W. James Steen, CFP®
jim@petrafin.com
(O) 937.294.9000
www.petrafinancialsolutions.com

• The S&P 500 posted its best performance in the first three quarters of a year since 1997, prolonging the
longest bull market on record, over 10-years old.
• Including the effect of dividends, the S&P 500 ended the month 1.23% below its July 26 all-time high.
• High yield corporate bonds trailed blended investment grade bonds in the quarter, but outperformed in
September and year-to date.
• Gold beat stocks in the third quarter, with gold returning 4.19% compared to 1.70% for the S&P 500.
U.S. stocks ended September on a relatively high note, posting modest gains for the month and for another
turbulent quarter. Moreover, despite gyrations in daily volatility, the S&P 500 more than erased August’s 1.58%
loss in September and posted its best three-straight-quarter start to a year in over two decades. The advance in
equities this year also parallels outsized rallies in the bond and commodities markets. This alignment among
differing risk profiles highlights the level of investor uncertainty about ongoing trade tensions with China, the
outlook for future central bank interest rate easing, foreign and domestic geopolitical risks, and the overall health of
the global economy.
During the quarter, stocks surged to new record highs in late July ahead of the Federal Reserve’s first rate cut in a
decade, but then dropped in August as the trade dispute with China escalated. Afterward, equities recouped losses
during a rotation from cyclical momentum growth stocks into companies viewed as undervalued. In commentary
associated with the Fed’s September 18 second rate cut this year (to 1.75%-2%), Federal Reserve Chairman Jerome
Powell gave reassurance that U.S. economic growth remains on a stronger footing than most world peers. Powell
also left the door open for further rate accommodation “if conditions warrant.”
Overall, equity investors were relieved that U.S. and Chinese trade negotiators will restart discussions on October
10 to hopefully end the ongoing trade dispute that is negatively affecting both nation’s manufacturing and growth
outlooks. We remain cautiously optimistic on the markets, while realizing heightened volatility may occur in
October. The month ahead is historically the most volatile of the year when the VIX, an index that measures
investors’ uncertainty, typically jumps to 21 on average over the past 30 years. The VIX ended the quarter at 16.24,
down 36% from a year ago.
By market capitalization, Russell 2000 small cap companies performed best in September, while large cap S&P 500
stocks outperformed during the third quarter. Russell mid caps led gains on a year-to-date (YTD) basis, up 21.93%
and rose just 0.48% during the third quarter. As mentioned earlier, the Russell 1000 Value Index (+3.57%) widely
outperformed Growth (+0.01%) in September on a rotation away from momentum, whereas Growth stocks have
maintained their lead over Value for the year (+23.30 YTD versus +17.81% YTD).
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As the preceding sector performance table shows, all 11 sector groups posted September gains, except Healthcare.
September gains were unusually led by Financials and Utilities, two sectors having widely differing risk profiles.
Financials are cyclically oriented, while Utilities are known as a key defensive sector. Their respective outperformance
also illustrates investors’ hedged views during the quarter-ending month. All three defensive-oriented sectors
outperformed in the third quarter, including Utilities, Real Estate, and Consumer Staples.
Internationally, foreign equity markets outperformed last month relative to the U.S., while lagging in the third quarter
and are widely underperforming in 2019. The MSCI EAFE, a measure of developed markets outside the U.S. and Canada,
returned one full percentage point more than S&P 500 companies last month. Emerging markets trailed worldwide
developed markets in all three time periods. The MSCI All-Country World Index excluding the U.S. rose 2.57% last
month, fell 1.80% during the third quarter, and is up 11.56% YTD.
U.S. Treasurys, as measured by the Bloomberg Barclays U.S. Government Bond Index, declined 0.83% last month,
trimming 3Q and YTD gains to 2.39% and 7.66% respectively. The yield on benchmark 10-year Treasury notes ended the
month at 1.67%, up from a third quarter low of 1.47% on August 28 but down from its quarterly high of 2.13% on July 11.
The benchmark 10-year yield is down just over 1% from the start of the year.
In other fixed-income markets, investment-grade bonds of all types (as measured by the Bloomberg Barclays U.S.
Aggregate Bond Index) outperformed safe-haven government debt in September and YTD. Municipal bonds
underperformed relative to other investment-grade bonds in all three time periods. At the other end of the credit
spectrum, the Bloomberg Barclays U.S. Corporate High Yield Index, the leading measurement of non-investment grade
corporate bonds, trailed its investment-grade counterparts in the third quarter, yet outperformed last month and for the
year.
In notable commodities, U.S. Nymex West Texas crude oil skidded 7.12% since the end of June, trimming its YTD gain to
just over 19%. Oil briefly rallied last month after Saudi Arabian oil facilities were attacked, however, repairs are quickly
restoring production levels and global supplies remain more than adequate. The Bloomberg Commodity Index rose
1.17% last month, extending 2019 YTD gains to 3.13%.
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market indices discussed are unmanaged. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor for more information.
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