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QUARTER IN REVIEW

T

he third quarter was a strong quarter for
the S&P 500. The index’s total return of
7.71 percent was its best quarterly return since
the fourth quarter of 2013. The index was led by
the Health Care sector (14.53 percent) and Industrial sector (10 percent). Domes c small cap companies did not do as well as large cap companies
but s ll had a good quarter. The S&P SmallCap
600 TR index returned 4.71 percent during the
quarter. Domes c small cap stocks are outperforming large cap stocks for the year; small cap
stocks are posi ve by 14.54 percent while large
cap stocks are posi ve by 10.56 percent.
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eveloped interna onal markets had a posive quarter (1.35 percent) while emerging
markets suﬀered its third straight nega ve quarter, down 1.09 percent. Both developed and
emerging market indexes are nega ve year-todate; the developed index is oﬀ 1.43 percent
while the emerging market index is oﬀ 7.68 percent. The strengthening U.S. dollar has been a major headwind to interna onal market returns. In
local currency terms, the developed market index
is posi ve by over two percent while the emerging
market index is oﬀ by 2.86 percent.

jumped 21 basis points during the quarter and is
up 65 basis points so far this year. The yield ended
the quarter at 3.05 percent. Low quality bonds,
referred to as high yield bonds had a good quarter. The BBgBarc US Corporate High Yield index
ﬁnished the quarter posi ve by 2.40 percent and
is posi ve by 2.57 percent for the year. Rising
yields also means rising lending rates. As of the
end of the quarter, the average rate on a 30-year
ﬁxed mortgage was 4.97 percent compared to
4.22 percent at the beginning of the year and 4.11
percent from a year ago.

C

T

ore bond posi ons were essen ally ﬂat for
the quarter but remain nega ve year-todate. The yield on the 10-year Treasury bond
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he third quarter got oﬀ to a great start as
the market rallied on a solid corporate
earnings season. Based on FactSet’s numbers,
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earnings of S&P 500 companies grew at pace of 25
percent, the best earnings growth rate since the
third quarter of 2010. Of all of the companies repor ng earnings in the S&P 500, a record 80 percent issued earnings that exceeded analyst expecta ons. Corporate earnings are a driver of the
stock market returns.

A

s a whole, other economic readings were
also very posi ve. The economy grew at a
pace above four percent, a growth level not seen
since the third quarter of 2014. The unemployment rate con nues to hover around four percent
and wages con nue to climb higher. Inﬂa on readings are reaching the Federal Reserve’s targets.
Headline CPI is about 2.7 percent while Core CPI
which excludes food and energy is running at
about 2.2 percent. The Federal Reserve tends to
follow the PCE (Personal Consump on Expendi-
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ture) measure, which is currently at about 2.2 percent for headline and 2.0 percent for core.

T

he Fed raised rates again in September as
expected by the markets. They also dropped
the word “accommoda ve” when describing the
Fed’s policy stance. The Fed con nues to believe
that the
economy is
strong and
plans to stay
on the current path of
future rate
hikes. The
Fed con nues to act
ra onally
and transparently
which the
markets appreciate. The only headline news related to the Fed was President Trump expressing his
disagreement with the Fed’s decision to hike interest rates. The President and the Fed are independent, although the President con nues to voice his
wishes over social media or during press conferences.

T

rade and tariﬀs have been some of the most
discussed terms over the past six to nine
months. FactSet reported that during second quar-
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ter earnings conference calls, the word “tariﬀ” was
men oned at least once during 179 conference
calls. Trump has been talking about unfair trade
deals since the campaign trail, like most presidenal candidates, but he was the ﬁrst to really push
the issue once ge ng into oﬃce. It has been unconven onal and some mes uncomfortable for
Americans but he got his ﬁrst victory at the end of
September when it was announced that Canada
had agreed to join the previously nego ated deal
with Mexico and the United States. As of this
wri ng the deal lacks details (the actual signing is

not scheduled un l December 1), but the important considera on is the preserva on of a
trade rela onship. The new United StatesMexico-Canada Agreement as it will now be called,
is similar to the original NAFTA deal but with
changes that beneﬁt all three countries, however
with a rela ve edge to the U.S. The deal gives the
market hope that the President’s bark is bigger
than his bite.

T

he Chinese stock market and economy is
being nega vely impacted by the Trumpimposed tariﬀs. The President and his team see
the impact and con nue to put addi onal tariﬀs on
Chinese goods, despite the Chinese’s willingness to
hold trade discussions. The Chinese cancelled a
scheduled mee ng between the two leaders a er
the President added addi onal tariﬀs. The escalaon of the trade wars is a nega ve for both coun-
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T

tries but much worse for China.

A LOOK AT THE NUMBERS

Name
DJ Industrial Average TR USD
S&P 500 TR USD
S&P MidCap 400 TR
S&P SmallCap 600 TR USD
NASDAQ Composite TR USD
MSCI EAFE NR USD
BBgBarc US Agg Bond TR USD
Wilshire US REIT TR USD
IA SBBI US 30 Day TBill TR USD

Third Quarter
Performance
(%)
9.63
7.71
3.86
4.71
7.41
1.35
0.02
0.72
0.48

FORECAST IN BRIEF

T

he markets will try to ﬁnish oﬀ the year on
strong foo ng a er what has been a strong
year through three quarters.

A

catalyst for ﬁnishing the year on a strong
note could be the strength of the consumer
and holiday shopping. The combina on of a strong
jobs environment, tepid inﬂa on, higher wages
and all- me high consumer net worth should lead
to a strong fourth quarter for retail companies.
The Na onal Retail Founda on is expec ng higher
holiday shopping growth than the average of the
past ﬁve years but slightly slower growth than
what was observed last year.

QUARTERLY UPDATE & ECONOMIC COMMENTARY

he Fed will have two mee ngs during the
fourth quarter. The November mee ng is
not expected to bring any changes to
interest rates, but the December
YTD
Performance mee ng has an 82 percent probability
(%0)
of another rate hike as of September
27th, according the CME FedWatch
8.83
Tool. The Fed con nues normaliza on
10.56
7.49
of interest rate policy and the Fed be14.54
lieves the economy is strong enough
17.48
to withstand further increases. As long
‐1.43
as the long end of the yield curve con‐1.60
nues to rise at a faster pace than the
2.25
Fed inﬂuenced short-end, the Fed
1.24
should not drama cally slow economic growth. However, if the long-end increases too
fast, lending rates for products like mortgages will
also increase quickly, ul mately hur ng areas of
the economic sectors that depend on lending, like
housing.

T

he mid-term elec ons will be held in early
November. Campaign ads will be all over
radio and television commercials, and the
nigh me news will be providing nonstop coverage. We are s ll a number of weeks away from the
actual elec on but it is projected that the Democrats will take over the House while Republicans
will keep the Senate. Should Democrats take both
the House and Senate, markets would likely sell-oﬀ
brieﬂy due to expecta ons around impeachment.
But once the dust se les we don’t believe there

3rd QUARTER 2018

will be signiﬁcant impact from a divided government.

T

he trade discussions will be another closely
watched item. The new USMCA is expected
to be signed on December 1st. It will be important
for the markets to actually see the details and ensure that the deal is signed as expected. Based on
past ac ons, it is expected that President Trump
will con nue to put pressure on China in the form
of tariﬀs, but it will be important to watch if the
Chinese decide to counter with non-trade related
ac ons, like selling U.S. Treasury debt. An elevated
trade war could put pressure on the economy, especially for China, but how long they are willing to
let it go on is a major ques on. Trade deals with
Europe and the U.K. will also be necessary but any
trade talks with Britain may have to wait un l a er
the separa on from the European Union.

A

nother story to follow during the fourth
quarter is the price of oil. Oil prices have
been steadily climbing over the past year. With
global economic growth expected to con nue, the
demand for oil should remain strong. Supply may
be hurt by Iranian oil coming oﬀ market a er the
U.S. pulled out of the Iran nuclear deal and
reestablished sanc ons. While the U.S. may have
the oil in the ground, it s ll lacks the infrastructure
to move oil around eﬃciently. If OPEC does not
increase its supply as expected, you could see oil
prices con nue to steadily move higher.
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A

s we close out this quarter’s commentary,
we will take a moment to discuss expectaons for returns for this year. The headline equity
returns look good; both large cap and small cap
broad indexes are posi ve by over double-digits.
But when inves ng for long-term success you typically should have a diversiﬁed por olio, because if
you don’t you may expose yourself to more risk
than might otherwise be prudent or necessary. In a
diversiﬁed por olio, you may own ﬁxed income,
interna onal stocks or value stocks. All three of
these sectors are performing no ceably worse
than the S&P 500. Core ﬁxed income is slightly
nega ve, the all-cap world index ex-US is nega ve
by around three percent and the large cap value
index is only posi ve by around three percent. Depending on your risk tolerance, these asset classes
may predominate your por olio. In a year like this,
with riskier equi es leading the pack and with rising interest rates hur ng ﬁxed income, more conserva vely-posi oned por olios will have lackluster performance. We understand this is frustra ng,
but it’s cri cal to remember why you’re invested
this way: to preserve your capital more eﬀec vely
when markets sell oﬀ. We strongly discourage our
clients in conserva ve por olios from chasing the
returns they see in the headlines and losing sight
of their goals and the meline surrounding those
goals.
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f anything has changed with your ﬁnancial picture that may aﬀect your investment strategy,
please let us know so we can make any necessary
changes.
— Robert Moyer, CFA, CFP®, CAIA
Director of Research
The views and opinions expressed are for informa onal purposes only and should not be construed as investment advice. The data provided is as of the wri ng and is subject to
change without no ce. All material presented is compiled
from sources believed to be reliable and current, but the accuracy of third party sources cannot be guaranteed. The material is not intended to be relied upon as investment advice or
recommenda ons, does not cons tute a solicita on to buy or
sell securi es, and is not speciﬁc legal, investment or tax advice. The informa on provided does not take into account the
speciﬁc objec ves, ﬁnancial situa on, or par cular needs of
any speciﬁc person or en ty and should not be relied upon as
the sole factor in an investment making decision. Past performance is no guarantee of future results. Inves ng involves risk
and could result in loss of principal.
ACG Advisory Services is a registered investment adviser.

1640 Huguenot Place
Midlothian, Virginia 23113
Phone: 804.323.1886
Fax:
804.323.1889
www.acgworldwide.com
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