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Where we came from and where
we are today
Economic cycles and bull markets
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This is the second longest economic expansion since 1854

This expansion is now 126 months old and three
months away from breaking the record!
Source: https://www.nber.org/cycles.html
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This economic expansion has been longer and
shallower than most previous expansions

Notice how the growth
rate since 2008 is lower
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The Philly Fed Leading Index points to modest
growth over the next six months
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Central banks have been accommodative since the
2008-2009 financial crisis
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Inflation is tame and interest rates are near record lows
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Global assets have appreciated since the financial crisis

Past performance is not a guarantee or predictor of future performance.
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We are now in the longest bull market since 1900

https://topforeignstocks.com/2019/12/06/bull-markets-in-us-equities-since-1900-chart/; Goldman Sachs Research
Past performance is not a guarantee or predictor of future performance.
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Recessions, corrections, bear
markets and rallies
Providing historical context

11

What is a recession?
• A recession according to the National Bureau of Economic Research
(NBER), which is the official arbiter in characterizing business cycles,
defines an economic recession as "a significant decline in economic
activity spread across the economy, lasting more than a few months,
normally visible in real GDP, real income, employment, industrial
production, and wholesale-retail sales."
• In practice this means a recession can represent a slowdown in
economic growth over a few quarters rather an actual decline in
economic statistics.
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An inverted yield curve has happened before
every recession over the last 40 years
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The US yield curve inverted a few months ago
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The Federal Reserve Bank of New York yield curve recession prediction model
suggests there is a 25% probability of a recession in twelve months. The figure was
as high as 39% a few months ago.
Source:
Board of
Governors
of the
Federal
Reserve,
National
Bureau of
Economic
Research
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Corrections and bear markets
• Stock market corrections are defined as a 10-20% drop in stock prices.
Corrections usually occur every one to three years. We had two
corrections in 2018 (10% in April and 19% in December).
• Bear markets are defined as a drop of 20% or more in stock prices.
• Since 1929, the average bear market decline is 35% with the
maximum bear market decline being 83% in 1931-32.
• Most bear markets last less than 18 months with the average bear
market lasting 10 months.
• The last bear market was in 2009, and this bull market is the longest
ever.
Past performance is not a guarantee or predictor of future performance.
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Most bear markets happen around recessions

Past performance is not a guarantee or predictor of future performance.
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Notice how each bear market is usually followed
by a longer and greater recovery

https://topforeignstocks.com/2019/12/06/bull-markets-in-us-equities-since-1900-chart/; Goldman Sachs Research
Past performance is not a guarantee or predictor of future performance.
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US stock return studies since the mid 1950s suggest the same thing.
Remaining fully invested generated significantly higher returns over
the long run.
1954-1994 Return Study

1998-2017 Return Study

• S&P earned a 11.4% annual return

• S&P earned a 7.2% annual return

• If you were out of the market during the best
performing days
• 2% of the time you earned a 8.3% annual return
• 4% of the time you earned a 6.1% annual return
• 8% of the time you earned a 2.7% annual return

• If you were out of the market during the
• Top 10 days 3.5% annual return
• Top 30 days -.9% annual return
• Top 50 days -4.4% annual return
• Top 100 days -11.2% annual return

Source: Left Chart Peter Lynch One Up on Wall Street, Right Chart Legg Mason
https://www.leggmason.com/en-us/investor-education/cost-of-timing-the-stock-market.html
Past performance is not a guarantee or predictor of future performance. Charts are for illustrative purposes only and do not represent an actual investment or
performance of any specific investment. The S&P 500 is an unmanaged index of 500 stocks that is generally representative of the performance of larger US
companies. An investor can not invest directly in an index. Unmanaged index returns do not reflect any fees, expenses or sales charges. Dividends are subject to
reinvestment.
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Long-term observations
Asset class returns, volatility over time, optimal reward/risk portfolios
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Stocks have done the best job growing your purchasing power over time
Small stocks in this
example are
represented by the
Ibbotson Small
Company Stock Index.
Large stocks are
represented by the
Ibbotson Large
Company Stock Index.
Government bonds are
represented by the 20year U.S. government
bond, Treasury bills by
the 30-day U.S.
Treasury bill, and
inflation by the
Consumer Price Index.
Underlying data is from
the Stocks, Bonds, Bills,
and Inflation (SBBI)
Yearbook, by Roger G.
Ibbotson and Rex
Sinquefield, updated
annually.

Source: Morningstar SBBI Presentation March 2019
Stocks are not guaranteed and have been more volatile than other asset classes. Government bonds and Treasury bills are guaranteed by
the full faith and credit of the United States government as to the timely payment of principal and interest. Diversification does not
eliminate the risk of experiencing investment losses.
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Stocks are the most volatile in the near term. Volatility narrows
significantly across asset classes the longer the time horizon.
Source: Morningstar
SBBI Presentation
March 2019
Small stocks are represented by
the Ibbotson Small Company
Stock Index. Large stocks are
represented by the Ibbotson
Large Company Stock Index.
Government bonds are
represented by the 20-year U.S.
government bond, and Treasury
bills by the 30-day U.S. Treasury
bill. An investment cannot be
made directly in an index. The
data assumes reinvestment of
all income and does not account
for taxes or transaction costs.

Stocks are not guaranteed and have been more volatile than other asset classes. Government bonds and Treasury bills are guaranteed by
the full faith and credit of the United States government as to the timely payment of principal and interest. Diversification does not
eliminate the risk of experiencing investment losses.
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Stocks are weakly to negatively correlated to fixed income and gold
1927-2007 Study

2008-2018 Study

Source: Left https://stockmarketcookbook.blogspot.com/2008/04/mpt-part-iv-asset-class-correlation.html ,
Right https://pelotonwealth.com/blog/myth-busting-investment-math/
Past performance is not a guarantee or predictor of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. Government
bonds and Treasury bills are guaranteed by the full faith and credit of the United States government as to the timely payment of principal and interest. Diversification23
does not eliminate the risk of experiencing investment losses.

Reward/risk can be optimized through a combined
portfolio of stocks and bonds
Source: Robert Shiller,
https://www.naturalmoney.org/
financialmarkets.html
Past performance is no guarantee of future
results. This is for illustrative purposes only and
not indicative of any investment. An investment
cannot be made directly in an index. Stocks are
not guaranteed and have been more volatile
than other asset classes. Government bonds
and Treasury bills are guaranteed by the full
faith and credit of the United States government
as to the timely payment of principal and
interest. Diversification does not eliminate the
risk of experiencing investment losses.
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Know thyself
Recognize your risk tolerance and capacity and overcome investor biases
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Know your risk tolerance and capacity
• How would you feel and react (sell shares, stay put, buy shares) if your
stock portfolio falls by?
•
•
•
•

10%
20%
30%
60%

• How much can you afford to lose?
• What is your time horizon?
• What is your probability of not running out of money with bear markets and
different asset allocations?

• Optimize your asset allocation and use of insurance products (annuities,
life insurance, etc.) in both instances
Financial plans are hypothetical in nature and intended to help you in making decisions on your financial future based on information that you have provided and
reviewed. Assumptions need to be reviewed regularly. Diversification does not eliminate the risk of experiencing investment losses.
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Recognize and address investor biases:
Investor actual returns have trailed the S&P 500
Source of return slippage:
• Psychological factors 50%
• Capital not available to
invest 25%
• Capital needed for other
purposes 25%

Psychological factors- loss aversion, narrow framing, anchoring, mental accounting, lack of diversification,
herding, regret, media response, optimism
Source: https://www.hightoweradvisors.com/team/ezzellconklin/blogs/blogpost/the-golden-data/stayingthe-course-and-remaining-objective-in-times-of-volatility; https://realinvestmentadvice.com/
Past performance is not a guarantee or predictor of future performance.
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Recognize and address common investor biases
• Short term focus
• Often over focusing on short-term risk versus long-term risk
• Hot hand fallacy
• Perceiving trends when they do not exist and consequently taking
action on faulty observations
• Overconfidence
• Rating your ability to select investments as above average when it
may not be warranted
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Address short term bias: Maintain perspective. What is your time
horizon? If it is for retirement, keep your life expectancy in mind.
US life expectancy continues to grow

The longer you live, the longer the Social
Security Administration plans on you living

2011-2016 data suggests life expectancy continues to increase.
If you were a male or female born in 2016 you are expected to live to 76.1 or 81.1 respectively
Source: National Center for Health Statistics, Social Security Administration Actuarial Tables
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Match your asset allocation with your implied time horizon
Source:
Morningstar
Portfolio and
Diversification
Stocks are
represented by the
Ibbotson® Large
Company Stock Index.
Bonds are
represented by the
five-year U.S.
government bond.
The data assumes
reinvestment of
income and does not
account for taxes or
transaction costs.

Stocks are not guaranteed and have been more volatile than other asset classes. US Government bonds and Treasury bills are guaranteed by the full faith and
credit of the United States government as to the timely payment of principal and interest. Financial plans are hypothetical in nature and intended to help you in
making decisions on your financial future based on information that you have provided and reviewed. Assumptions need to be reviewed regularly.
Diversification does not eliminate the risk of experiencing investment losses.
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Hot-hand fallacy: Asset-class winners and losers significantly change
Annual performance of various asset classes 1999–2019

Source:https://www.zeninvestor.org/periodic-table-of-asset-class-returns/
Past performance is no guarantee of future performance. This chart is for illustration purposes only. An investment cannot be directly made in an index.
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Over confidence bias: A significant % of actively
managed funds underperform

Source: 2019 SPIVA Scorecard
Past performance is not a guarantee or predictor of future performance.
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Active equity funds tend to shine in bear markets, and this bull market
is long in the tooth

Past performance is not a guarantee or predictor of future performance.
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Challenges
The US stock market looks relatively expensive, US 3-5 year stock returns may be
subdued, real Estate and utilities appear relatively unattractive
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Global stock return leadership usually rotates
between the US and international stocks

Past
performance is
not a guarantee
or predictor of
future
performance.
For illustration
purposes only.
You can not
directly invest in
an index.
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The US stock market is relatively expensive

Left Graph: Circles represent current valuation, x represents Research
Affiliates fair value estimate and the band represents each region’s CAPE ratio
high and low band over time. Data series: US Large Cap Data since 1871, US
Small since 1979, EAFE since 1972, Emerging Markets since 1995

Source: Research Affiliates as of 11/26/19
Past performance is not a guarantee or predictor of future performance.

36

When the S&P Cyclically Adjusted P/E ratio
contracts, US returns should moderate

Past performance is not a guarantee or predictor of future performance.
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The Value Line Investment Survey can be a valuable resource

Reviewing data since 1968 when the stock market had these same P/Es, dividend yields and
3-5 year appreciation potential figures subsequent 3-5 year stock return CAGRs averaged 08%
Source: Value Line Investment Survey, Century Management, Y Charts

Warren Buffett:
“I don’t know of
any other systems
that’s as good.
The snapshot it
presents is an
enormously
efficient way to
garner
information about
various
businesses. I have
yet to see a better
way, including
fooling around on
the internet, that
gives me the
information as
quickly” ; 1998
Berkshire Annual
Meeting
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Sector Scorecard: Technology and Utilities stands out as
relatively unattractive

Source: Revenue and Profit Growth - FactSet, P/Es and Dividend Yields- JP Morgan Asset
Management & Y Charts, Near Term Attractiveness and 5 Year CAGR - Candor Asset Advisors
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Opportunities
International stocks, value stocks, small caps and energy
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Foreign relative growth comparisons should improve; Emerging
market demographics remain compelling
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International stocks exhibit relative value and help lower stock
portfolio volatility

Morningstar 10 year valuation implied returns
• International Developed Stocks 6.5%
• Emerging Market Stocks 6.5%
• US Stocks 2.6%
• US Aggregate Bonds 2%
• US High Yield Bonds 3.3%
• Cash 2.1%

Source: Top Left Vanguard, Bottom Left Morningstar
3Q 19 Market Observer; Right Yardeni.com
Past performance is not a guarantee or predictor of future performance.
Diversification does not eliminate the risk of experiencing investment losses.
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Value vs growth analysis suggests a mixed picture
Value has significantly outperformed over
the long run

While growth has recently outperformed
on a five year rolling basis
Value 5 Year Rolling Average Return - Growth 5 Year
Rolling Average Return

$1 Invested In Growth and Value since 1926
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Source: http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html
Growth versus value stocks delineated by book equity to market value. The lowest 50% of companies by book value to market value denote growth stocks. Returns are
market cap weighted. Past performance does not guarantee future results.
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The growth versus value valuation gap is the
widest since the early 2000s

Source: https://www.yardeni.com/pub/stockmktperatio.pdf
Past performance is not a guarantee or predictor of future performance
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Small caps appear compelling over the long run
Source: Morningstar
SBBI Presentation
March 2019
Small stocks in this example
are represented by the
Ibbotson Small Company Stock
Index. Large stocks are
represented by the Ibbotson
Large Company Stock Index.
Government bonds are
represented by the 20-year
U.S. government bond,
Treasury bills by the 30-day
U.S. Treasury bill, and inflation
by the Consumer Price Index.
Underlying data is from the
Stocks, Bonds, Bills, and
Inflation (SBBI) Yearbook, by
Roger G. Ibbotson and Rex
Sinquefield, updated annually.

Stocks are not guaranteed and have been more volatile than other asset classes. Government bonds and Treasury bills are guaranteed by the full faith and credit
of the United States government as to the timely payment of principal and interest. Diversification does not eliminate the risk of experiencing investment losses.
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Small caps are relatively inexpensive

Source: https://www.yardeni.com/pub/stockmktperatio.pdf
Past performance is not a guarantee or predictor of future performance
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Sector Scorecard: Energy stands out as compelling

Source: Revenue and Profit Growth - FactSet, P/Es and Dividend Yields- JP Morgan Asset
Management & Y Charts, Near Term Attractiveness and 5 Year CAGR - Candor Asset Advisors
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For more information go to:
www.candorassetadvisors.com/research
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Bill Hawes, CFA
512 522-8501
bhawes@candorassetadvisors.com
1250 Capital of Texas Highway South
Building 3, Suite 400
Austin, Texas 78746
www.candorassetadvisors.com

Investment advisory and financial planning services offered through Candor Asset Advisors, LLC, a registered investment advisor.
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Disclosures
• Investment advisory and financial planning services offered through Candor Asset
Advisors, LLC, a registered investment advisor.
• Past performance is not a guarantee or predictor of future performance.
• Financial plans are hypothetical in nature and intended to help you in making decisions
on your financial future based on information that you have provided and reviewed.
Assumptions need to be reviewed regularly.
• Stocks are not guaranteed and have been more volatile than other asset classes.
Government bonds and Treasury bills are guaranteed by the full faith and credit of the
United States government as to the timely payment of principal and interest.
• Diversification does not eliminate the risk of experiencing investment losses.
• Candor Asset Advisors does not endorse or support the contents or opinions of thirdparty providers.
• Candor Asset Advisors is not responsible for the content, privacy and security of a thirdparty website.
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Appendix
Viewpoints and quotes
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Where are we today?
Do investment blue skies abound?

… Or are we ignoring data points at our
financial peril?

Source: Blue Skies https://marketingcube.com.au/blue-sky-green-fields-2000pxl-wide/#.XelxXehKhyw
Frog https://www.pinterest.de/pin/534591418247520623/
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Recession, Corrections, Bear Markets, Rallies
Quotes to remember
• “History doesn’t repeat itself but it does rhyme” Mark Twain
• “You get recessions, you have stock market declines. If you don’t
understand that’s going to happen, then you are not ready, you won’t do
well in the markets.” Peter Lynch
• “The four most dangerous words in investing is “this time it’s different.” Sir
John Templeton
• “Stop trying to predict the direction of the stock market, the economy or
elections.” Warren Buffett
• "I never have the faintest idea what the stock market is going to do in the
next six months, or the next year, or the next two." Warren Buffett
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Long term observations
Quotes to remember
• “Market prices fluctuate at great amplitudes around intrinsic value but, over the long
term, intrinsic value always reflected at some point in the market price.” Warren Buffett
• “The Big Money is not in the buying and the selling. But in the waiting.” Charlie Munger
• "The market timer's Hall of Fame is an empty room." Jane Bryant Quinn
• “The core principles of successful investing never change—and never will. In fact, when
short-term data appear to be most challenging to core principles is exactly when those
principles are most important and most needed. Sure the companies, markets, and
economies come and go, but the core principles remain the same.” Charles Ellis
• “Investors as a group cannot outperform the market. And from that theory flows a
reality: Investors as a group must underperform the market, because the costs of
participation… constitute a direct deduction from the markets return. That, essentially, is
all you need to understand why index funds must provide superior long-term returns.”
Jack Bogle
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Know thyself
Quotes to remember
• “The key to making money in stocks is not to get scared out of them.” Peter
Lynch
• “If you have trouble imaging a 20% loss in the stock market, you shouldn’t
be in stocks.” Jack Bogle
• “The courage to press on regardless- regardless of whether we face calm or
rough seas, and especially when the markets howl around us – is the
quintessential attribute of a successful investor.” Jack Bogle
• “Learn everyday, but especially from the experiences of others. It’s
cheaper.” Jack Bogle
• “The investor’s chief problem – and even his worst enemy – is likely to be
himself.” Benjamin Graham
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Challenges
Quotes to remember
• “ Bull markets are born on pessimism, grow on skepticism, mature on optimism
and die on euphoria.” Sir John Templeton
• “You will find that there will be an investment for every season, but there will be
no investment for all seasons” Venita Van Caspel
• “Look at market fluctuations as your friend rather than your enemy; profit from
folly rather than participate in it.” Warren Buffett
• “For most investors, the hardest part is not figuring out the optimal investment
policy; it is staying committed to sound investment policy through bull and bear
markets and maintaining what Disraeli called “constancy to purpose.” Sustaining a
long-term focus at market highs or market lows is notoriously difficult. At either
kind of market extreme, emotions are strongest when current market action
appears most demanding of change and the apparent “facts” seem most
compelling.” Charles Ellis
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Opportunities
Quotes to remember
• “The essence of investment management is the management of risks, not
the management of returns.” Benjamin Graham
• “It’s far better to buy a wonderful company at a fair price than a fair
company at a wonderful price.” Warren Buffett
• “In this business if you’re good you are right six times out of ten. You’re
never going to right nine out of ten.” Peter Lynch
• "People should stop chasing performance and just put together a sensible
portfolio regardless of the ups and downs of the market." David Swensen,
Yale Investments
• “ The true investor welcomes volatility… a wildly fluctuating market means
irrationally low prices will periodically be attached to solid businesses.”
Warren Buffett
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