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Maintaining Global Diversification 

In last month’s Private Client Letter I discussed how the current bull 
market now ranks as the longest running bull market on record (without 
experiencing a 20% correction); surpassing the 1990-2000 technology 
uptrend.  With U.S. equities near all-time highs, globally diversified investors 
have seen their portfolios underperform the S&P 500 over the past year and 
understandably question the logic of their foreign holdings. 

While U.S. stocks have outperformed foreign equities over most of the 
current bull market, it is important that investors resist the temptation to 
abandon their ex-U.S. securities.  The Wall Street Journal recently noted 
that the U.S. was among the worst-performing stock markets worldwide in 
the 1970s and the 2000s; it also earned lower returns than the average 
international market in the 1980s.  

Over the 10 years ended in December 1986, international stocks 
outperformed the U.S. by an average of 6.2 percentage points annually; even 
over the decade through December 2007, U.S. stocks lagged the rest of the 
world by an annualized average of 3.1 percentage points. 

According to respected J.P. Morgan strategist, Marko Kolanovic, the 
divergence between U.S. stocks and international equities over the past year 
is unprecedented, and he predicts foreign equities will outperform the 
domestic market over the rest of the year. 

While no one can definitively say when relative performance might once 
again favor foreign equities, history would seem to indicate that periods of 
underperformance are eventually followed by periods of outperformance. 
While U.S. economic activity remains very strong, should U.S. growth merely 
slow relative to other economies, stock markets elsewhere in the world are 
likely to catch up to or surpass the S&P 500. 

While we expect stronger relative performance from foreign markets at some 
point, we remain bullish on U.S. equities.  After two straight months of 
declines in February and March where the S&P 500 dropped over 10%, 
equities have come roaring right back with six straight months of gains.  The 
current six-month winning streak for the market is only the sixth such time in 
the history of the index that the months of April through September have 
been positive.  Based on the experiences of the prior five streaks, October 
saw an average gain of 2.38% (median: 2.22%) with gains four out of five 
times.  That average is nearly four times the average gain of 0.61% for 
all Octobers since 1928.  Looking at the entire fourth quarter, the S&P 500’s 
average gain during Q4 of these prior years was a gain of 9.2% (median: 
8.21%) with gains in each year.  Here again, the average gain in these five 
years is more than four times the average of 1.9% for all three month periods 
since 1928.  (Bespoke)  
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U.S. earnings growth remains a strong supporting factor for stocks, and the healthy corporate picture is boosting 
the consumer via job growth and confidence.  Initial jobless claims are at their lowest levels since the late-1960s 
and could soon move below the 200k mark, which is almost unheard of. 
 
The final unemployment claims number from 
September marked the 186th straight week where 
claims were at or below 300K, it was the 51st 
straight week where claims were at or below 
250K (the longest streak since 1970), and the 
12th week where claims were at or below 225K.  
 
The strong labor market and higher take-home 
pay has boosted consumer confidence, which 
continues to hover near record highs.  Total 
personal income is up 4.7% in the past year. 
 
Business confidence remains elevated, with the National Federation of Independent Business (NFIB) Optimism 
Index recently hitting a record high; while capital expenditure plans remain elevated.   
 
At the end of September the Federal Reserve raised rates by 25 basis points.  At this point, the outlook for the 
remainder 2018 looks largely determined, with both 75% of Fed officials and the markets pricing in one more rate 
hike in December to make it four for the year.  While the Fed has very successfully raised rates at the front of 
the curve, long -term rates have been remarkably stable. 

 
To be sure, high expectations, elevated investor sentiment, and the 
possibility of a monetary mistake all have the potential to trigger a short-
term correction.  Against this backdrop, bouts of volatility and corrective 
phases become more likely, however we believe the bull market will 
continue with the risks of a recession remaining quite low. 
 
As the fourth quarter of 2018 begins, one cloud of uncertainty was lifted in 
a dramatic last-minute agreement between the U.S. and Canada revising 
the North American Free Trade Agreement.  To be officially called the U.S.
-Mexico-Canada Agreement (USMCA), the deal makes significant changes to 
the rulebook that has governed continental commerce since 1994.   
 
These negotiations started in mid-August 2017, and their completion just 
over a year later marks an unusually rapid pace for trade negotiations.  
U.S. equity markets rallied following the news, extending advances 
following its biggest one-quarter gain of the year.    
 
Progress in trade negotiations with Canada represents a very positive 
development with implications stretching beyond North America.  The fact 
that the U.S. was able to forge agreements with other large trading 
partners in recent months—including the European Union, Mexico and now 
Canada—has helped alleviate investors’ fears about global trade.  
 
The fundamentals for the U.S. economy have rarely been better and our 
current view is that U.S. stocks will continue to make new record highs 
over the next 12 to 18 months.  As global trade issues are resolved, we 
believe it is also possible that international equities will rise even further 
in what can be referred to as a cross-asset convergence trade.  
Accordingly, we are maintaining our globally diversified strategies. 
 
Thank you for your continued trust and confidence. 
 
John E. Chapman 
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