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Be Careful What You Ask For

… because you just might get it.  Recent populist revolts 
against the established political elites in Western democracies 
have disrupted the status quo and impacted policy makers’ 
choices to respond to the challenges of the day, chiefly: a 
slowing global economic expansion, an aging bull market, 
widening income inequality, unfavorable demographics, 
immigration fallout, and a rising ocean of sovereign and 
corporate debt.

As we survey the markets and assess the macro economy at 
the close of 2018, we hear echoes of “Trade wars are good, 
and easy to win,” in the high-stakes brinksmanship emanating 
from Washington.  The President is following the strategy 
he outlined in his book, The Art of the Deal, as he utilizes 
unconventional negotiating tactics to apply maximum pressure 
on China, Iran and others.

We have, on many occasions, pointed out that Wall Street 
abhors uncertainty, and market participants drive down 
stock prices when they are unsure regarding the direction of 
monetary policy and the economy.  Wall Street is looking for 
predictability and clear direction, but both assets are in short 
supply right now.
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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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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. The S&P data is provided by Standard & Poor’s Index Services Group. 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. Dow Jones data © 2019 S&P 
Dow Jones Indices LLC, a division of S&P Global. All rights reserved. S&P data © 2019 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. 
Bloomberg Barclays data provided by Bloomberg. Treasury bills © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated 
work by Roger G. Ibbotson and Rex A. Sinquefield). 

World Asset Classes
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reserved. Dow Jones data © 2019 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. S&P data © 2019 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Bloomberg Barclays data 
provided by Bloomberg. Treasury bills © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield). 

Equity markets around the world posted negative returns for 2018. Looking at broad market indices, the US outperformed non-US developed 
and emerging markets.  

Value stocks were positive vs. growth stocks in emerging markets but negative in the US and non-US developed markets. Small caps 
underperformed large caps in the US, non-US developed, and emerging markets. 

REIT indices outperformed equity market indices in both the US and non-US developed markets. 
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Solid Fundamentals, Eroding Confidence

Despite the handwringing and seismic swings on Wall Street, the U.S. economy continues to advance.  Is the rate of growth 
slowing?  Yes, but that fact is not at all surprising given that we’re nine years into the current expansion.  The American 
economy has tremendous momentum, so even as some forward-looking indicators (such as PMI – the index of corporate 
purchasing managers) start to weaken, important current indicators still show signs of strength.  For example, the jobs report 
last week was very strong, with payrolls rising by 312,000 and wages accelerating more than expected (3.2% year over year).  
The December print of the ISM non-manufacturing index came in at 57.6, a five-month low, but still consistent with an historic 
level of economic activity that correlates to GDP growth of almost 3%.  Importantly, the key new orders index strengthened in 
December, to a six-month high.  The headline index declined due to a drop in general sentiment, not hard data on orders or 
employment. Similarly, the downturn in the stock market is driven by investor sentiment, not a collapse in fundamentals.  
Investors had been pushing stocks lower on fears of a pending recession, but it was actually a rapid evaporation of confidence 
– in the Fed, in global growth, in the domestic economy, in the administration’s policies… all of which combined to spike 
volatility and depress risk assets.  The equity markets are decoupling from the economy, which is still healthy despite a 
downshift in the rate of growth.

International markets are weakening more quickly than here in the U.S., with particular stress in Europe and China.  Whether it’s 
the slow-moving train wreck of Brexit, Macron’s failed reforms in France, or Italy’s profligate spending, many of Europe’s major 
economies are struggling.  We are witnessing the cumulative effects of dysfunctional politics and nationalism spilling 
over into the economy.  Manufacturing PMIs for Germany, France, Italy and Spain are all several points below their cyclical 
highs which they reached in near-unison at the end of 2017 and early 2018.  Germany’s fortunes have reversed the most, as 
last month’s index reading was the just about the lowest in three years.  In China, the manufacturing PMI has been declining 
since mid-2018.  We expect China’s economy will decelerate further this year, even without the impact of a trade war; credit 
growth is slowing and the Chinese property market is starting to cool.

While global economic trends create a negative backdrop, it’s important to remember that global weakness in and of itself is 
not what causes the U.S. to tip into recession.  Recessions which start in America can pull the global economy into a downturn, 
but the reverse has not proven to be true.  The U.S. manufacturing sector is likely to come under pressure in 2019 as the dollar 
strengthens, domestic demand slows and the global backdrop deteriorates.
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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: Marketwide (Russell 3000 Index), Large Cap (Russell 1000 Index), Large Cap Value (Russell 1000 Value Index), Large Cap Growth (Russell 1000 Growth Index), Small Cap (Russell 2000 Index), 
Small Cap Value (Russell 2000 Value Index), and Small Cap Growth (Russell 2000 Growth Index). World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. 
Russell 

US Stocks
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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: Marketwide (Russell 3000 Index), Large Cap (Russell 1000 Index), Large Cap Value (Russell 1000 Value Index), Large Cap Growth (Russell 1000 Growth Index), Small Cap (Russell 2000 Index), Small 
Cap Value (Russell 2000 Value Index), and Small Cap Growth (Russell 2000 Growth Index). World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. Russell 

US equities outperformed both non-US developed and 
emerging markets.

Value underperformed growth in the US across large and 
small cap stocks.

Small caps underperformed large caps in the US. 
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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: Large Cap (MSCI World ex USA Index), Small Cap (MSCI World ex USA Small Cap Index), Value (MSCI World ex USA Value Index), and Growth (MSCI World 
ex USA Growth). All index returns are net of withholding tax on dividends. World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. MSCI 
World ex USA IMI Index is used as the proxy for the International Developed market. MSCI data © MSCI 2019, all rights reserved. 

International Developed Stocks
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: Large Cap (MSCI World ex USA Index), Small Cap (MSCI World ex USA Small Cap Index), Value (MSCI World ex USA Value Index), and Growth (MSCI World ex USA Growth). All index 
returns are net of withholding tax on dividends. World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. MSCI World ex USA IMI Index is used as the proxy for 
the International Developed market. MSCI data © MSCI 2019, all rights reserved. 

In US dollar terms, developed markets outside the US 
outperformed emerging markets but underperformed the 
US during 2018.

Value underperformed growth across large and small cap 
stocks in non-US developed markets.

Small caps underperformed large caps in non-US 
developed markets.  

4

12%

54%

World Market Capitalization—International Developed

Growth

Large Cap

Value

Small Cap
-18.07

-15.06

-14.09

-13.14

-15.21

-11.79

-10.88

-9.99

Local currency

US currency
Ranked Returns for 2018 (%)

Period Returns (%) 

Wednesday, January 9, 19



StraightTalk   Tailored Solutions.SM

www.FMA-Advisory.com
Straight Talk   Tailored Solutions SM

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: Large Cap (MSCI Emerging Markets Index), Small Cap (MSCI Emerging Markets Small Cap Index), Value (MSCI Emerging Markets Value 
Index), and Growth (MSCI Emerging Markets Growth Index). All index returns are net of withholding tax on dividends. World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI 
Index, and MSCI Emerging Markets IMI Index. MSCI Emerging Markets IMI 

Trade Wars
So far, the multi-prong trade dispute has had limited 
impact on the real economy, though we are carefully 
monitoring how the situation evolves and its impact 
on the companies we follow.  There’s no question 
that many firms last year directly attributed lower 
estimates and prospective guidance to the tariffs, 
and we will be parsing their comments as they report 
4Q earnings in the coming weeks.

Consider that tariffs are essentially taxes that are 
levied by the importing country, but the exporting 
country is not the entity which actually pays the duty.  
China is not paying the tax to the United States – 
rather it is the importer which pays the tariff (typically 
calculated as a percentage of the price of the goods) 
to the U.S. Customs Service, with proceeds going 
to the U.S. Treasury.  American companies and 
consumers are the ones paying the tax, essentially 
raising the cost of the things we buy.  Oftentimes it’s 
the ones who can least afford to pay higher prices 
(lower income and middle-class families) who bear 
the brunt of the resulting economic pain.

Before the introduction of the federal income tax 
in 1913, tariffs were the primary source of federal 
revenue for about 100 years.  But as global trade 
expanded after World War II, tariffs increasingly fell 
out of favor.  A large majority of experts concluded 
that tariffs were mutually harmful to all the countries 
involved, and policy makers instead embraced the 
notions of free trade and open markets as espoused 
by Adam Smith and David Ricardo more than a 
hundred years earlier.
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In US dollar terms, emerging markets underperformed 
developed markets, including the US.   

Value outperformed growth across large and small cap 
stocks in emerging markets.

Small caps underperformed large caps in emerging 
markets. 
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One basis point equals 0.01%. 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. Yield curve data from Federal Reserve. State and local bonds are from the S&P National AMT-Free Municipal Bond Index. AAA-AA Corporates represent the Bank of America Merrill Lynch US Corporates, AA-
AAA rated. A-BBB Corporates represent the ICE BofAML Corporates, BBB-A rated. Bloomberg Barclays data provided by Bloomberg.  US long-term bonds, bills, inflation, and fixed income factor data © Stocks, Bonds, Bills, and 
Inflation (SBBI) Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield). FTSE fixed income indices © 2019 FTSE Fixed Income LLC, all rights reserved. ICE BofAML index 
data © 2019 ICE Data Indices, LLC. S&P data © 2019 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. 

2018 Index Returns

For 2018, yields on the 10-year      
Treasury note and 30-year Treasury  
bond increased 29 basis points (bps) 
and 28 bps, respectively.

The short end of the yield curve 
experienced the greatest increases.       
The yield on the 1-year Treasury bill 
increased 87 bps to end at 2.63%, 
while the 2-year Treasury note finished 
with a yield of 2.48% after  an increase 
of 59 bps.

In terms of total returns, short-term 
corporate bonds increased 1.57% for 
the year. Intermediate-term corporate 
bonds declined 0.23%.

The total returns for short-term 
municipal bonds were 1.77%. 
Intermediate-term municipal bonds 
returned 1.57%. General obligation 
bonds outperformed revenue bonds.
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Trade Wars (continued)
Setting aside any political motivations (or 
commentary) regarding the current trade war, 
the economic reason is straightforward:  China 
has never truly opened its market to American 
companies, certainly not the way our allies 
and trading partners have.  The tariffs today 
are designed to punish China economically, 
compelling them to the table to negotiate an 
end to their egregious practices regarding 
forced technology transfer.  Simply put, foreign 
companies are often required, as a precondition 
of doing business in China, to turn over their 
most advanced technology, data, and related 
expertise.  American and European executives 
have complained earnestly about this practice 
for many years, and point to countless 
examples of China-based competitors 
springing up shortly afterwards using blatant 
appropriations of their firms’ (no longer) 
proprietary technology.

U.S. Trade Representative Robert Lighthizer 
is currently leading the discussions with his 
Chinese counterparts in Beijing.  Lighthizer 
is widely respected as a smart and tough 
negotiator; he will not be satisfied with empty 
promises or short-term fixes such as China’s 
recently increased purchases of American 
soybeans.  His goal is to protect America’s 
technology advantage and gain additional 
access to China’s market, both of which are 
worthy pursuits.
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Impact of Diversification
2018 Index Returns

These portfolios illustrate the performance of different 
global stock/bond mixes. Mixes with larger allocations to 
stocks are considered riskier but have higher expected 
returns over time.
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Growth of Wealth: The Relationship between Risk and Return
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STDEV (standard deviation) is a measure of the variation or dispersion of a set of data points. Standard deviations are often used to quantify the historical return volatility of a security or portfolio.  
Diversification does not eliminate the risk of market loss. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect 
expenses associated with the management of an actual portfolio. Asset allocations and the hypothetical index portfolio returns are for illustrative purposes only and do not represent actual perfor-
mance. Global Stocks represented by MSCI All Country World Index (gross div.) and Treasury Bills represented by US One-Month Treasury Bills. Globally diversified allocations rebalanced monthly, 
no withdrawals. Data © MSCI 2019, all rights reserved. Treasury bills © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson 
and Rex A. Sinquefield). 
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Our Client Portal Offers Secure Account Access to Your Billing Statement

We remain committed to providing an exceptional level of service to our clients.  Our secure online portal enables clients to quickly access 
their account information.  Eliminating mailed account statements allows you to get your account information more quickly, reduces the need 
for filing paper copies and also helps the environment by eliminating waste. 

Effective September 30, 2018, you will start to receive electronic billing statements.

To view your electronic billing statements, if you do not already have access to the portal site, you will need to have access set up to FMA 
Advisory’s secure client portal. If you have any questions or would like to continue to receive your paper statements in the mail, please contact 
Diana Funk at diana.funk@fma-advisory.com or call us at 717-232-8850.

As always, please feel free to contact us to set up an appointment to review your investment and financial plans.

John J Klobusicky, CFA®, CAIA is Co-Chief Investment Officer for FMA  Advisory, Inc.

Peter J LaBella, CFP® is the President of FMA Advisory Inc.

Scott D. Ehrig, CIMA®, CFP® is Co-Chief Investment Officer for FMA  Advisory, Inc.

Looking down the road
Without a U.S. – China trade deal, 2019 looks to be a year wherein the economy should continue to muddle forward.  Investors will need to 
evaluate whether the expected slower economic growth during 2019 is a gentle coasting toward moderation from the robust pace of 2018, or 
a hard downshift to a much lower speed.   We expect that corporate earnings will grow, if not spectacularly.  Consumers should be financially 
healthy, given the firm job market and housing prices that steadily increased over the past decade.  Inflation appears to remain in check.  And 
since the Fed is no longer supporting the markets with unlimited liquidity, the volatility which returned last year can be expected to abide.  
The benefits of lower corporate taxes will provide a tailwind to ease the burden of companies’ leveraged balance sheets.  A legitimate trade 
agreement with China, however, would be the precise catalyst the stock market needs to power ahead in 2019 and achieve new heights.  We 
remain vigilant and cautiously optimistic.

In closing, we remain appreciative of the confidence you have placed in us as your trusted advisor.  We are focused on the markets and are 
dedicated to serving you.  Our resources in the area of planning and financial modeling have never been stronger, and we would welcome the 
opportunity to meet with you to refresh our understanding of your current status and demonstrate our advanced capabilities.


