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As the S&P 500 index and the Dow Jones Industrial Average (DJIA) reached record highs through the third quarter 

of this year, many investors are asking: “Why isn’t my portfolio keeping up with the stock market?” This is a good 

question, and one that requires an informed perspective and proper context to adequately address. After all, it’s 

natural for investors to feel frustrated when their portfolios do not keep pace with the market, particularly when 

the market is on a hot streak. 

A good place to start is by evaluating whether we should be comparing our portfolios to the S&P 500 or the Dow as 

the benchmark or baseline. The S&P 500 represents 500 of the largest publicly-traded corporations in the 

U.S. The Dow Jones Industrial Average – often referred to as simply "the Dow" – represents 30 large American 

publicly-traded companies. While both have seen record highs through the end of September 2018, these indexes 

are only an appropriate measure of comparison if your portfolio consists solely of large U.S. company stocks. In 

other words, if your portfolio also contains bonds, international stocks, or commodities, then the composition of 

your portfolio is not suitable to compare with the S&P 500 or the Dow.   

What can help explain why my portfolio isn’t keeping up? 

The answer comes down to one word: Diversification. Diversification is a technique that mixes a variety of investments 

within a portfolio to help ensure investors don’t put all their eggs into one basket. Because different investments rise 

and fall at different times, diversification helps smooth the overall investment experience for the investor.  

A well-diversified portfolio will include stocks of all sizes, such as large- and small-cap, as well as international 

companies, both in developed markets like Europe and emerging markets like China and India. In addition to stocks, 

a diversified portfolio would also include a variety of bonds, including government, corporate and international 

bonds. There may also be allocations to commodities, such as cash and real estate. The S&P 500 and the Dow track 

only one of these categories and is therefore not representative of all the ingredients in a diversified portfolio.*   

   

*Diversification does not ensure a profit or protect against loss. 
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Three key areas have proven challenging for investors through the first nine months this year. First, the divergence 

between growth and value stocks is one of the biggest investing stories of 2018, so your experience would have 

varied greatly depending on which types of stocks you owned. Second, the geography of your stock market 

holdings also affected your experience, as international stocks – especially those in emerging markets – have 

struggled. Third, bonds – which often act as ballast during turbulent markets – have suffered as stock markets set 

new records and the Federal Reserve (Fed) continued to raise interest rates. 

Let’s take a closer look at the divergence between growth and value stocks, as seen by the large variance in returns 

across the Russell 3000 Growth and Value indexes – a theme that continued from 2017 into 2018. Long-term 

value-oriented equity income investors are finding themselves on the wrong side of the winning streak. The 

majority of returns have focused on select technology darlings, whereas blue-chip dividend-paying companies have 

seen no love during the current bull market. We're in a growth-at-any-cost market, and valuations seem to be a 

distant concern. Companies are not currently being rewarded for having good valuation metrics such as free cash 

flow yield, but when the trend reverses, having cash flow to pay dividends will become increasingly important. 

International equity markets paint a dramatically different picture in 2018 compared to last year. In fact, emerging 

market equities were one of the best performing investments in 2017. However, this same category now trails all 

others in 2018 on the heels of tariffs and trade war concerns. International developed markets tell a similar tale, 

with the MSCI EAFE (Europe Australasia and Far East) Index outperforming the S&P 500 in 2017, but down slightly 

in 2018. Historically, domestic and international stocks have moved in a cycle of alternating performance. While 

past performance is no guarantee of future performance, periods of underperformance have occurred in the past 

and have similarly reversed as well.   

Since the Federal Reserve has started raising rates, bonds have declined in value in 2018. With rates rising from 

unprecedented lows since the financial crisis, many have forgotten that in a normal market, bond returns are 

usually inversely correlated with equity returns. In other words, when stock market returns are high, bonds may 

have poor returns, but when volatility strikes and stock markets fall, bonds have historically been the shock 

absorber in portfolios. The Barclays U.S. Aggregate bond index, which represents core bonds, has had only three 

negative years since the 1980s. 

Finally, investors who pursue a globally diversified portfolio don’t need to attempt to pick winners to achieve a 

rewarding investment experience. Diversifying globally generally means an investor’s portfolio will not be the best 

performing relative to any one stock market, but it also means it will not be the worst performing.  

To illustrate the value of diversification, Schwab conducted a study comparing the growth of $100,000 in three 

hypothetical portfolios for a period from 2001 through 2017. The 60% globally diversified stock, 35% globally 

diversified bond and 5% broad commodity portfolio with varied assets was able to weather market turbulence and 

was better positioned to take advantage of broader opportunities, and thus outperformed despite broad 

international markets’ underperformance in recent years.  
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Conclusion 

Any strategy that involves predicting the future – whether it's knowing when to jump in and out of the market 

completely, or knowing which investments are next year’s big winners – is unlikely to succeed for very long. As we 

sit in the late stages of the economic cycle, having enjoyed nearly 10 years of stock market recovery, it’s difficult to 

state with absolute certainty that the patterns we have observed over the last few years will continue. The goal of 

diversification is not necessarily to boost performance – it won't ensure gains or guarantee against losses, but 

rather provides a way to take some of the guessing game out of investing. 
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