
“It was the best of times, it was the 

worst of times…”   

M easured by the most popular US 

stock market indices, the third quarter 

of 2018 was an excellent one for in-

vestors.  The S&P 500 Index returned 

7.7%, its best quarterly gain since the 

fourth quarter of 2013. It was also a 

historically calm market with no daily 

1% moves in either direction. This 

performance was particularly impres-

sive given tariff and trade tensions, 

volatility in emerging markets, rising 

interest rates, and the policy risk asso-

ciated with upcoming midterm elec-

tions.   

Good for bond investors...not so 

much.  As measured by the Bloom-

berg Barclays Aggregate Bond Index, 

it was a flat quarter, after which the 

index still sat in negative territory on a 

year-to-date basis.   

Meanwhile, both foreign and EM eq-

uity markets lagged the US meaning-

fully, and like the aforementioned 

bond index, ended Q3 with negative 

returns on a year-to-date basis.   

Looking at results over the first nine 

months of the year, dichotomies were 

not limited to stocks vs. bonds and 

domestic vs. foreign.  Significant dis-

parities developed even within the US 

stock market.   For example, “growth” 

stocks have outperformed “value” 

stocks by a wide margin.  And the 

growth category was driven in large 

part by outlandish returns within a 

handful of large-cap growth names.  

This trend has presented itself inter-

mittently over the last few years, lead-

ing to the popularity of a series of 

ever-less coherent acronyms, first 

FANG, then FAANG, and most re-

cently FAANMG; the culmination of 

which during was a first-time market 

event...in August we saw the capitali-

zation of a single company (Apple, 

Inc.) eclipse $1 Trillion for the first 

time, which looks like this…

$1,000,000,000,000.   

That’s a lot of zeros!   
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Index Returns (Through  9/30/2018)  Last 3 Months    Year-to-Date  

Dow Jones Industrials         +9.63%         +8.83% 

Standard & Poors 500           +7.71%       +10.56% 

M.S. EAFE (Developed Markets Foreign Stocks)      +1.42%          -0.98% 

M.S. EM Free (Emerging Markets Stocks)        -0.95%          -7.39% 

Barclay’s Capital U.S. Aggregate Bond       +0.02%          -1.60% 

Barclay’s Capital US Corporate High Yield Bond      +2.40%         +2.57% 

t h e  f i n a n c i a l  p l a n n e r 

INTEREST RATE UPDATE 

From Barron’s 
11/5/2018 

 
Now 

1 Yr 
Ago 

Prime Rate 5.25% 4.25% 

T-Bill Rate - 
13 week yield 

2.31% 1.19% 

5 Year CD - 
National Avg. 

1.88% 1.47% 

Fannie Mae 
30 Yr. Fixed 
Conventional 
Mortgage 

4.92% 3.92% 
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WHAT’S NEW? 

The federal government re-

cently announced COLA ad-

justments for 2019.  Social 

Security recipients will be get-

ting a 2.8% raise, the largest 

since 2012.   

It’s not all gravy for beneficiar-

ies though.  The general price 

level has risen to a similar 

degree, and Medicare premi-

ums are rising a little too. 

And remember, as the year 

ends, it’s important to review 

your Part D prescription plan 

in light of any changes to your 

situation.   
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THE PERSPECTIVE PAGE  

PRESIDENTS & STOCK MARKET RETURNS 

As of this writing, the mid-term election is just one day 

away.  The climate is contentious and polarizing, viscer-

ally so for many Americans. 

We often have discussions with clients who ask about 

the market in the context of political outcomes.  Many 

feel optimistic or pessimistic, depending on whether 

their party is the victorious party.   

We have always held that gauging near term stock mar-

ket performance by whether an elephant or donkey oc-

cupies the White House oversimplifies, and that the pol-

icies of a Presidential administration typically take time 

to play out in markets. And while we wait for that, other 

factors will be moving the market, too.   

There’s a well known joke about a tourist in Ireland who 

asks one of the locals for directions to Dublin. The Irish-

man replies: “Well sir, if I were you, I wouldn’t start 

from here”.   

Point being, market conditions at the outset certainly 

matter.  Let’s consider the top three in recent history:  

Ronald Reagan came into office at a time of high infla-

tion, high interest rates, high unemployment, and a stock 

market which had done poorly for 8 years, a result of all 

of which was an unequivocally cheap market.  Helped in 

part by the actions of Fed Chair Paul Volker (a Jimmy 

Carter appointment), interest rates and inflation began a 

decades-long cycle of moderation and helped the stock 

market begin perhaps its best long term bull run, a run 

which didn’t end until 2000, coinciding with the end of 

Bill Clinton’s two terms.  The 90’s wave of technological 

innovation during Clinton’s tenure brought increasing 

popularity for stock investing and ultimately drove the 

stock market into bubble territory, at which time it was 

unequivocally expensive.  

Two bear markets and one financial crisis later, Barack 

Obama took office, and thanks in no small part to the 

extraordinarily accommodative policies of the Federal 

Reserve under Chairman Ben Bernanke (a George W. 

Bush appointment) the stock market enjoyed an unexpect-

edly strong recovery over the current decade. 

For anyone who wishes to keep score, see the graph be-

low.  It’s updated as of October 28th.    
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But we’re a long way from neutral at this point, 

probably.”  

Market participants responded to the “hawkish” re-

marks by driving bond rates higher, and a week lat-

er, bringing the latest round of volatility to the US 

stock market. October was the worst month for the 

S&P 500 since September 2011, when the Eurozone 

was in the throes of a sovereign debt crisis and 

Washington pushed a debt ceiling impasse to the 

11th hour, nearly causing the first sovereign default 

in the history of the country.  Ironically, based on 

Republican demands, part of the deal to break that 

logjam was the formation of a bi-partisan commit-

tee, which would explore and recommend ways to 

reduce the federal budget deficit.   

Despite the October stumble, third quarter corpo-

rate earnings were gangbusters, and nearly all eco-

nomic soothsayers see nothing but blue sky ahead 

for the economy, at least well into 2019.  But com-

panies continue to complain about an acute lack of 

qualified workers and capital spending has slowed.  

Mortgage rates are now the highest since a brief 

spike during those debt ceiling troubles in 2011,  

home price growth has leveled off and home sales 

have declined.  Companies and governments are 

more levered than ever, perhaps not well equipped 

to tolerate sustained higher interest rates.  Add in a 

growing understanding that US/China trade frictions 

are unlikely to be short-lived, and considering that 

the current fiscal boost will be coming off the boil in 

2019; things could become interesting. Diversifica-

tion, in our view, remains paramount.   

As the calendar turned to autumn, US economic 

growth remained solid, in contrast to most the world, 

which witnessed a softening in economic reports. 

Labor market reports have shown continued strength in 

job creation.  The first estimate of Q3 US GDP growth 

came in at 3.5%, following 4.2% growth in the second 

quarter.  The acceleration in the rate of economic 

growth can be seen in the chart below; the last six 

months represent the best back-to-back quarters since 

2014, also true of the latest twelve-month growth rate.   

But there are a couple notable differences between the 

current state of affairs and past circumstances...the 

recent growth spurt is being helped by big increases in 

government spending, which was not the case in 

2014.  To wit, even with the unemployment rate at its 

lowest level since 1969, the federal budget deficit has 

expanded 17% this past year to $779 billion, and is on 

its way to $1 trillion this coming fiscal year. In 1969, 

by way of comparison, the budget was in surplus. 

Strong economic growth and low unemployment are 

contributing to rising interest rates.  This puts a damper 

on bond returns and at some point, equity market re-

turns as well.   

Hello, October!   

On October 3rd, Federal Reserve Chairman Jerome 

Powell dropped a little bombshell during an interview  

sponsored by the Atlantic Magazine and the Aspen 

Institute—it went like this: “…interest rates are still ac-

commodative, but we’re gradually moving to a place 

where they will be neutral…we may go past neutral. 
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Last November, we lost Maggie, our yellow lab.  Her health took a sud-
den and grave turn, and despite our efforts she passed just a few 
weeks later.  Then, in June, we lost Sachi, our little Shiba.  She devel-
oped an inoperable tumor next to her brain stem and went downhill 
over the last few months of her life.  They were both 12-13 years old.  
Although I tend to be a bit of a skeptic when it comes to the emotional 
capacity of our four legged friends, Sachi, being the last to go, was 
really depressed when she lost her little sister, and succumbed to her 
own malady only six months later.   

Like all good pet owners, we treat our dogs like members of the fami-
ly.  On more than one occasion they ate better than I did.  And no-
where in the house, no bed or couch, was off limits for those give-’em-
an-inch and you-know-what-they’ll-do girls.  They made a great 
pair, the big one with boundless goofy energy, the little one low-key, 
smart and devious, taking advantage of diversions at every turn.   

So, we’ve gone from two dogs to no dogs, quickly. It is a surreal expe-
rience; coming home from work, sometimes, I would have a subcon-
scious thought, expecting at a minimum an unenthusiastic greeting 
from one of those two old ladies. Or seeing movement near the ground 
out of the corner of my eye and looking for the little Sachi devil.    

Not having a dog, it’s weird for us.  Since we began our life together, 
we’ve ALWAYS had a dog, usually two.  For many years, we told 
ourselves, whenever the time came that Maggie and Sachi would leave 
us, we would go a few years dog-less, so that we would be untethered, 
and unworried when away from home.  Now, we’re a few months into 
this new chapter, and so far, we’re holding off on bringing a new pup-
py into our lives. Barely.   

Even more so than I, Maria misses our girls.  Despite my steely re-
solve to stick with “the plan”, it won’t be long until once again, I won’t 
be able to find a hairless surface on which to fold a shirt.   

To complicate matters, Maria went to visit her sister a couple months 
ago.  My sister-in-law has recently become a cat lady.  A few years 
ago, she had no cats, just an unsuspecting chocolate lab named Ellie.  
Now Ellie finds herself surrounded by cats: Al, Tiny Tim, Hope, 
Zabini and Paprika.  As it turns out, these cats have great personali-
ties, and they went on a full charm offensive when their Aunt Maria 
came to town.  They all slept with her, except for Al, who showed a lit-
tle dignity.   

Now, Maria has widened her 
pet wish-list to include fe-
lines, and I suspect there will 
soon be pitter-patter around 
the house, and almost cer-
tainly, a measurable 
amount of property damage.   

Here’s Maggie and Maria 
at the beach.  Taking a 
break from an otherwise  
CONSTANT game of fetch. 

These articles are for general information 
only and are not intended to provide specific 
advice or recommendations for any individu-
al. Consult your financial advisor, attorney, 
accountant, or tax advisor with regard to 
your individual situation. Please contact us if 
there are any changes to your financial situa-
tion or investment objectives.  The economic 
forecasts set forth in the presentation may 
not develop as predicted and there can be no 
guarantee that strategies promoted will be 
successful. Past performance does not guar-
antee future performance and your actual 
results will vary.  The S&P 500, Nasdaq Com-
posite and Russell 2000 indexes are unman-
aged indexes reflecting the overall returns 
attained by leading US stocks.  The MS EAFE 
and MSCI Emerging Markets Indexes are 
unmanaged indexes comprised of leading 
stocks in established foreign and emerging 
market countries, respectively. The Barclays 
Capital bond indexes are representative of 
total returns earned by various segments of 
the bond market.  Indexes cannot be invested 
into directly. Stock investing involves risk 
including loss of principal. International and 
Emerging Markets investing carries special 
risks such as currency fluctuation and politi-
cal instability.  Bonds are subject to market 
and interest rate risk if sold prior to maturity.  
Bond values will decline as interest rates rise 
and bonds are subject to availability and 
change in price.  There is no guarantee that a 
diversified portfolio will enhance overall re-
turns or outperform a non-diversified portfo-
lio. Diversification does not protect against 

market risk. 
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Sachi. “Let me go, I promise I won’t eat that bird!”   


