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Investors should understand that nine years of almost uninterrupted growth across risk assets is not common.  In 
fact, the current bull market for the S&P 500 Index is the second longest since the end of World War II. Knowing 
this, Eye on the Market (“EotM”) is of the opinion that now may be an opportune time for investors to reassess 
their risk tolerance. 
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WHY WORRY
U.S. equities are not alone in having experienced tremendous growth since the end of the global financial crisis.
As Chart 1 shows, developed and developing market equities, as measured by the MSCI EAFE and MSCI
Emerging Market Indexes, have had cumulative growth of 166.3% and 189.6%, respectively. Furthermore, high
yield bonds generated impressive annual and cumulative returns as well over this period.

EYE ON THE MARKET

that much more attractive relative to earning zero or paying a bank to own their bonds and essentially creating an
extremely accommodative monetary environment.

EotM is of the opinion that the current market cycle may begin to shift at some point, producing more muted
returns than we have recently earned. Additionally, the Federal Reserve has started the process of raising short-
term interest rates and/or limiting asset purchases, likely having the effect of lowering the return potential for risk
assets moving forward.

Total Return (%) (March 2009 - April 2018)
Index Market Annualized Cumulative

S&P 500 U.S Equities 17.45 336.82
MSCI EAFE Developed Market Equities 11.28 166.36
MSCI EM Developing Market Equities 12.30 189.64
Bloomberg Barclays Aggregate Bond Core Fixed Income 3.69 39.40
ICE BofAML US High Yield High Yield Fixed Income 12.09 184.79

Chart 1

Source: Morningstar Direct and Raymond James.

While this performance is
impressive, it would be foolish
to become overly complacent
in this environment. Coming
out of the depths of the
financial crisis, central banks
around the globe lowered
interest rates to near or less
than zero, making risk assets
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WALK OF LIFE
An additional consideration pertains to index and/or passive strategies. Since the financial crisis, investing using
an index-oriented approach has benefitted many investors. Conversely, many actively-managed portfolios have
not kept pace. As a result, there has been a widely documented move away from actively-managed strategies
towards index-oriented ones.

It is important to understand that indexes contain not only those securities that are performing well, but also
those that may not be. Actively-managed strategies, on the other hand, are selective in what they own, and will
typically focus on certain attributes such as stocks demonstrating earnings growth or those trading at a
discounted valuation.

Knowing this, EotM would not only recommend rebalancing the overall asset allocation, but focusing on selecting
strategies that have a historical track record of minimizing the “pain.” This follows the guidance of Benjamin
Graham who is known as the father of value investing. He noted that having a margin of safety, by limiting
downside risk, allows an investor to increase the likelihood of generating a more favorable return over time.

NEWTON’S LAW

EotM believes that Isaac Newton’s First Law applies to the world of finance. To that end, consider that risk
assets will likely continue on their current trajectory until acted upon by some external factor. Since it is
impossible to predict when the markets may turn, investors should evaluate the potential downside risk of their
current asset allocation to ensure that it remains in line with their long-term financial objectives. Yes, there have
been brief market downturns, but they have been relatively shallow and short run in nature. Investors have not
witnessed a broad based sharp decline that spanned an extended period of time, and may not be prepared for
the emotional rollercoaster that it can bring with it.

One metric worth examining is maximum drawdown which measures the peak (top) to through (bottom) decline
over a given period. To get a full picture of what can occur, an investor would need to go back over a decade,
and include the financial crisis in the evaluation. EotM views it as a way of conveying how much “pain” could
result from a steep market decline.

As Chart 2 demonstrates, the “pain” experienced by investors over the one-, three-, and five-year periods has
been subdued for several markets. It is not until we look at the complete ten-year measurement period that we
see just how extensive a drawdown can be. Will the next time be different? Possibly. Regardless, investors
should be prepared and understand the “pain” they can tolerate.
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SIDE NOTE

Dire Straits, a British rock band, was recently inducted into the Rock and Roll Hall of Fame. They had hit
songs such as the Sultans of Swing, Money for Nothing, and Walk of Life. Their 1985 album Brothers in Arms
was the first album to sell a million copies on compact disc. Looking at it another way, they sold a lot more
than a store just pushing out microwaves, refrigerators, and color TVs.

INDEX DEFINITIONS

S&P 500 Index - is an unmanaged index of 500 widely held stocks that is generally considered representative
of the U.S. stock market.
MSCI EAFE Index - is a market-weighted index of non-U.S. companies and is widely used as a benchmark for
international investments.
MSCI EM Index - is a free float-adjusted market capitalization index that is designed to measure equity market
performance in the global emerging markets.
Bloomberg Barclays US Aggregate Bond Index - is composed of investment grade U.S. Treasury bonds,
government-related bonds, corporate bonds, mortgage pass-through securities, commercial mortgage-backed
securities and asset-backed securities that are publicly offered for sale in the United States, and is generally
considered to be representative of the U.S. bond market.
Bank of America Merrill Lynch (BofAML) U.S. HY Master II Index - tracks the performance of below
investment grade US dollar-denominated corporate bonds publicly issued in the US domestic market.
It is not possible to invest directly in an index.

The views expressed herein are not necessarily those of Raymond James & Associates or Raymond James
Financial Services and are subject to change, and no forecasts can be guaranteed. Information contained in
this report was received from sources believed to be reliable, but accuracy is not guaranteed. Material is
provided for informational purposes only and does not constitute recommendations, investment advice or an
indication of trading intent. Investing always involves risk and you may incur a profit or loss. No investment
strategy can guarantee success. Raymond James & Associates, Inc. member New York Stock
Exchange/SIPC. Raymond James Financial Services, Inc., member FINRA/SIPC. Investment products are not
deposits, not FDIC/NCUA insured, not insured by any government agency, not bank guaranteed, subject to risk
and may lose value.
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