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There were not many places to hide in 2018 – all 
major asset classes had negative returns except cash 
and bonds. Investing in conservative assets such as 
cash and bonds would have been the right place to 
be last year but extending the time horizon tells a 
different story. Over the past 10 years, global stocks 
returned 9.5% while cash returned 0.2% and bonds 
earned 3.1%. Short-term returns can vary from year-
to-year, but history shows long-term investors get 
rewarded for the risk they take. 

BONDS 

The Federal Reserve raised interest rates four times 
in 2018, taking the Federal Funds Rate from 1.5% 
in 2017 to 2.5% by year-end. Rising interest rates 
put downward pressure on bond prices for most 
of the year. The Barclays Aggregate Bond Index 
was down between 1 and 3% for much of 2018, 
causing many investors to question the case for 
owning fixed income in this environment. High 
quality bonds proved their worth in the fourth quarter 
by returning 1.6% while major stock market indexes 
were down double digits. By year-end, U.S. bonds 
finished flat at 0.01% and global bonds earned 
3.17%. Heading into 2019, much attention will 
continue to be focused on the Federal Reserve. Will 

the central bank adapt to current market conditions 
or will they continue to tighten financial conditions? 
We cannot predict which direction they will go, but 
we are confident our bonds are well positioned to 
be an anchor for our portfolios in either situation. 

STOCKS

A sea of volatility whipsawed investors throughout 
the year as all major stock market indexes finished 
negative. The U.S. stock market was down the 
least out of the major regions, returning -5.2%. 
Despite record earnings, U.S. stocks struggled to 
gain momentum at any point. The S&P 500 finished 
the year negative for the first time in nine years. 
International markets struggled all year long as 
developed markets returned -14.1% and emerging 
market stocks posted -14.6%.  Trade wars and 
slowing global growth hurt international economies 
more as they are far more dependent on trade and 
exports. In addition, Brexit uncertainty continues 
to cloud the investment picture as the populist 
movement continues in Europe. Despite the rough 
year in stocks, by in large, company fundamentals 
remain solid. Global valuations have improved and 
now offer better prospective long-term returns than 
a year ago.  

ECONOMY

The U.S. economy extended its expansion to 114 
months, making it the second longest in history. By 
many measures, the economy is on firm footing. 
Unemployment rate remained well below the 
historical average, wage growth trended in the 
right direction, and inflation was low. The economic 
indicators we follow do not show a recession is 
imminent in the short-term, but we do recognize a 
slowdown in growth is plausible. Global growth 
on the other hand has already slowed but remains 
in positive territory. With this much uncertainty 
surrounding trade policies, companies are inclined 
to see how things play out before making investments 
into their businesses. The good news is we are 
starting to see signs of progress with constructive 
dialogue beginning to occur between China and 
U.S. The ramifications of a full-blown trade war are 
immense. We hope to see this issue resolved in 
2019 so the markets can stop trading on headlines 
and begin focusing on fundamentals again.
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Market Summary: 2018 Index Returns

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.
Market segment (index representation) as follows: US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [net div.]), Emerging Markets (MSCI Emerging Markets Index [net 
div.]), Global Real Estate (S&P Global REIT Index [net div.]), US Bond Market (Bloomberg Barclays US Aggregate Bond Index), and Global Bond Market ex US (Bloomberg Barclays Global Aggregate ex-USD Bond 
Index [hedged to USD]). S&P data © 2019 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights 
related to the Russell Indexes. MSCI data © MSCI 2019, all rights reserved. Bloomberg Barclays data provided by Bloomberg.
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World Stock Market Performance

MSCI All Country World Index With Selected Headlines From Past 12 Months
Short Term (Q1 2018–Q4 2018)
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“Nasdaq Crests 7000
as Tech Giants Roar 
Into 2018”

“Congress Passes 
Mammoth Spending 
Bill, Averts Shutdown”

“US, China Tariffs Hit 
American-Made Products 
from Chips to Cars”

“Nasdaq Crosses 
8000 Threshold 
for First Time”

“Fed Raises Interest Rates, 
Signals One More 
Increase This Year”

 “US Indexes Close
with Worst Yearly 

Losses Since 2008”
“Yield on 10-Year US 
Government Bond Hits 
3% for First Time in Years”

“Inflation Rate Hits 
Six-Year High in May”

“Trump Pulls US 
Out of Iran Deal”

“US Jobless Claims
Hit Lowest Level 

since 1969”

“China’s Trade
Surplus with

US Hits New
Record”

“US Unemployment Rate 
Falls to Lowest Level Since 1969”

“Midterm Elections Produce 
a Divided Congress”

“Oil Prices Drop Sharply 
as OPEC Struggles to 
Agree on Cuts”

“Profits Surge
at Big US 

Firms”

“Eurozone Growth 
Stutters as US Economy 

Powers Ahead”

“Existing-Home Sales Suffer 
Largest Annual Drop in Four Years”

“US Imposes New Tariffs,
Ramping Up 'America
First' Trade Policy”

Long Term (2000–Q4 2018)   LAST 12
MONTHS
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These headlines are not offered to explain market returns. Instead, they serve as a reminder that investors should view daily events from a long-term perspective and avoid making investment decisions based solely 
on the news.Graph Source: MSCI ACWI Index [net div.]. MSCI data © MSCI 2019, all rights reserved.It is not possible to invest directly in an index. Performance does not reflect the expenses associated with 
management of an actual portfolio. Past performance is not a guarantee of future results. 
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Beyond the Quarter: Survey of Long Term Performance AS OF DECEMBER 31 2018

INDEX 5 Years % 10 Years % 20 Years % Since Inception % Inception Date

Global Stocks

MSCI All Country World Index (gross div.) 4.82 10.05 5.02 7.45 JANUARY 1988

US Stocks  

Russell 3000 Index 7.91 13.18 5.96 11.49 JANUARY 1979

International Stocks

MSCI World ex USA Index (gross div.) 1.14 7.06 4.64 5.64 JANUARY 1970

MSCI Emerging Markets Index (gross div.) 2.03 8.39 8.85 10.42 JANUARY 1988

Global Real Estate Investment Trust Stocks  

S&P Global REIT Index (gross div.) 6.44 11.30 9.19 8.52 JULY 1989

Bonds

Bloomberg Barclays U.S. Aggregate Bond Index 2.52 3.48 4.55 7.27 MAY 1986

Bloomberg Barclays Global Aggregate Bond Index (hedged to USD) 3.44 3.78 4.55 5.88 JANUARY 1990

Inflation

US Consumer Price Index* 1.58 1.72 2.17 2.89 JANUARY 1926

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio. 
*Returns are through November 2018. Market segment (index representation) as follows: Global Stocks (MSCI All Country World Index), US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI 
World ex USA Index [gross div.]), Emerging Markets (MSCI Emerging Markets Index [gross div.]), Global Real Estate (S&P Global REIT Index), Short-term US Bonds (BofA Merrill Lynch 1-5 Year US Corporate And Govt 
Index), and Global Bonds (Barclays Global Aggregate Bond Index [hedged]). Russell data © Russell Investment Group 1995–2015, all rights reserved. MSCI data copyright MSCI 2015, all rights reserved.  Barclays 
data provided by Barclays Bank PLC. BofA Merrill Lynch data provided by Bank of America Corp, all rights reserved 
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 A Question of Equilibrium

“Sellers were out in force on the market today after 
negative news on the economy.” It’s a common line 
in TV finance reports. But have you ever wondered 
who is buying if so many people are selling? 

The notion that sellers can outnumber buyers on down days 
doesn’t make sense. What the newscasters should say, of 
course, is that prices adjusted lower because would-be 
buyers weren’t prepared to pay the former price. 

What happens in such a case is either the would-be sellers 
sit on their shares or prices quickly adjust to the point where 
supply and demand come into balance and transactions 
occur at a price that both buyers and sellers find mutually 
beneficial. Economists refer to this as equilibrium. 

But the price at which equilibrium is reached can change. 
That’s because new information is coming into the marketplace 
continually, forcing would-be sellers and would-be buyers to 
constantly adjust their expectations. 

That new information might be company-specific news on 
earnings. It might be news that has implications for specific 
industries—like a spike in oil prices. Or it might be an 
economic development that affects the entire market, like 
a change in the unemployment rate. Given this constant 
flux in the flow of news and information and the changing 
expectations of participants, it can be reassuring to 
remember that for everyone selling shares there must also be 

buyers of those shares—or the trade will never take place. 
And whenever information changes, prices may change and 
quickly reach a new level of equilibrium. 

Recent trading activity by market participants in shares of a 
US-based health care provider offers a clear example of how 
quickly prices adjust to new information. It was reported in 
late July 2018 that a large private equity firm was in talks to 
purchase the health care firm at a price valuing the company 
at $65 per share. Prior to the announcement, shares of the 
firm were trading around $48. When the announcement 
broke, the market price for the stock adjusted overnight to just 
below $65. In other words, after news of the impending sale 
hit the market, the supply and demand for the stock met at a 
new equilibrium price. 

Given that security prices rise and fall based on a multiplicity 
of influences, how should investors interpret and act on 
these signals? We believe that trying to untangle all these 
influences and profit from perceived mispricing is not possible 
in a systematic and scalable manner.

An alternative approach is to start by accepting that prices 
are fair and reflect the collective expectations of market 
participants. While information frequently changes, this is 
quickly built into prices. Competition among buyers and 
sellers is such that it’s not possible to consistently outguess 
the market.

The second step is to see that fairly priced securities can have 
different expected returns. And we can use market prices and 
security characteristics to identify those securities that offer 
higher expected returns. 

The third step is to build highly diversified portfolios around 
these broad drivers of return, while implementing efficiently 
and managing the cost of buying and selling securities. 

The final step is to apply discipline and rebalance your 
portfolio to either stay within your chosen risk parameters or 
to adjust for changes in circumstances. 

Ultimately, the market is like a giant information processing 
machine. All the influences mentioned above are constantly 
being assessed by millions of participants, and prices adjust 
based on those collective expectations. 

The returns we expect from investing do not necessarily show 
up every day, every week, every month, or even every year. 
But the longer we stay invested, the more likely we are to 
capture them. So, rest assured that even when prices are 
falling, people are still buying. The market is doing its job, and 
we believe the rewards will be there if you remain disciplined.

Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission. 
Investing involves risk and the possible loss of principal, and there is no guarantee strategies will be successful. Diversification and rebalancing do not eliminate the risk of market loss. The US health care provider example noted is provided for illustrative 
purposes only, intended only to demonstrate prices incorporating information quickly, and is not to be considered a recommendation to buy or sell any security. It is also not intended to represent a security purchased, sold, or recommended for advisory 
clients, and it should not be assumed that the investment in the security identified was or will be profitable. All expressions of opinion are subject to change. This article is distributed for informational purposes, and it is not to be construed as an offer, 
solicitation, recommendation, or endorsement of any particular security, products, or services. Investors should talk to their financial advisor prior to making any investment decision.
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