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“Courage is fear holding on a minute longer.” – General George Patton

For those of us who stayed the course and remained invested during the past year, General Pat-

ton might commend our courage. 2008 was a disaster for equities and the culmination of a 

dreary decade. For the 10-year period from January 1, 1999, through December 31, 2008, the 

Standard & Poor’s 500 Index was negative, with losses nearly equal to those of the 1930s. This 

is a very unusual situation and should be recognized as such.

There are obvious problems facing the equity market, but a lot of bad news is already priced in 

and there are genuine reasons for optimism. Eaton Vance encourages investors to focus on several 

positives, including valuations, volatility and the vigorous policy response of the Federal Reserve. In 

combination, the “three Vs” are working toward victory for equity investors. 

With regard to valuations — or the cost of stocks relative to their earnings and dividends — equi-

ties are at their lowest levels in decades. Valuations were a huge problem 10 years ago, but not 

today. In fact, some U.S. stock valuations are at their lowest since 1974, according to Ford Equity 

Research. In our opinion, valuations have descended well below the actual earnings prospects of 

companies across corporate America, and stocks present not only compelling long-term appreciation 

potential but also income opportunities that are competitive with parts of the fixed-income market. 

Volatility may also signal better times ahead. The Chicago Board Options Exchange Volatility Index 

(VIX), also known as the “Fear Index,” is a measure of the implied volatility of the S&P 500. Histori-

cally, when the VIX level exceeds 40, the S&P has average annual returns in the high teens in the 

following year. The VIX went above 40 in the fourth quarter of 2008, hit 80 twice (at what could 

have been market bottoms) and remains at some of the highest levels since the Great Depression. 

While past performance is no guarantee of future results, it’s worth reminding investors of the 

importance of staying invested. Some of the best performance follows periods of high volatility, and 

missing just 1% of the market’s best days negates all the excess long-term return from equities. 



Perhaps the most significant positive is the vigorous policy response to the credit crisis and resulting 

recession. Both the Fed and the U.S. government have been flexible and willing to experiment, 

which is called for in these unusual times. Fed Chairman Ben Bernanke is a great student of the 

Depression, and he’s laid out an explicit roadmap on how to avoid another one. The Depression was 

marked by delayed and improper policy responses; fortunately, that’s not the situation today. The 

Fed and the incoming administration have shown a willingness to do whatever it takes to avoid a 

deflationary environment. 

Of course, the exact timing of the market’s recovery is uncertain. There’s no need to try to be heroic 

and call the bottom, but for those who are willing to make a 3-5 year commitment to the equity mar-

ket, current conditions could be ripe for investors. Most likely, progress in equities will be dependent 

on progress in the credit markets, because the wheels of capitalism just don’t turn without credit. 

The equity market generally anticipates good economic news and better earnings by six to nine 

months and, if history is instructive, the rewards could be great from stocks. Consider past bottoms 

as testament, such as October 2002 or December 1974: Within six months of those historic market 

low points, stocks were up 30%-40% despite continued streams of bad economic news. 

So what can investors do now? In our opinion, never has there been more value in financial advice 

— someone who can give perspective and who can help make sure fear isn’t driving investment 

decisions. This may be a great time to rebalance portfolios for risk and for taxes. 2008 was a real 

test for risk tolerance and many investors might need to recalibrate their asset allocations. Taxes 

(and future tax increases are nearly certain) can be the single biggest expense investors face — 

greater than fees, greater than transaction costs. An advisor can help investors avoid unnecessary 

risks and taxes.

Finally, we’d like to conclude with some thoughts about diversification.1 While it’s true that diversi-

fication did not work last year, 2008 will likely be remembered as a very rare exception in market 

history. In periods of high volatility nearly all assets become correlated. Cash is currently king, but 

over the longer term cash delivers very modest and often negative real returns. We will look back 

and marvel at the current mountain of money piled up on the sidelines. Between money markets2 

and bank deposits, “cash” represents over 80% of the market capitalization of the S&P 500. 

In order to capture any excess returns, investors will have to take more risk, but we believe that 

excellent returns can be obtained from the equity market without extreme levels of risk. The 

200-year trend line return for the equity market is 7%-8% per annum. Once we deal with deflation, 

rational risk-taking in an increasingly inflationary world will be the challenge for the second decade 

of this century. Equities are a rare asset class that has outpaced inflation over the long run and will 

need to be a large part of most investors’ portfolios.
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Why Eaton Vance? 

Eaton Vance is one of the world’s most distinguished investment managers, known for offering investors and 

institutions superior wealth management solutions guided by proven investment principles and deep experience. 

Since its founding in 1924, Eaton Vance has held fast to Charles Eaton’s belief that “a well-rounded investment 

management organization is not engaged in a guessing game with other people’s money. It is doing a highly 

specialized professional job, endeavoring to apply knowledge, judgment and decisiveness in action.”

This combination of tradition, experience and long-term performance are the enduring values that have helped 

make Eaton Vance the investment manager of choice for many of today’s individual and institutional investors.

We truly hope people don’t lose confidence in the power of diversification and dollar-cost averaging 

to moderate portfolio volatility and help investors reach their long-term goals. The wise words of an 

MIT Nobel laureate, Paul Samuelson, are worth remembering…

“Well informed investors diversify because they don’t view investing as a form of entertainment.”

Best wishes for the New Year,

Duncan Richardson

1 Diversification does not ensure profit or eliminate the risk of loss.

2  An investment in a money market fund is neither insured nor guaranteed by the U.S. Government.  

Although the Fund seeks to maintain a stable net asset value of $1.00 per share, it is possible to lose  

money by investing in a Fund.

The views expressed in this message are those of Eaton Vance and are current only through the date stated at the top 

of this page. These views are subject to change at any time based upon market or other conditions, and Eaton Vance 

disclaims any responsibility to update such views. These views may not be relied upon as investment advice, and be-

cause investment decisions for Eaton Vance are based on many factors, may not be relied upon as an indication of 

trading intent on behalf of any Eaton Vance fund. 

Before investing, prospective investors should consider carefully an Eaton Vance Fund’s investment 
objective, risks, charges and expenses. The Fund’s current prospectus contains this and other 
information about the Fund and is available through your financial advisor. Read the prospectus 
carefully before you invest or send money.
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