
How to talk to 
your clients 
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Figures are past results and are not predictive of results in future periods.

Investments are not FDIC-insured, nor are they deposits of or guaranteed by a 
bank or any other entity, so they may lose value.



The current market 
environment

3



4

Volatility is back after prolonged bull run

• There have been several market corrections during the current bull market.

• Investors could have missed out on gains if selling during those times.

• But markets are more fragile as U.S. has moved into late cycle.
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There have been six market corrections since the start of the bull run in 2009

Sources: RIMES, Standard & Poor's. As of 12/31/18.
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Presenter
Presentation Notes
We have seen many bouts of volatility in the decade-long bull run. The most recent period of turbulence began in 2018 and has extended into 2019. The market turmoil intensified late in the year, as the S&P 500 declined nearly 20% between its September peak and late December. This was the first significant decline during the current bull market that started in 2009.There have now been six market corrections of at least 10% during the current bull market.If investors had sold out during one of those times, they would have missed out on massive gains.But markets are more fragile as the U.S. has moved into the later phases of an economic cycle.
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Expect continued volatility in 2019

Slowing global 
growth Trade tensions

Central bank 
policy

Tech stock 
uncertainty

Presenter
Presentation Notes
There are several reasons for the elevated volatility in 2018 that are likely to persist in 2019.Four of the main reasons include: slowing global economic growth, U.S. trade tensions with China, central bank policy and the growth prospects of dominant technology companies. 



Manufacturing slowdown leads to softer economic growth
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Sources: FactSet, Thomson Reuters. As of 12/31/18. The Purchasing Managers’ Index is an indication of whether business conditions for a 
number of variables in the manufacturing sector have changed compared with the previous month. An index reading above 50 indicates an 
expansion, whereas a reading below 50 indicates a contraction.
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Presenter
Presentation Notes
The world enjoyed a degree of synchronized global growth in 2016 and 2017, represented here by the Manufacturing PMI Index, but that gave way to more divergence in 2018.Most countries experienced a slower pace of economic growth in 2018, especially late in the year. U.S. growth remained above most other countries throughout 2018, partially boosted by tax reform at the start of the year. But even in the U.S., the pace of growth decelerated toward the end of the year.



Trade uncertainty rattled markets in 2018
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Sources: Capital Group, Standard & Poor's, RIMES. As of 12/31/18.

January 22
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solar panels

March 1
U.S. places 
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April 2-6
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tariff threats

June 15
U.S. lists $50 

billion of Chinese 
exports to face a 
25% tariff, China 
responds in kind

October
Several 
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lower guidance, 

citing trade 
disruptions

Dec 5
Huawei 

executive 
arrested

Presenter
Presentation Notes
Trade conflicts, particularly between the U.S. and China, rattled markets in 2018 as both countries announced a series of retaliatory tariffs. Late in the year, the ongoing trade uncertainty caused many companies to lower earnings forecasts for future quarters, having a negative impact on stocks.In December, the arrest of a senior executive at China’s telecom giant Huawei was the latest in a series of unexpected events.
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Rising interest rates and an inverted yield curve
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• The yield curve partially inverted on December 5, 2018.

• An inverted yield curve generally is viewed as an early sign that a recession is becoming more 
likely.

• But an inverted yield curve is not cause for immediate panic. There has always been a significant 
lag (16 months on average) before the start of the next recession. 

First yield curve 
inversion since 2007

Presenter
Presentation Notes
The path of Fed rate hikes caused markets anxiety for much of 2018.With the Fed raising short-term interest rates four times in 2018, but lower prospects for global growth pressuring long-term rates, the yield curve partially inverted on December 5.It was the first inversion of the yield curve since 2007.This inversion contributed to market volatility, since an inverted yield curve is generally viewed as an early sign that a recession is becoming more likely.But an inverted yield curve is not cause for immediate panic. That said, most parts of the curve are not inverted.Historically, there has been a fairly significant lag (16 months on average) from the point of inversion to start of the next recession. 
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Technology stocks led the market up and down in 2018

• Technology has led markets in both directions. Tech is broader than just the FAANGs.

• Nevertheless, tech stocks still outpaced the broader market in 2018.

Sources: RIMES, Standard & Poor's. As of 12/31/18.

-4.4%

7.5%

-10.1%

8.2%

-7.3%

14.6%

-19.4%

-0.3%

8.9%

-10.6%

14.5%

-9.5%

18.9%

-22.8%

2018 12/31/17–1/26/18 1/26/18–2/8/18 2/8/18–3/9/18 3/9/18–4/2/18 4/2/18–9/20/18 9/20/18–12/24/18

Total returns

S&P 500 Index S&P 500 Information Technology Index

Annualized standard deviation (2018)

S&P 500 16.7%

S&P 500 IT 23.3%

Presenter
Presentation Notes
Technology stocks — particularly the so-called FAANG stocks — have led markets up for several years. (FAANG is an acronym for what are arguably the market's five most popular tech stocks: Facebook, Apple, Amazon, Netflix and Alphabet’s Google.)In 2018, tech stocks led markets in both directions. During periods of elevated volatility, they fell harder than the broader market. But in periods of rising markets, tech stocks bounced back even stronger.Tech stocks still outpaced the broader market in 2018, with the tech sector finishing roughly flat. Amazon and Netflix —  2 FAANG stocks that are not formally part of the tech sector in broad market indices — had even higher returns.Also, keep in mind that although the FAANGs get most of the attention, tech is broader than just the FAANGs. Many of the mature tech companies such as Microsoft and Intel pay significant dividends and tend to attract both value and growth investors and tend to be less volatile than the FAANGs.



FAANGs are not a homogenous group
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2018 total return 12-month forward P/E ratio

Netflix 39.4% 64.2x

Amazon 28.4% 56.2x

Alphabet (Google) -0.8% 22.2x

Apple -5.4% 10.8x

Facebook -25.7% 17.6x

Source: Thomson Reuters. As of 12/31/18.

• Dominant tech companies have different risk-return profiles.

• Apple and Facebook face bigger challenges than Amazon and Google.

• Stocks have suffered sharp declines and some may present good entry points.

• Fundamentals of many technology companies remain solid.

Presenter
Presentation Notes
For most of the bull market, FAANG stocks seemed to move in tandem.But the recent period of volatility showed that FAANGs are not a homogenous group.Dominant tech companies have different risk-return profiles.Apple and Facebook face bigger challenges than Amazon and Google.Stocks have suffered sharp declines, and some may present good entry points.Fundamentals of many technology companies remain solid.



Equities typically have peaked prior to start of a recession
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Presenter
Presentation Notes
Stocks are a leading indicator of a possible recession and, on average, have tended to peak seven months prior to the economic cycle.But equities also have tended to start rallying again prior to the economic cycle bottom, so timing markets based on projections of the cycle’s movement can be difficult and tricky.



What do market 
corrections look like?
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• Market corrections of 5% or more happen with some frequency.

• Bear market declines of 20% or more are not that frequent and when they do occur, typically 
have lasted for just over a year.

Market downturns have happened frequently

Sources: RIMES, Standard & Poor's. Assumes 50% recovery of lost value. Length measures market high to market low.
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Presenter
Presentation Notes
Equity pullbacks are more common than some may think, and part of the ebb and flow of financial markets. Even a 5% decline over a short period of time can feel unsettling, but these occur on average three times per year. Market corrections of 10% or more are also surprisingly common and happen on average once per year.Bear market declines of 20% or more are much less frequent, happening on average once every six years.Takeaway: Most corrections haven’t turned into bear markets. 
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Markets have bounced back relatively quickly after sharp declines
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• Investors who sell early and miss out on potential gains when the market rebounds can be worse 
off than those who held through the entire decline.

Average 12-month return 
after a steep market decline:

55%

Sources: RIMES, Standard & Poor's. Each market decline reflects a decline of at least 15% in the S&P 500's index value, without dividends 
reinvested.

Presenter
Presentation Notes
While markets may seem overly pessimistic during periods of heightened volatility, they often bounce back quickly. The reason: Equity returns are often strongest after a decline, when investors believe that the market has overreacted to the downside. The average 12-month return immediately following a 15% or greater decline is 55%. Investors who sell early and miss out on potential gains when the market rebounds can be worse off than those who held through the entire decline.The lesson for investors is that it often pays to remain calm and stay the course.
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Bear markets have been shorter and less impactful vs. bull markets

• Missing out on rebounds from bull markets can be worse than holding on through bear market 
declines.

Sources: Capital Group, RIMES, Standard & Poor's. As of 12/31/18. Bear markets are peak-to-trough price declines of 20% or more in the S&P 
500. Bull markets are all other periods. Returns shown on a logarithmic scale. 

Cumulative price return for each bull and bear market

Presenter
Presentation Notes
A long-term focus can help investors put bear markets into perspective. Since 1949, there have been nine periods of 20%-or-greater declines in the S&P 500 Index. And while the average 33% decline of these cycles can be painful to endure, missing out on part of the average bull market’s 263% return could be even worse. The much shorter duration of bear markets ― 14 months on average ― is also a reason that trying to time investment decisions can be difficult and is usually ill-advised. 
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Not all bear markets are created equal
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• Economy is still expanding, which historically has kept market declines from becoming too 
severe.

• Market corrections during an economic expansion have tended to be short-lived.

Sources: Capital Group, Standard & Poor's. Includes all periods from 1/1/46 to 11/30/18. Market corrections are defined as a 15% or greater 
decline in the S&P 500 Index. Market corrections during a recession include any correction where the recession began within 12 months of the 
previous market peak. Market corrections during an expansion include all other market correction periods.

Presenter
Presentation Notes
Not only are bear markets less likely during economic expansions, but when they do occur, they tend to be shorter and less severe than declines during recessions. During expansions, the average bear market declined less than 21% and rebounded in just six months. During a recession, those figures rise precipitously — when bear markets averaged a 32% decline over 17 months.The U.S. economy is still currently expanding, which historically has kept market declines from becoming too severe.



How investors often 
behave during 
market corrections
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How investors often behave during market corrections
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• Investors tend to buy when markets are high and sell at the low points.

Presenter
Presentation Notes
A key finding of behavioral economists is that people often act irrationally when making financial decisions.Emotional reactions to market events are perfectly normal. Investors should expect to feel nervous when markets decline, but they should not allow fear to overwhelm them and being to sell equities when they are near their bottom.But it’s the actions taken during such periods that can mean the difference between investment success and shortfall.This is one area where an advisor can help their clients think more rationally and with a longer-term focus.One way to encourage rational investment decision-making is to understand the fundamentals of behavioral economics. Understanding behaviors like anchoring, confirmation bias and availability bias may help investors identify potential mistakes and avoid them.
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• Even in the recent market cycle since the Great Financial Crisis, investors have been prone to 
buying on the highs and selling on the lows.

(Billions)

Net asset flows (rolling 12 months) 12-month S&P 500 return

Sources: Morningstar, RIMES, Standard & Poor's. As of 11/30/18. Values in USD.

Presenter
Presentation Notes
Buy low and sell high — it’s one of the most commonly referenced investment phrases, but all too often is exactly the opposite of how actual investors behave.Looking at U.S. equity asset flows since the start of the 2008–09 bear market illustrates this.In 2009, as markets bottomed to levels not seen in more than a decade, investors were net sellers. This continued even as markets rallied strongly over the next few years.It wasn’t until 2014 that investors became net buyers again, missing out on some of the best returns in years.Asset flows reached record levels in 2017 and 2018 — more than eight years into a bull market, when markets were reaching all-time highs and valuations were elevated. 
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Short-term volatility can be a distraction
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Sources: RIMES, Standard & Poor’s. Both charts represent a $10,000 investment in the S&P 500, held for 10 years through 12/31/18.

Presenter
Presentation Notes
Part of the problem lies in the way that investors look at their investments. The first chart, on top, reflects how many people tend to view their investments — and traces the month-by-month percentage return of a hypothetical investment.The second chart, on the bottom, plots the same exact investment, but represents annual change in the value instead. The short-term fluctuations of the top chart tend to smooth out over time.
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Market timing and excess trading can erode investor returns

• Poor market timing, transaction costs and tax implications can reduce investor returns compared 
with buy-and-hold strategies.

Sources: Dalbar, RIMES. Average equity and fixed income investor refers to the average fund investor in either category, as calculated by 
Dalbar. Values in USD.
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Presenter
Presentation Notes
Another illustration of how investor behavior can lead to suboptimal results can be seen in the difference between the average investor return and that of a benchmark.Investor returns, in both equity and fixed income, tend to lag the actual investments they hold by a significant margin. Poor market timing, transaction costs and tax implications all can reduce investor returns compared with buy-and-hold strategies.



What can investors do 
now?

22



23

Maintain a long-term perspective on equities

• Entrenched bear markets have come once every few decades.

• Long-term returns of equities tend to be in the mid- to high-single digits.
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Presenter
Presentation Notes
When stocks are falling, it’s important to maintain a long-term perspective. Although stocks rise and fall in the short term, they’ve tended to reward investors over longer periods of time. Even including downturns, the S&P 500’s average total return over all rolling 10-year periods since 1937 was over 10%.It’s natural for emotions to bubble up during periods of market volatility. But investors who can tune out the news are better positioned to plot an effective investment strategy.



Don’t try to time the markets
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• Timing markets can be a risky strategy.

• In trying to time markets, investors can miss out on the sharp market rebounds, leaving money 
on the table.
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Presenter
Presentation Notes
Timing markets can be a risky strategy.No one can accurately predict short-term market moves, and investors who sit on the sidelines risk losing out on periods of meaningful price appreciation that follow market downturns.Even missing out on just a few trading days can take a toll. A hypothetical investment of $1,000 in the S&P 500 made in 2009 would have grown to more than $2,700 by the end of 2018. But if an investor missed the 10 best trading days during that period, he or she would have ended up with just $1,722, 38% less than the buy-and-hold investor.
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Stick to your long-term plan, even when markets are down

• When stock prices fall, you can get more shares for the same amount of money and lower your 
average cost per share.

Source: Capital Group. Over the 12-month period, the total amount invested was $6,000, and the total number of shares purchased was 
439.94. The average price at which the shares traded was $15, and the average cost of the shares was $13.64 ($6,000/439.94). Hypothetical 
results are for illustrative purposes only and in no way represent the actual results of a specific investment. Regular investing does not ensure a 
profit or protect against loss. Investors should consider their willingness to keep investing when share prices are declining.

Presenter
Presentation Notes
Creating and adhering to a thoughtfully constructed investment plan is another way to avoid making short-sighted investment decisions — particularly when markets move lower. The plan should take into account a number of factors, including risk tolerance and short- and long-term goals.One way to avoid futile attempts to time the market is with dollar cost averaging, where a fixed amount of money is invested at regular intervals, regardless of market ups and downs. This approach creates a strategy in which more shares are purchased at lower prices and fewer shares are purchased at higher prices. Over time, investors pay less, on average, per share. Retirement plans, to which investors make automatic contributions with every paycheck, are a prime example of dollar cost averaging.



Stay broadly diversified
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• No asset class has consistently offered the best returns year in and year out.
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4.21
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markets stocks
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Calendar-year total returns of select asset classes (%)

Source: RIMES. U.S. large-cap stocks – Standard & Poor's 500 Composite Index; global small-cap stocks – MSCI All Country World Small Cap 
Index; international stocks – MSCI All Country World ex USA Index; emerging markets stocks – MSCI Emerging Markets Index; U.S. bonds –
Bloomberg Barclays U.S. Aggregate Index; international bonds – Bloomberg Barclays Global Aggregate Index; cash – 30-day U.S. Treasury 
bills, as calculated by Ibbotson Associates.

Presenter
Presentation Notes
A diversified portfolio doesn’t guarantee profits or provide assurances that investments won’t decline in value, but it does lower risk. By spreading investments across a variety of asset classes, investors lower the probability of volatility in their portfolios. Overall returns won’t reach the highest highs of any single investment — but they won’t hit the lowest lows either.For investors who want to avoid some of the stress of down markets, diversification can help lower volatility.



Include fixed income for diversification from equities
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• High quality bonds have shown resilience when stock markets are unsettled.

Sources: Bloomberg Services, Ltd., RIMES, Standard & Poor's. Dates shown for market corrections are based on price declines of 10% or more 
(without dividends reinvested) in the unmanaged S&P 500 with at least 50% recovery between declines for the earlier five periods shown. The 
most recent period is still in correction phase as of 12/31/18. The returns are based on total returns.
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Presenter
Presentation Notes
Stocks are important building blocks of a diversified portfolio, but bonds can provide an essential counterbalance. Bonds typically have low correlation to the stock market, meaning that they have tended to zig when the stock market zags.What’s more, bonds with a low equity correlation can offer a measure of protection from losses even when the broader market is in turmoil. Funds providing this diversification can help create durable portfolios, and investors should seek bond funds with strong track records of positive returns through a variety of markets.Though bonds may not be able to match stocks’ growth potential, they have often shown resilience in past equity market declines. For example, in the six most recent equity market corrections, U.S. core bonds held up as the S&P 500 index declined.



Tap into the 
intellectual capital 
of Capital Group

Capital Ideas connects you with the 300+ members of 
our investment team and their extensive global 
research.

Find out why American Funds by 
Capital Group ranks #1 for information 
that helps guide investment decisions.*

TheCapitalideas.com

*American Funds ranked first for "provides information that guides my investment decisions" in Cogent's 2018 Advisor Brandscape industry 
report. The report is based on an online survey of 1,504 registered financial advisors conducted from January to March 2018.
American Funds Distributors, Inc., member FINRA.
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Presenter
Presentation Notes
How can you keep up with our latest thinking?Subscribe to TheCapitalideas.com
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Investors should carefully consider investment objectives, risks, charges and expenses. This and other important information is 
contained in the fund prospectuses and summary prospectuses, which can be obtained from a financial professional and should be read 
carefully before investing.

MSCI has not approved, reviewed or produced this report, makes no express or implied warranties or representations and is not liable 
whatsoever for any data in the report. You may not redistribute the MSCI data or use it as a basis for other indices or investment 
products.

Standard & Poor’s 500 Composite Index is a market capitalization-weighted index based on the average weighted results for 
approximately 500 widely held common stocks. The S&P 500 is a product of S&P Dow Jones Indices LLC and/or its affiliates and has
been licensed for use by Capital Group. Copyright © 2019 S&P Dow Jones Indices LLC, a division of S&P Global, and/or its affiliates. All 
rights reserved. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices 
LLC.

Bloomberg® is a trademark of Bloomberg Finance L.P. (collectively with its affiliates, “Bloomberg”). Barclays® is a trademark of Barclays 
Bank Plc (collectively with its affiliates, “Barclays”), used under license. Neither Bloomberg nor Barclays approves or endorses this 
material, guarantees the accuracy or completeness of any information herein and, to the maximum extent allowed by law, neither shall 
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