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Yearend Rundown:  

Broadly speaking, 2019 was a strong year for investments.  
In the U.S., large cap stocks, as measured by the S&P 500 
Index, gained +31.49%.  U.S. small cap stocks, as 
measured by the Russell 2000 Index, added +25.52%.  
International stock indices lagged their U.S. counterparts 
but were still up substantially.  The MSCI EAFE Index 
added +22.66%, and the MSCI Emerging Markets Index 
rose +18.88%.  Bonds, as measured by the Bloomberg 
Barclays Global Aggregate Bond Index, gained +6.84%, and gold increased +18.31%.  While 2018 was 
one of the worst years for multi-asset portfolios on record, 2019 was one of the best. 

As the table to the right shows, in the 2010’s, the U.S. 
stock market was a standout asset class.  This was a 
welcome change for investors after “the lost decade” of 
the 2000’s where the S&P 500 Index posted negative 
returns.  With a +13.56% annualized gain, the index easily 
outpaced its historical +9.81% average return from 1926-
2009 and did so with 33% less volatility.  Great taste and 
less filling!   

The 2010’s stand out historically for other reasons too.  
Notably, it was the only decade on record dating back to 
the 1860’s where the U.S. economy did not experience a 
recession.  The economic expansion continues into the 
2020’s making it the longest on record.  Another unique 
trait was the extraordinary level of government 
intervention in financial markets around the world.  In order to stimulate the economy and prevent a 
meltdown of the financial system following the 2008-2009 crisis, markets were flooded with liquidity via 
quantitative easing, aka “QE”.  Trillions of dollars in assets were purchased by central banks and zero or 
negative interest rate policies were nearly universal.  While this instilled confidence in markets and a 
deeper crisis was averted, these measures remain in place leaving the economy in uncharted territory.  
Due to substantial deficit spending many countries have rapidly increasing debt levels. 

What a Difference a Decade Makes: 

Music is commonly categorized by decade (the 60’s and 80’s are my favorite).  From one year to the 
next, change in the music industry is not that noticeable, but when you “zoom out”, and compare one 
decade to the next, significant change is apparent.  According to billionaire hedge fund manager Ray 
Dalio of Bridgewater, financial market relationships undergo significant changes at roughly ten year 
increments too.  He describes these changes as “paradigm shifts”, where markets typically operate more 
opposite than similar to the prior paradigm.  Paradigms don’t really shift at the turn of the decade per se 
but categorizing them this way helps illustrate their occurrence.  In financial markets, the starkest 
example of a paradigm shift may be the roaring 1920’s followed by the 1930’s Great Depression.  While 

Asset Class 2000’s 2010’s 

S&P 500 Index -.95% +13.56% 

Russell 2000 Index +3.51% +11.83% 

MSCI EAFE Index +1.58% +6.00% 

MSCI Emerging Mkts. +10.11% +4.04% 

Gold Spot Price +14.31% +3.25% 

Bloomberg Commodity 

TR Index 

+7.13% -4.73% 

Barclays Global Agg. 

Bond Index 

+6.49% +2.48% 

Annualized percentage returns for various 
asset classes by decade since 2000.  Data 

source: Dimensional Funds. 
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not always as pronounced as the shift from the 1920’s to the 1930’s, more recent decades can be 
viewed in terms of identifiable paradigms too.  For example, stagflation in the 1970’s, disinflation in the 
1980’s, bust to expanding bubble of the 1990’s, and the lost decade of the 2000’s.   

Importance of Paradigm Shifts for Investors: 

Paradigm shifts significantly impact markets and are difficult to project.  Due to what psychologists 
describe as “hindsight bias”, it is natural for us to overestimate our ability have predicted their 
occurrence after the fact.  Instead of correctly predicting these shifts, we are more likely to extrapolate 
the current paradigm into the future.  Consider a few examples from history.  In 1981, an investor could 
have purchased a 30- year U.S. Treasury Bond paying a federally guaranteed 14.81%.  Today that seems 
like a once in a lifetime opportunity, and it was.  Back then it was hard to think this would be a good 
investment – inflation was 13.51%!  Paradigms shifted and the economy went into disinflation in the 
1980’s resulting in a steady decline in interest rates and a bull market for bonds.  At the beginning of the 
2010’s, a decade long bull market in stocks was hard to imagine.  It was a scary time, people were 
justifiably rattled by the 50% price decline in the global stock market from 2008-2009.  However, a 
paradigm shift was underway that would benefit investors in stocks.  Predicting paradigm shifts is 
difficult.  Fortunately, there is a solution for investors.    

Managing Investment Portfolios Across Changing Paradigms: 

Basically, investors have two options when it comes to managing the effects changing paradigms have 
on their portfolios.  One is to try and identify paradigm shifts before they occur and tactically reposition 
portfolios.  Some investors are successful with this approach, but they are rare.  The other approach, of 
which we are advocates, is to structure one’s investment portfolio so that it is largely immune to the 
effects of paradigm shifts.  The risk from a paradigm shift can be reduced by increasing portfolio 
diversification within and across asset classes that react differently from each other in changing 
conditions.  When certain assets are flat or suffer weak performance, others may perform well.  
Moreover, diversification can help an investor better compound their wealth via more consistent 
returns, and fewer large losses versus owning a portfolio concentrated in a single asset class.  When a 
portfolio lacks diversification, good and bad times tend to come together.  Since the impact of a large 
portfolio loss is asymmetrical to a large gain, seeking to avoid a large loss is an important consideration.  
A -50% loss requires a +100% gain to get back to even, and a +100% gain can be erased by a -50% loss.      

Takeaways:   

Paradigms shifts are unpredictable.  We recomend managing the risk that paradigm shifts have on your 
portfolio by increasing diversification within and across asset classes.  Review your asset allocation 
annually and consider rebalancing if things get out of alignment.  Rebalancing restores assets in your 
portfolio back to your desired allocation by selling what has done well and buying what has done poorly.  

 

   


