
2018 - A Year in Review
After logging strong returns in 2017, global equity markets delivered negative returns in US dollar terms in 
2018. Common news stories in 2018 included reports on global economic growth, corporate earnings, the 
implementation of Brexit, US trade wars with China and other countries, and a flattening US Treasury yield 
curve. Global equity markets delivered positive returns through September, followed by a decline in the fourth 
quarter, resulting in a –4.4% return for the S&P 500 and –9.4% for the MSCI All Country World Index for the year.

The fourth quarter equity market decline has many investors wondering how equities may perform in the near 
term. Equity market declines of 10% have occurred numerous times in the past. The S&P 500 returned –13.5% 
in the fourth quarter while the MSCI All Country World Index returned –12.8%. After declines of 10% or more, 
equity returns over the subsequent 12 months have been positive 71% of the time in US markets and 72% of 
the time in other developed markets. 

Exhibit 1 highlights some of the year’s prominent headlines in the context of global stock market performance 
as measured by the MSCI All Country World Index (IMI).
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Exhibit 2 offers a snapshot of the Canadian stock market based on the S&P/TSX Composite Index along with 
selected headlines. 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.

data provides evidence that markets generally have positive returns after a decline.

Market Volatility

The increased market volatility in the fourth quarter of 2018 underscores the importance of following an 
investment approach based on diversification and discipline rather than prediction and timing. For investors to 
successfully predict markets, they must forecast future events more accurately than all other market participants 
and predict how other market participants will react to their forecasted events.

There is little evidence suggesting that either of these objectives can be accomplished on a consistent basis. 
Instead of attempting to outguess market prices, investors should take comfort that market prices quickly 
incorporate relevant information and that information will be reflected in expected returns.

Exhibit 3 shows the performance of markets subsequent to declines of 10%, 20%, and 30%. For each decline 
threshold, returns are shown for US large cap, non-US developed markets large cap, and emerging markets large 
cap stocks in the following 12-month period. While declines in equity markets may cause investor concern, the 
data provides evidence that markets generally have positive returns after a decline.



The Art of Letting Go

In many areas of life, intense activity and constant monitoring of results represent the path to success. In 
investment, that approach gets turned on its head.

The Chinese philosophy of Taoism has a word for it: “wuwei.” It literally means “non-doing.” In other words, the 
busier we are with our long-term investments and the more we tinker, the less likely we are to get good results. 
That doesn’t mean, by the way, that we should do nothing whatsoever.  But it does mean that the culture of 
“busyness” and chasing returns promoted by much of the financial services industry and media can work against 
our interests.

Investment is one area where constant activity and a sense of control are not well correlated. In Taoism, by 
contrast, the student is taught to let go of factors over which he has no control and instead go with the flow. 
When you plant a tree, you choose a sunny spot with good soil and water. Apart from regular pruning, you leave 
the tree to grow. 

But it’s not just Chinese philosophy that cautions us against busyness. Financial science and experience show 
that our investment efforts are best directed toward areas where we can make a difference and away from 
things we can’t control. 

So we can’t control movements in the market. We can’t control news. We have no say over the headlines that 
threaten to distract us. But each of us can control how much risk we take. We can diversify those risks across 
different assets, companies, sectors, and countries. We can influence transaction costs.  And we can exercise 
discipline when our emotional impulses threaten to blow us off-course. 

These principles are so hard for people to absorb because the perception of investment promoted through 
financial media is geared around the short-term, the recent past, the ephemeral, the narrowly focused and the 
quick fix.

You see, much of the media and financial services industry wants us to be busy about the wrong things. The 
emphasis is often on the excitement induced by constant activity and chasing past returns, rather than on the 
desired result. The consequence of all this busyness, lack of diversification, poor timing decisions, and narrow 
focus is that most individual investors earn poor long-term returns and do not achieve their goals.

Diversification does not protect against loss in declining markets. It is not possible to invest in an index. 
1. “Quantitative Analysis of Investor Behavior,” Dalbar, 2013. Adapted from “The Art of Letting Go” by Jim Parker, Outside the Flags column on Dimensional’s website, May 2013. This 
information is provided for educational purposes only and should not be considered investment advice or a solicitation to buy or sell securities. Dimensional Fund Advisors LP is an 
investment advisor registered with the Securities and Exchange Commission.



This material is provided for general information and is subject to change without notice. Every effort has been made to compile this material from reliable sources 
however no warranty can be made as to its accuracy or completeness. Before acting on any of the above, please make sure to see me for individual financial advice 
based on your personal circumstances. Assante Capital Management Ltd. is a member of the Canadian Investor Protection Fund and Investment Industry Regulatory 
Organization of Canada.

Past performance is no guarantee of future results. This information is provided for educational purposes only and should not be considered investment advice or a 
solicitation to buy or sell securities. There is no guarantee an investing strategy will be successful. Diversification does not eliminate the risk of market loss.

Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.
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CONCLUSION

2018 included numerous examples of the difficulty of predicting the performance of markets, the im-
portance of diversification, and the need to maintain discipline if investors want to effectively pursue 
the long-term returns the capital markets offer. Uncertainty and market declines are part of the nature 
of investing.  Uncertainty is not a pleasant experience for most investors—and market downturns can 
bring discomfort. But learning to embrace their inevitability can be liberating.  If investment outcomes 
were certain and prices never declined, we would not expect more than the risk-free rate of return. 

Looking forward, we wish you a healthy and prosperous 2019. As always, our team is always here to 
answer any questions you may have. 

Sincerely, 

Danielson Group Wealth Management


