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We gave a short presentation yesterday on our 
framework. In discussing the current conditions we 
found the response rather negative. Sure, it is the 
truth and what it indicates is more volatile conditions 
within equities and risk assets. However, the volatility 
can create amazing opportunities. It is not a time to 
hide out or run scared.

In this commentary we want to explore what we see as 
some possible opportunities in today’s market 
environment—an environment where valuations, 
market trends, Fed policy, and economic growth all 
inspire poor market results, at least in the US. 

We felt a good exercise would be to analyze each of 
the four areas of our framework with an eye to the 
ultimate opportunities that exist today. 
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Valuations are the first component of our framework. In the US valuations are negative 
because they are in the top decile of historical observations. In other words, US stocks are 
highly valued, and according to Research Affiliates, are expected to earn nothing over the 
next 10 years. The All Country World Index (labeled as all equity in the graphic) is expected 
to return around 3% per year for the next 10 years, on average. This is why valuations are 
red within our framework, because the expected return is far below the average annual 
return of the market. 

Opportunities do exist according to long-term top down valuations. Emerging markets are 
currently valued to earn 8% per year over the next 10 years, according to Research 
Affiliates. The expected returns on emerging markets are significantly above the 0% 
expected for the US stocks. Therefore, we believe that despite the high values in the US, the 
emerging markets offer a compelling opportunity. 

From a global perspective, Russia, China, and Brazil are some of the lowest valued markets 
in the world. Russia and Brazil are performing well this year while China is down big. If low 
valuations suggest higher than average returns going forward, then we should expect 
Russia, China, and Brazil to generate attractive gains. We will have to wait and see.

Chart 1: Portfolio and Asset Class Expected Returns; Source: Research Affiliates 



4
© 2018 WealthShield LLC. All Rights Reserved. This is provided for informational purposes only and should not be considered a
recommendation to buy or sell a particular security. Past performance is no guarantee of future returns. Please see attached disclosures. 

We believe that Dividend Growth equities are attractive during the current volatile times. These equities are 
able to capitalize on several factors that explain investment returns. Essentially, in our opinion, the Dividend 
Aristocrats index is the ultimate smart beta play. Stocks that pay and have a history of increasing dividends 
are typically lower valued than the broad market, have lower volatility, and are higher quality. 

The dividend aristocrats index broke out against the S&P 500, demonstrating strong relative strength. This 
trend has been supportive of the S&P 500 over dividend growth equities since 2016. In October the trend 
reversed, supporting the Dividend Aristocrats index. The relative strength may present an awesome 
opportunity in dividend growth stocks.

Chart 2: The Dividend Aristocrats index is still in a positive trend despite the 
decline in broad equity markets. 

Chart 3: Dividend Aristocrats versus the S&P 500.
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Value is breaking out against growth. Value as a factor may also be a good opportunity, warranted 
by market trends. The recent relative strength in value is the first time where value has been 

favored over growth since the end of 2016.

Chart 4: Value versus Growth. The trend is changing to support value over growth. 

Chart 5: Consumer Staples sector ETF (XLP).
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Consumer staples may present an interesting opportunity given their strong positive trend despite the 
market weakness. This sector is a defensive sector historically and has shown strong relative strength. 

Healthcare, utilities, and real estate are three other sectors that are historically defensive in 
nature. They are also all in positive trends despite the negative trends and current weaknesses within 

cyclical sectors and broad markets at large. 

Chart 6: Healthcare (HLV)

Chart 7: Utilities (XLU)
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Economic growth and inflation are both slowing. In our opinion, this presents an interesting 
opportunity in fixed income. Furthermore, due to growth and inflation slowing, we expect the Fed 
to move dovish in the quarters to come. This will most likely be done through communication at 
first. If communication does not ignite further growth, then the Fed will most likely pause 
additional rate increases in the coming year. We believe this reaction to the data presents an 
incredible opportunity in long-term Treasuries. 

When growth and inflation are slowing, Treasuries tend to be one of the best asset classes to 
invest in, especially if the Fed starts to ease through communication. The yield curve, on the short 
end (3 year minus 5 year Treasury yields) has already inverted, suggesting that slowing economic 
growth is becoming more commonplace. However, the 10 year Treasury bond yield minus 3 month 
T-bill rates has not yet inverted and is currently at 0.46%. This suggests to us that there is room for 
the long-end of the curve to come down further, supporting bond prices. 

The point and figure chart of the long-term Treasury bond ETF (TLT) broke out on a buy signal with 
a break above 115.37. This was the first buy signal generated this year as bonds have been in a 
negative trend. If growth and inflation continue to slow and the Fed pivots dovish, we expect 
bonds to continue to move positively. 

Chart 8: Real Estate
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Chart 9: 10 year Treasury bonds minus 3 month Treasury Bill yields.

Chart 10: Interest rates on the 10 year Treasury bond have broken to a short-term 
negative trend and are down significantly from the highs set earlier in the year. 
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Chart 11: Long-term Treasuries on buy signal

Instead of focusing on the negative condition of our framework and the implications, we wanted 

to reframe and introduce the opportunities that we believe are present in the current 

environment. From a valuation perspective, emerging markets (especially Brazil, Russia, and 

China) look attractive as long-term investment opportunities. Intermarket trends suggest that 

dividend growth and value stocks, consumer staples, utilities, healthcare, and real estate 

present potential upside as well. Long-term Treasuries also look attractive based on the notion 

that growth and inflation will continue to slow and Fed policy will move dovish in response. 

These opportunities demonstrate that there are always bright spots that we can focus on 

despite the negative implications of our framework. One common theme we recognize in the 

US is the fact that defensive equities are the ones demonstrating positive relative strength. Also, 

we are aware that Treasury bonds are showing constructive signs. This implies that defense is 

still warranted. 

In our opinion, building a watch list in emerging markets and positioning in defensive equities 

and Treasury bonds is most likely the right course of action given the current conditions of our  

framework. 



10

Past performance is no guarantee of future returns. This is WealthShield’s current 
assessment of the market and may be changed without notice. The visuals shown are for 
illustrative purposes only and do not guarantee success or certain level of performance. This 
material contains projections, forecasts, estimates, beliefs and similar information (“forward 
looking information”). Forward looking information is subject to inherent uncertainties and 
qualifications and is based on numerous assumptions, in each case whether or not identified 
herein.

This information may be taken, in part, from external sources. We believe these external 
sources to be reliable, but no warranty is made as to accuracy. This material is not financial 
advice or an offer to sell any product. There is no guarantee of the future performance of 
any WealthShield portfolio.  The investment strategies discussed may not be suitable for all 
investors.  Before investing, consider your investment objectives and WealthShield's charges 
and expenses.  All investment strategies have the potential for profit or loss.

Benchmarks: The index / indices used by WealthShield have not been selected to represent 
an appropriate benchmark to compare an investor’s performance, but rather are disclosed 
for informational purposes. Detailed information regarding the indices is available upon 
request. The volatility of the indices may be materially different than that of the portfolio.

WealthShield is a registered investment adviser.  Registration does not imply a certain level 
of skill or training.  More information about WealthShield including its advisory services and 
fee schedule can be found in Form ADV Part 2 which is available upon request.
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