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T

he third quarter proved to be a diﬃcult
quarter for equity investments. Many of
the broad equity benchmarks suﬀered their
worst losses in four years. The S&P 500 Total
Return (TR) dropped 6.44 percent, the S&P
MidCap 600 TR lost 8.5 percent and the S&P
SmallCap 600 TR lost 9.27 percent. The worst
performing sectors for the S&P 500 were energy
(‐17.41 percent), materials (‐16.90 percent) and
health care (‐10.67 percent). The only sector to
post a posi ve return for the quarter was the
u li es sector which finished up by 5.40 percent
and on an annual basis, the consumer discre‐
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onary sector is the only sector to be in posi ve
territory which is up by 4.08 percent. For the
quarter, interna onal equi es, both developed
and emerging, underperformed domes c equi‐
es. The MSCI EAFE, which represents devel‐
oped interna onal equi es, fell 10.23 percent;
emerging markets stocks, represented by the
MSCI Emerging Markets index, fell 17.90 per‐
cent.

I

nvestment grade fixed income had a stellar
quarter compared to the dismal perfor‐
mance in the equity markets. The Barclays US
Aggregate Bond Index was posi ve for the quar‐
ter by 1.23 percent. Lower quality bonds per‐
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formed more like equi es; the Barclays US Cor‐
porate High Yield bond index lost 4.86 percent
during the quarter and is now nega ve by 2.45
percent for the year. Accoun ng for diﬀerences
in maturity, longer dated bonds outperformed
shorter dated bonds as a result of rates falling
a er the Fed announced that it would not raise
interest rates at the September Federal Reserve
mee ng. Higher quality bonds outperformed
lower quality bonds as investors flocked into
safer assets.

C

ommodity prices declined during the
quarter, led by the con nued decline in
the price of oil and other energy resources. Spot
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prices of crude oil fell by 24.18 percent for the
quarter; they are down 15.36 percent for the
year and have lost more than 50 percent in the
last 12 months. Gold, despite its reputa on as a
safe haven, fell 4.83 percent for the quarter and
has lost 5.82 percent for the year.

moderate infla on (ex‐food and energy), many
expected the Fed to commit to raising rates. By
elec ng to punt on a rate increase, the Fed cre‐
ated greater uncertainty around the ming and
swi ness of future increases.

T

lthough there remains slack in the labor
market, the jobs picture in the U.S. con n‐
ues to improve. The headline unemployment
rate is at 5.1 percent and is expected to fall be‐
low five percent soon. In addi on to the declin‐
ing unemployment rate, the recent Job Open‐
ings Labor Turnover Survey (JOLTS) indicated
that the labor markets are improving. The sur‐
vey showed job openings were at a series high,
5.8 million, on the last day of July. The “quits”
rate, indica ve of employee confidence to quit
and find a be er opportunity elsewhere, con n‐
ues to be stable; overall this rate has increased
since the end of the recession. One of the areas
of concern in the labor market is the increasing
level of job layoﬀs; however, it is diﬃcult to tell
if this is a result of the economy or other outside
issues. As an example, the computer sector is
seeing a large percentage of layoﬀs, but this is a
result of outdated technology and not an eco‐
nomic slow‐down. Layoﬀs are prominent in the
energy sector, which has been impacted by low
oil prices and mul na onal companies which
are aﬀected by a stronger dollar and struggling
economies outside of the U.S.

he headlines for the quarter centered on
the correc on in the equity markets and
the Federal Reserve’s decision to keep the Fed
Funds rate between 0 and 0.25 percent.

T

he correc on — defined by a decline of
ten percent or more — was the first since
2011. The instability in the equity markets was
ini ally sparked by the extreme vola lity seen in
the Chinese stock market. Correc ons are never
easy for investors, but they are common occur‐
rences. In fact, seeing consecu ve years without
a ten percent decline is an anomaly by historical
standards.

T

he bigger news during the quarter was the
Fed’s decision to not raise the benchmark
rate in September, despite overall encouraging
signals from the U.S. economy. The Fed’s man‐
date is to focus on the domes c economy and to
promote maximum employment, stable prices
and moderate long‐term interest rates, though
interes ngly it cited global economic condi ons
as one of the reasons they elected to keep the
status quo. With an improving labor market and
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nfla on indicators are another measure that
Fed oﬃcials watch when making monetary
policy decisions. The Fed targets a two percent
long‐term growth rate in prices. Headline Con‐
sumer Price Index (CPI) is currently at 0.2 per‐
cent, well oﬀ the Fed’s target; however, Core
CPI, which excludes food and energy prices, is
much closer to two percent at 1.8 percent. Fall‐
ing food and energy prices has brought down
infla on measurements but the cheaper prices
are infla onary because it puts more discre on‐
ary income in the consumers’ pocket which can
be spent on other goods and services.

T

he growth of the U.S. economy remains
stable. The second quarter annualized
growth rate was 3.9 percent which is higher
than the normalized rate which is around 2.5
percent. A two or three percent economy is not
a robust economy but slow growth is sustaina‐
ble growth. The housing market has been a posi‐
ve for the economy. Rising rents and low in‐
ventory levels are pushing home prices higher
and encouraging builders to con nue building
new homes. Total vehicle sales have been an‐
other posi ve contributor to the economy; the
seasonally adjusted annual rate of light vehicle
sales reached over 18 million vehicles, a level
not reached since January of 2006.

T

he U.S. economy is ahead of many other
recovering developed economies. Europe,
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which started their quan ta ve easing a er the
U.S., is showing signs of stabiliza on. GDP is
growing at an annualized pace above one per‐
cent. The unemployment rate has fallen to 11
percent, s ll alarmingly high but it is trending
lower. In a sign of improving consumer confi‐
dence and financial condi ons, banks are re‐
por ng an up ck in loan demand. Europe is far
from a strong economy right now, but it has
made significant progress since its financial cri‐
sis.

G

lobal economic factors con nue to cause
problems for emerging markets. Many
emerging market countries have debt issued in
U.S. dollars, resul ng in more expensive interest
payments as the U.S. dollar has strengthened in
recent quarters. In addi on to the burden of the
rising interest payments, many emerging market
countries that export significant amounts of
commodi es like oil have seen revenues decline
along with prices. The double whammy of low
energy prices and a stronger dollar have hurt
countries like Brazil the most. In U.S. dollar
terms, Brazil’s market has fallen 33 percent for
the quarter and is oﬀ almost 40 percent year‐to‐
date. The concerns surrounding emerging mar‐
kets have resulted in significant capital ou lows
from these countries. Russia’s increasing bellig‐
erence abroad and Brazil’s seemingly endless
poli cal corrup on cause addi onal concern for
investors.
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2015, but that the decision will remain
“data dependent.” The Fed meets again at
the end of October and during the middle
3rd Quarter
YTD
Name
of December. It is unlikely that the Fed will
Performance
Performance
move in October since there is a lack of
DJ Industrial Average TR USD
‐6.98
‐6.95
economic data released between the Sep‐
S&P 500 TR USD
‐6.44
‐5.29
tember and October mee ng. December
seems more probable, but it comes with its
S&P MidCap 400 TR
‐8.50
‐4.66
own concerns. Many money managers are
S&P SmallCap 600 TR USD
‐9.27
‐5.49
required to disclose their holdings as of
NASDAQ Composite TR USD
‐7.09
‐1.61
quarter‐end; as a result they want their
MSCI EAFE NR USD
‐10.23
‐5.28
por olios posi oned in a manner that is
consistent with current market condi ons.
Barclays US Agg Bond TR USD
1.23
1.13
By the Fed making a decision to raise rates
2.88
‐3.01
Wilshire US REIT TR USD
so close to quarter and year end, there is
IA SBBI US 30 Day TBill TR USD
0.00
0.01
concern that the trading that will ensue as
a result of the por olio posi oning would
cause short‐term vola lity and market instabil‐
FÊÙÝã ®Ä BÙ®¥
ity. This concern gaining the a en on of many
he U.S. equity markets will need a strong Fed oﬃcials.
fourth quarter to keep from pos ng a neg‐
e believe the Fed’s zero interest rate
a ve return for the first me in years. The S&P
policy is an appropriate “emergency
500 TR has not finished nega ve for a calendar
year since the 37 percent drop in 2008. Small measure” for an economy that is on life support.
cap domes c equi es, as measured by the Rus‐ Although our economy does not show signs of
sell 2000 Index, have not finished nega ve since runaway growth, it is strong enough to handle a
gradual return towards normalized interest
2011 when they lost 4.18 percent.
rates. The longer the Fed waits to begin raising
e feel that the Fed missed an oppor‐ rates, the less control they will have over the
tunity to raise rates in September and pace at which the increase occurs. Addi onally,
created more uncertainty around when they will the Fed would like rates to be higher before the
hike rates and at what pace. Chair Yellen has next recession hits so that they have a tool to
said that she expects the first hike to occur in promote economic expansion.

A LÊÊ» ã ã« NçÃÙÝ

T

W

W

3rd QUARTER 2015

Page 3 of 5

W

e expect economic data coming out of
the U.S. to con nue to show improve‐
ment with a few excep ons. The GDP growth for
the third quarter will likely be low, with some
analysts calling for a reading below one percent.
This is a significant decline oﬀ of the 3.9 percent
reading for the second quarter. The expected
decline will likely be due to lower net exports
and inventory build‐up from the second quarter.
Despite the lower quarterly reading, the econo‐
my will s ll register an annual growth rate be‐
tween two and three percent. The fourth quar‐
ter should provide a good gauge on the confi‐
dence and strength of the consumer as holiday
shopping ramps up.

Y

ear‐over‐year corporate earnings of com‐
panies in the S&P 500 are expected to de‐
cline for the second consecu ve quarter. If earn‐
ings do decline for the second quarter this
would be the first me that we have seen con‐
secu ve earnings declines since 2009. Revenues,
which are harder to manipulate than earnings,
have also been struggling. The third quarter is
expected to be the third straight quarter of neg‐
a ve revenue growth, year‐over‐year—the first
three quarter stretch since 2009. Companies
that have struggled the most are either in the
energy sector or have a majority of sales outside
of the U.S. According to Factset, companies in
the S&P 500 excluding energy companies that
generate more than 50 percent of their revenue
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inside the U.S. are expected to see earnings
growth of 8.8 percent and revenue growth of 5.3
percent. Managers and analysts tend to down‐
play earnings expecta ons prior to the an‐
nouncement so as to “beat the expecta ons.”
Guidance has been unusually posi ve heading
into this quarter’s earnings season, which may
be an indica on of surprises to the upside.

T

he fourth quarter will bring us another
quarter closer to the 2016 presiden al
elec on. The Republican Party has already lost
two candidates and the field should con nue to
shrink. On the Democra c side it looks like it will
be a three person race with the possibility of
one or two joining soon. Even though the elec‐
on is a year away, investors are paying a en‐
on to what some candidates are saying, as an
example a tweet by Democra c contender Hilla‐
ry Clinton about steep drug prices is believed to
have caused the biotechnology index to fall
eight percent in a week in September.

W

e will con nue to monitor economies
abroad to gain insight on the strength
of the global economy. Japan may increase its
already robust quan ta ve easing program to
ba le the re‐emerging threat of defla on. The
European Central Bank may increase the rate of
its own quan ta ve easing program as well to
help Europe’s weak recovery.
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A

s the second largest economy in the
world, China is important to global
growth. Though there is li le doubt that China’s
economy is slowing, it is s ll growing at an annu‐
alized pace of 6.8 percent. China is in the middle
of transi on from an export‐driven economy to
one that is led by its own consumer. The Chinese
stock market may con nue to be vola le, but it
has shown li le correla on to China’s economic
strength in the past. The consensus is s ll out on
China’s market in the near future. Our conversa‐
ons with our numerous and diverse investment
resources have been mixed: some are bullish,
some are bearish and some believe that there
are opportuni es but you need to be selec ve.

B

roadly speaking, emerging market coun‐
tries have struggled as a result of a
strengthening dollar and lower energy prices. If
the Fed decides to raise rates the dollar will con‐
nue to strengthen and hurt many of these
countries. We believe that there are many
emerging market companies that oﬀer a rac ve
valua ons and the opportunity for strong long‐
term returns, but investors need to buckle in for
a wild ride. The past headwinds are expected to
persist and cause con nued vola lity.

O

ver the short‐term, the equity markets
both domes c and abroad have not deliv‐
ered the type of return that investors like. Big
market swings are good reminders that inves ng
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requires risk and could result in losing money.
For investors with a longer me horizon, the
vola lity should have li le to no influence on
investment decisions. Addi onally, market pull‐
backs could represent a buying opportunity for
long‐term investors to purchase stocks on sale.
Generally speaking, investors are usually paid
for their ability and willingness to take risks in
the form of higher average returns over a long
me period. Investors who are appropriately
posi oned in a more aggressive asset alloca on
should remember the strong returns earned
during the six years leading into 2015. Investors
who maintained a fully diversified por olio,
owning both equi es and fixed income, per‐
formed very well rela ve to the broad equity
markets.

The views and opinions expressed are for informaƟonal purposes only and should not be construed as investment advice. The data provided is as of the wriƟng and is subject to
change without noƟce. 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
recommendaƟons, does not consƟtute a solicitaƟon to buy or
sell securiƟes, and is not specific legal, investment or tax advice. The informaƟon provided does not take into account the
specific objecƟves, financial situaƟon, or parƟcular needs of
any specific person or enƟty and should not be relied upon as
the sole factor in an investment making decision. Past performance is no guarantee of future results. InvesƟng involves
risk and could result in loss of principal.
ACG Advisory Services is a registered investment adviser.

W

e con nue to stress how important it is
for clients to understand the risk profile
of their asset alloca on and make sure it is ap‐
propriate for their situa on. If anything in your
financial situa on has changed, please let us
know so that we can determine whether a
change in your por olio is necessary.
— Robert Moyer, CFA, CFP®, CAIA
Director of Research
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