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2018 Year-End Investment Market Report 
	  
	 This was the year the long, seemingly endless bull market 

came to a halt--and U.S. investors finally, for the first time since 

2008, experienced the normal definition of a bear market (down 

20% from the S&P 500's all-time high on September 20). The 

bottom fell out in the final month of the year, which started with a 

decent chance of another year of overall annual gains, and ended in disappointment.   

Looking back, it was a strange investment year in many respects. First, the markets endured 

two major beatings--from late January to early February, and again from early October and especially 
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through December. Christmas eve notched the worst market drop on record in terms of actual dollars. 

	 The S&P 500 index registered the worst December performance since 1931. This will be the first 

time since 1948 that the S&P 500 index rose in the first three quarters and then finished the year in the 

red.   

	 Meanwhile, for unlucky investors in cryptocurrency Bitcoins, the year's investment news 

may have rivaled the crashing of the famous Dutch Tulip craze. The entirely-made-up currency, backed 

by no government or pool of assets, dropped from a high of $20,000 per "coin" down to $3,800. 

	 A breakdown shows that just about every investment asset dropped in 2018. The 

Wilshire 5000 Total Market Index—the broadest measure of U.S. stocks—fell 14.29% in the 4th quarter, 

finishing the year down 5.27%. The comparable Russell 3000 index was down 5.24% for the year, after 

declining 9.31% in December.   

	 Looking at large cap stocks, the Wilshire U.S. Large Cap index lost 13.69% in the fourth 

quarter, providing a negative 4.64% return for the year. The Russell 1000 large-cap index finished the 

year with a similar 4.78% loss, while the widely-quoted S&P 500 index of large company stocks lost 

13.97% during the year’s final quarter and overall finished down 6.24% in calendar 2018. Meanwhile, 

the Russell Midcap Index finished the 2017 calendar year down 9.06%. 

As measured by the Wilshire U.S. Small-Cap index, investors in smaller companies were hit 

hard, losing 19.67% in the final quarter, to end the year with a negative 10.84% return. The comparable 

Russell 2000 Small-Cap Index lost 11.01% in 2018. So much for the FAANG stock craze: the 

technology-heavy Nasdaq Composite Index dropped 17.54% in the final three months of the year, to 

finish down 3.88%.  

The pain was even greater for international investors. China's Shanghai composite index fell 

24.6% in 2018, the largest drop since 2008, and Japan's Nikkei 225 Index fell 12.1%. Overall, the 

broad-based EAFE index of companies in developed foreign economies lost 12.86% in the final quarter, 

and ended the year down 16.14% in dollar terms. In aggregate, European stocks were down 17.27% in 
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2018, while EAFE’s Far East Index lost 13.97%. Emerging market stocks of less developed countries, as 

represented by the EAFE EM index, lost 7.85% in dollar terms in the fourth quarter, giving these very 

small components of most investment portfolios a 16.64% loss for the year.  

Looking over the other investment categories, real estate, as measured by the Wilshire U.S. 

REIT index, posted a 6.93% loss during the year’s final quarter, finishing the year down 4.84%. The S&P 

GSCI index, which measures commodities returns, dropped a remarkable 22.94% in the 4th quarter, to 

finish the year down 13.82%.  

In the bond markets, coupon rates on 10-year Treasury bonds have risen incrementally to 

2.68%, creating the unusual situation of losses in bond investments in the same year as losses in 

stocks. Similarly, 30-year government bond yields have risen slightly to 3.01%. Five-year municipal 

bonds are yielding, on average, 1.96% a year, while 30-year munis are yielding 3.09% on average. 

If you look at the accompanying chart, which shows returns since 2008 in 15 different 

investment classes, you can see that 2016 and 2017 were extraordinary years; everything went up (as 

shown in green).  2018 was extraordinary in the opposite direction; everything except cash was in the 

Arete Q4 2018 Newsletter �3



Arete Wealth Strategists, LLC. Q4 Update January 2019

red. Basically, if you were an investor, you lost money last year. But that also, of course, provides you 

with a chance to buy investments at discounted prices in the new year. 

Many investment professionals had been expecting a bear market much sooner than this. 

Bear markets tend to occur about every 3.5 years, and there have been 32 of them since 1900. So far 

the current decline of just over 20% pales in comparison with the 86% drop in the 1930s, or the 57% 

drop from 2007 to early 2009. But there is no reason to imagine that we are at the end of the current 

down cycle. With the government shutdown, reckless trade wars, a rapidly growing federal deficit, 

political uncertainty and the ever-looming possibility of a recession, investors are understandably 

nervous about the near-term future. 

Longer-term, a recession may be the biggest concern. Most economists are reluctant to 

predict an economic downturn when unemployment is at record lows, but there were some warning 

signs in December. Five Federal Reserve regional factory indexes all dropped in unison in December, the 

first time that has happened since May 2016. There are increasing signs that many factories are 

suffering from the uncertainty around U.S. trade policy, including tariffs on imported steel, aluminum and 

about $250 billion of Chinese products. At the same time, consumer confidence has fallen to its lowest 

level since July, and a measure of the employment outlook experienced the biggest plunge in 41 years. 

Nevertheless, by all measures, the U.S. economy is still growing, and nobody can predict 

whether the markets will recover in 2019 or experience a steeper decline. All we know is that, 

historically, all bear markets in history have been temporary phenomena, and that investors who 

rebalance their portfolios on a regular basis--that is, buying stocks when their percentages of the total 

have gone down--tend to do better than investors who don't rebalance, and especially better than the 

many who lose their nerve and sell in a panic during the downturn.  

There is an old cartoon that shows the announcer telling the audience what really every stock 

market report ought to say: "Today, the investment markets provided another interesting day of 

meaningless white noise." The day-to-day rises and falls tell us nothing about the future, and the best 
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prediction is that most predictions will turn out to be incorrect. We don't know what's coming, but we 

know it has always been a good strategy in the past to hang on tight when the roller coaster reaches a 

crest and takes us down a steep slope for a while. 

Sources: 
http://www.wilshire.com/Indexes/calculator/  
http://www.ftse.com/products/indices/russell-us   
S&P index data: http://www.standardandpoors.com/indices/sp-500/en/us/?indexId=spusa-500-usduf--p-us-l--  
http://quotes.morningstar.com/indexquote/quote.html?t=COMP 
http://www.nasdaq.com/markets/indices/nasdaq-total-returns.aspx 
https://www.msci.com/end-of-day-data-search 
http://us.spindices.com/index-family/commodities/sp-gsci  
http://www.bloomberg.com/markets/rates-bonds/government-bonds/us/ 
http://www.bloomberg.com/markets/rates-bonds/corporate-bonds/ 
https://www.thebalance.com/u-s-stock-bear-markets-and-their-subsequent-recoveries-2388520 
https://www.bloomberg.com/news/articles/2018-12-31/humming-u-s-factories-end-2018-on-a-sour-note-amid-trade-war?
utm_source=twitter&utm_content=business&utm_campaign=socialflow-organic&cmpid=socialflow-twitter-business&utm_medium=social 
https://www.marketwatch.com/story/us-stock-futures-climb-over-trade-deal-hopes-in-last-session-of-2018-2018-12-31?
mod=MW_section_top_stories 
https://finance.yahoo.com/news/6-investing-lessons-2018-very-135350412.html 
https://www.marketwatch.com/story/heres-how-ugly-2018-was-for-stocks-and-other-assets-2018-12-31 

Real Estate Investment is Not Always a Good Deal 
	    
	 There are three basic investments that investors can generally make. The first -- which I prefer 

because of the return on investment and the lack of time it takes for the investor with a good 

professional money manager -- is a well-diversified stock portfolio. The second most common 

investment is bonds, which are considered very safe. Unfortunately, too many people don't understand 

the inverse correlation of interest rates to bond prices, and the 

effect they can have on investors' principal if they invest at the 

wrong time. Last is real estate. Real estate can be invested through 

a broker and what is known as a real estate investment trust, which 

I have discussed before. Today I'm talking about investors actually 

buying rental properties as an investment. 	  

	 Be careful of those who hype the benefits of real estate 

investing and tell you about all the money they made. What they do 

is tell you they bought a piece of property for $300,000 and sold it for $600,000 five years later. What 

they forget to tell you is about all the expenses -- insurance, taxes, maintenance and repairs. They also 
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neglect to tell you how much time they invested into that property -- looking for the property, spending 

time marketing and advertising for renters. If the property isn't local, they always tend to forget about 

their travel expenses. Remember, time is money.  

	 If they were to run it as a business, they would realize that the return is not as great as they 

make it out to be. I'm not down on real estate, but when it comes to investing in anything, I try to be real 

about the attributes of the investment. And when you rent out a piece of property, it is not as easy as it 

may seem. You must ask yourself if you're fit to be a landlord and whether you want to be a landlord. 

One thing I joke about with clients is that that they will never get a call from the CEO of Apple in the 

middle of the night saying a pipe has burst and there's water leaking all over the house. You must really 

think about that because a house will need repairs.  

	 Also, how good are you at reading people? You will be interviewing potential renters, and if 

you're not good at reading people, you may end up with the renters who don't take care of your 

property or, worse, become deadbeats at paying rent. Also, many states' laws definitely favor the renter, 

not the landlord. Be prepared to hire an attorney to help you through the legal ramifications that may 

come up.  

	 You also need to be aware of discrimination laws; there are potholes there, as well, where you 

could be sued. You may think it would be simple to just hire a property manager. You can do that, but 

your expenses will go up. When repairs are needed, the property manager may not try to find the least 

expensive professional to do the best job, but rather the quickest way to get it done so they don't 

spend much time on it. Long story short: Your expenses could be higher than you think. Remember, this 

is a business and you want to keep your expenses low so your profits are higher. 	  

	 Last, let's talk about taxes. Yes, there are tax benefits to owning rental properties: All the 

expenses are deductible and can offset the income that is received. However, some of the losses 

cannot be deducted until the property is sold. I would recommend that before you invest in real estate, 

have a good conversation with your tax preparer about the tax ramifications.  
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	 Be prepared to pay your tax preparer more, maybe a lot more, for doing your taxes because 

there will be extra work. If you're a high-income earner -- a married couple earning $250,000 per year 

filing jointly or a single person earning $200,000 per year -- you will also need to discuss something 

called net investment income tax, also known as NIIT. You may be subject to an additional 3.8% tax, 

which many investors are unaware of until their taxes are prepared -- not a pleasant surprise.  

	 Taxpayers can also deduct passive activity losses from other passive income, but they should be 

aware that those deductions begin to phase out if the taxpayer surpasses the MAGI threshold of 

$100,000. MAGI stands for "modified adjusted gross income." You will have to back out of certain 

deductions, such as IRA contributions, rental losses and one-half of self-employment tax, just to name a 

few.  

	 Again, a good tax preparer will explain this to you, so you will understand completely how rental 

properties will affect your tax situation. I, personally, own no rental properties because of the time and 

effort it takes for the return. I have found it is much easier to invest in stocks and get returns that are 

similar, if not better, without the headaches. It is also amazing to me the people who want to buy rental 

property are not taking advantage of the best investment -- using their 401(k) at work or an IRA 

contribution. When you take that into account, stock investing wins hands down over the long term, 

compared with the return on real estate. 

Source: Brent M. Wilsey, Registered Investment Adviser, President | Wilsey Asset Management. June 2, 2017

 

The Alarming Truth About American Healthcare Costs 

In all the debate over how or whether we need affordable care, state registries, guaranteed 

coverage despite pre-existing conditions etc. etc., few Americans realize that our U.S. healthcare 

system has been totally out of control, cost-wise, for decades. A recent study by the Kaiser Foundation 

found that virtually every developed nation has some form of universal healthcare, and their citizens pay 
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much lower prices for healthcare, overall and for individual procedures and drugs. It found that the 

average American spends more than $10,000 a year for health expenditures, by far the highest in the 

world, which comes to fully 18% of total GDP. The average citizen of the average developed nation 

spends roughly $5,000 a year for similar care—half what we do in the U.S.  

But that probably means that other citizens have less access to healthcare. Right? Wrong. 

Despite paying more, the average American has fewer physician consultations—about 3.9 per person 

per year, well below the 7.6 average for other countries, far behind the 12.7 visits per Japanese citizen. 

The researchers also note that Americans have a shorter average stay in hospitals—6.1 days vs. 10.2 

days on average for other developed nations. 

Delving into specific procedures, the Kaiser study found that Americans pay more for 

angioplasty and coronary bypass surgery, MRI exams, colonoscopies, appendectomies and knee 

replacement surgeries. In fact, the cost of a knee replacement in the U.S. ($28,184 on average) is nearly 

twice the cost of a similar procedure in Australia ($15,941). A variety of expensive drugs are much 

costlier to American patients than to people living abroad. 

The study doesn’t offer any prescriptive recommendations; nor does it show whether the 

passage of the Affordable Care Act helped or hurt America’s standing as the highest cost health 

provider. It doesn’t actually draw any conclusions at all, simply presenting data for us to think about. 

What the data seems to be saying is that our healthcare system has been broken for quite some time, 
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and that other countries seem to have found better ways to keep their costs under control without 

compromising access to healthcare professionals. 

Source:  

https://www.healthsystemtracker.org/chart-collection/how-do-healthcare-prices-and-use-in-the-u-s-compare-to-other-countries/#item-on-

average-other-wealthy-countries-spend-half-as-much-per-person-on-healthcare-than-the-u-s

How Should We Think About the Future? 

Chances are, you’re underestimating the amount of progress we’re going to make in 

technology, medicine and a host of other things. Why? Because your brain, and mine, and everyone 

else’s, thinks linearly, rather than exponentially. We are living in an age of exponential change in things 

like computing power and speed, decoding and finding medical uses for the human genome, adoption 

of the Internet mobile technology and various social media sites, self-driving cars and many other things 

that were not even on your radar ten years ago. 

According to an article at Singularity Hub, our brains are wired to predict the future based on 

the past. If we’re walking down a road, and taking steps a meter in length, we assume that it will take 

30 steps to travel 30 meters. This progress is relatively easy to predict, and this linear thinking would 

have worked pretty well for evaluating the growth of our economy and its various technologies until fairly 

recently. 

But now think about exponential 

growth, where each step we take is twice as 

long as the previous one. Our first step is a 

meter, the next one is two, and by step number 

30, you will have traveled a billion meters—a 

distance equal to 26 trips around the Equator. 

This kind of rapid change is very difficult for our 
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minds to wrap themselves around, but it accurately describes the evolution of many of the technologies 

and medical services that we enjoy today.  

One of the hardest things to adjust to, the article tells us, is how things seem to appear out of 

nowhere. Think: mobile device apps, or the iPhone itself, or the exponential growth of information 

available on the Internet. That’s because exponential growth seems to happen overnight. When you 

double the length of each of those steps, you’re traveling 125 million miles at step 28, which is as much 

as all of the previous steps combined. Your next step is 250 million miles, again as much as all previous 

steps, and then you step 500 million miles, and you have traveled a full billion. If this were technology, 

those last two steps may see the advent of something completely unexpected and far beyond whatever 

came before. 

Individuals and companies can’t predict exactly what will happen. But we can prepare for a 

future that moves so quickly that it seems out of control, and know that it’s actually the result of steady 

progress where a lot of previous steps built on each other invisibly but exponentially. We can allow 

ourselves to be pleasantly surprised by what the world brings us in the next ten or 20 years in the form 

of new therapies, new conveniences and access to more and better information—because changes are 

coming faster than our humble minds can predict, whether we decide to adjust to them or not. 

Source: 

http://singularityhub.com/2016/04/05/how-to-think-exponentially-and-better-predict-the-future/?

utm_content=bufferfa637&utm_medium=social&utm_source=twitter.com&utm_campaign=buffer
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