing short term rates (and also reducing their balance sheet from bailout purchases from the Great 

Recession of 2007-2009), to an ongoing trade war with China, a market that was long in the tooth to begin with had 

ample reasons to at least pause and recalibrate.  With the onslaught of various social media outlets over the last 

couple of decades and the speed at which information is communicated, we have become obsessed with knowing 

the “why” quickly.  The recent market declines were no different.  Domestic equity markets that were extended and 

overvalued by most quantitative and qualitative measures weren’t enough.  In joining the “what happened?” crowd, 

we believe that an out-of-touch Fed that proclaimed that we were “far away” from rate neutrality in October and 

then backtracked a month later was one of the major catalysts.  They did go on to increase short-term rates another 

.25% in December, and although good for savings accounts, the higher rates have not been so good for home and 

auto buyers or credit seekers of any ilk.  This leads to what we see in the economic numbers shown below. 
 
 

 
 
 

Several economic indicators jump off the page.  Unemployment in the United States remains historically low.  The 

November reading of 3.7% marked a 49 year low.  It did inch up to 3.9% in December, but for perspective, when I 

started in this business in the mid-1980’s, a 5% reading was considered “full employment” as it was believed that 

various economic factors contributed to keeping that number from staying lower.  The tax overhaul signed into 

law in December 2017 acted as a tailwind for corporations and smaller businesses as they continued to hire 

throughout 2018.  It represented the most significant change in U.S. tax law in more than 30 years, as it lowered 

the corporate tax rate to a flat 21% on all profits, compared to a global average of around 25%.  Also, even with the 

increase in short-term rates discussed previously, longer-term rates remained stubbornly low. The 10 year U.S. 

Treasury yield hovered around 3% near the end of 2018, and currently stands at 2.79%, only .17% higher than the 

current 2 year Treasury yield of 2.62%.  In fact, it is this discussion of a potential yield curve inversion that 

had/has many market participants jittery.  Historically, when the 10 year yield is lower than the two year, it has 

been a sign of an oncoming economic recession.  It has preceded every recession in the U.S. since WWII.  To be 

clear, although the spread between the two and 10 year is extremely narrow, it has not inverted…yet.  Further, 

even when the two have inverted, it has not signaled an immediate economic downturn.  Following this type of 

inversion, the time to recessions ranged from several months to a couple of years.  That is certainly nothing that 

you can base asset allocation changes on with the expectation of immediate gratification. 

 



The asset class returns table below represents a serious departure from what we have seen over the last 15 years.  

The expression “cash is king” took on a much more tangible meaning, as the 1.8% return in Cash bested all of the 

other asset classes in 2018.  It marked the first time since 1992 that Cash outperformed Equities and Fixed Income.  

Indeed, the same was true from markets around the globe, as International Developed and Emerging Markets 

were down 13.4% and 14.2%, respectively.  Portfolio diversification, or the art of spreading allocations across 

various asset classes to decrease overall risk, did not really work in 2018.  Like many other market factoids that 

work over longer periods of time, there can be shorter time horizons that just do not pan out.  It does not mean 

that you abandon practices that have a 100 years of history on their side, but rather that you recognize the 

deviation from the norm…adjust and move on.  Yogi also said, “When you come to a fork in the road, take it.” 

 

 
 
 

A Look Ahead 
 

So, now what?  The first three weeks of 2019 have delivered a significant climb out of the negative hole that was the 

4th quarter of 2018.  The S&P 500, for example, is up over 6.5% already.  Many would have been happy with that 

return for the entire calendar year of 2019 just a few short weeks ago!  Most of the same concerns that fueled the 

downward spiral of a few months ago remain.  Concern about the direction of the Fed and global trade wars still 

loom.  Additionally, we are now one month into a government shutdown that has brought out the worst from both 

sides of the aisle.  Most global economies are much further into slumps than the U.S.  The yield curve remains 

stubbornly flat and teetering on inversion.  Mortgage applications are at their lowest levels in 18 years, and 

construction layoffs are the highest since 2006.  There is real angst about the rising Federal deficit coupled with rising 

rates and how that may affect our overall economy.  Additionally, there are a handful of other geo-political clouds 

that seem to always be hanging overhead that could turn darker in short order.  However, some positives are out 

there too.  There are some early indications that 4th quarter earnings announcements may not be as bad as earlier 

feared, especially since earnings per share growth expectations have come in quite a bit in the last several months.  

The bar has been lowered a bit.  Corporations buying their own shares back through repurchase plans have been a 

factor in the market rally of the last several years.  Those whose prices were especially hit hard recently have talked 

about continuing such practices at reduced costs.  This, alone, could act as a buffer to more serious declines.  There 

was even an acronym, TINA, (There Is No Alternative)  born out of the zero to near-zero interest rates of the 2008-

2016 time frame, where many felt that buying stocks was the only reasonable place to invest their money.   



There can be little doubt that people were buying stocks for the yield and potential upside appreciation, when they 

may have otherwise been traditional CD or other shorter-term fixed income investors. 

 

The chart below is a new one here.  It is interesting in that it shows all drawdowns of 5% or more from record closes 

since that March 2009 low in the S&P 500.  There have been 20 such instances, with eight qualifying as corrections of 

10% or more.  To date, although close in 2011, and again in December of 2018, none have cracked the bear market 

threshold of down 20%.  Charts like these highlights the fact that down markets are not that uncommon, and are 

part of the fabric of full market cycles.  In times of increased market volatility like we currently experienced, it makes 

sense to reaffirm our overall asset allocation, and to actively adjust between the losers and the winners.  It is what 

has always worked over time.  We did that in late 2018, with a shift toward value over growth and a slight increase 

in cash, with an eye on de-risking our client portfolios as the end of this historic bull market plays out. We learned a 

long time ago that trying to call tops and bottoms are for the carnival psychics and the dart throwers. We remain 

committed to diverse, efficient asset allocations. 
 
 

 
 

 

The two tables below show the number of days that the S&P 500 had 1% or more moves over the last several years, 

along with the number of days spent in correction territory.  There was an increase in both last year, and it would not 

be surprising to see that trend continue into 2019.  It would also not be surprising to see that bear market threshold 

challenged again, and some intermittent rallies as well.  According to Yogi, “the future ain’t what it used to be.”                         

 

 


