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Third  Quarter 2019 Market Commentary 

 

Market Performance and Analysis 

This year’s sentiment-driven markets saw further gains in the second quarter but not without significant volatility. Stocks 

set numerous records and the S&P 500 posted its best first half since 1997 and reached three new all-time highs.  

Risky assets and safe haven assets all were able to advance in the third quarter. This unusual behavior continued the 

trend we’ve observed from the start of this year, as you can see in the year-to-date returns below. Not only have 

investors pushed the stock market to new all-time highs, they are also heavily hedging these big bets with significant 

allocations to sectors and assets usually meant for protection in case of a downturn. 

 

 

  

The headline market returns for this past quarter are deceptive. Equities were flat; many indexes gained a little, some 

lost a little, but, for the most part, they all ended September where they started in July. While this is true, it omits the 

bumpy road we endured over the last three months just to end up right where we had begun. It is this day-to-day market 

behavior that reveals what is motivating investors to buy or to sell. And whether it be proactive confidence or reactive 

uncertainty, it is worthwhile to understand prevailing attitudes so that we can better be prepared for whatever market 

environment arrives next. 

 

The third quarter’s market behavior accurately reflects the current predominant investing narrative: American 

companies merit investment for proven value and future growth potential while, at the same time, looming 

uncertainties warrant an abundance of caution. We saw this narrative play out in real time in the third quarter. In July, 

Source: Yahoo! Finance (rounded) 
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stocks quietly reached all-time highs as the S&P 500 index hit 3,000 for the first time in its history. Such cool composure 

could never last, given investors’ sentiment-driven, reactive anxiety and the host of uncertainties still facing markets. 

Thus, August’s punishing volatility that saw the S&P 500 experience daily moves of 1% or more in either direction a total 

of eleven trade days. The average for such moves in a month is four. Notwithstanding the violence of the market’s 

moves, losses were mild, with the S&P dropping only one and a half percent for the month.  

 

Worries of a looming recession and trade war developments 

drove the heightened volatility, as we describe below. 

September was another smooth ride with a monthly gain that 

put equities basically back to where they had been at the start 

of the quarter, as you can see in the graph nearby. The 

uncertainties that roiled markets in the usually placid dog days 

of summer have not gone away. Nor have investors been able 

to overcome their knee-jerk trading based on headlines 

surrounding those same uncertainties. We therefore expect 

more volatility in these last three months of the year. 

Twitter, the Economy and the Trade War 

 

At the outset we note that Federal Reserve interest rate policy, which was the principal catalyst of last year’s near-bear 

market and much of this year’s volatility, has been resolved in terms favorable to equity investors. The Fed cut rates at 

their meetings in July and September, so investors no longer have to worry about an oblivious central bank hiking rates 

into a slowing economy. However, instead of allaying fears, the resolution of the Fed uncertainty merely shifted the 

focus of investor anxiety to the two economic developments whose implications are beginning to have real world 

effects: the slowing economy and the China trade war. These two developments contributed to the overall 2019 

atmosphere of unease that has empowered President Trump’s tweets to move the markets as intensely as they did in 

the third quarter. 

The President has been able to exert an abnormal amount of control over the day-to-day moves of the market. Trump’s 

unitary authority in the realms of trade and foreign policy, and his unabashed willingness to exercise this authority—

especially including making sweeping pronouncements on Twitter—have made already skittish investors even more 

tense. All it takes is a tweet:  

Tweet Issue Market Reaction 

May 14: “we are the ‘piggy bank’ that everyone wants to 

raid and take advantage of. NO MORE!” 

doubts about trade deal, 

reaffirming tariffs. S&P down -3% 

Aug. 5: “China has always used currency manipulation to 

steal our business and factories…Not anymore!” 

Doubts about trade deal. 
S&P down -3% 

Aug. 14: “[C]lueless Jay Powell…the Fed is holding us back.” Attacking Federal Reserve. 
S&P down -3% 

Aug. 23: “[W]ho is our bigger enemy, Jay Powell or 

Chairman Xi?” 

Attacking Federal Reserve, 

comparing Powell to dictator. S&P down -2.5% 

 

Source: Koyfin 
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Nonetheless, investors themselves are mainly to blame for their erratic buying and selling based on nothing more than 

the latest 15-minute controversy. This is emotional investing at its worst. No policy or fundamentals changed but the 

herd was spooked by a tweet so we get the whiplash volatility. 

The trade war and the slowing economy were always going to be intertwined because 

the war is being waged between the world’s two largest economies. The United States 

and China account for 40% of the $85 trillion global economy. Each country is integral 

to all international trade thereby causing the symptoms of tariffs—crimped demand, 

interrupted supply chains, and slower growth—to spread beyond the borders of the two 

adversaries engaged in the trade war. The consequences are visible worldwide. 

Germany, Europe’s economic engine, saw growth contract in the second quarter and will struggle to avoid recession 

this year (a recession is defined as two consecutive quarters of GDP contraction). According to the IMF, global growth is 

set to record its weakest expansion this year since the Great Recession. The question thus becomes whether the United 

States can avoid or withstand a global economic contraction for which it was partly responsible. 

So far, the answer is yes, but there are 

unmistakable signs that our economy is 

beginning to slow. A primary effect of the tariffs 

has been the damage done to domestic 

manufacturers. One measure of factory activity 

recorded contraction in the industry in both 

August and September, the first instances of 

manufacturer pullback since before President 

Trump took office in 2016. This year has seen a 

precipitous decline in manufacturing since the 

tariffs took effect, as you can see from the 

nearby graph. September’s index reading came 

in at its lowest level since 2009. And 

manufacturers have been steadily shedding jobs 

as demand for their exports has withered 

because of the President’s tariff policy. Trump’s 

goal is to level the playing field with China and 

make our trade relations not quite as lopsided as they have been since China entered the World Trade Organization 

almost two decades ago. A trade deal would help not only our manufacturers and farmers, but also our technology 

companies who are forced to turn over invaluable intellectual property to the Chinese communist party in order to do 

business there.   

The current expansion is the longest in our history and, aside from the tariffs, there is little reason to think that it cannot 

continue. Growth has been low and slow; it’s averaged around 2% since the recession. President Trump was able to 

boost the numbers last year through the Republican tax cuts and deregulation, but, as described above, the trade war 

is detracting from growth opportunities. GDP growth in the second quarter came in at just 2%. Preliminary estimates 

for the third and fourth quarters predict less than 2% growth. This would put 2019 on track for more of the disappointing 

same: low and slow growth. 

Global GDP 

World - $86 trillion 

U.S. - $20.5 trillion 

China - $13.6 trillion 
Source: The World Bank 
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Jobs remain a bright spot in our economy. The unemployment rate fell to 3.5% in 

September, the lowest it has been since 1969. Although headline wage gain numbers are 

flat on the surface, a deeper dive reveals meaningful wage growth for people hardest hit 

by the recession. Wage growth for those in the bottom quartile of earners is outpacing 

all others, averaging 10% growth in the last five years. Moreover, the unemployment rate 

for these low-income workers has never been lower than it is right now. Readings of 

consumer sentiment remain elevated though they have moderated of late. Survey pollsters admit that these readings, 

like the country as a whole, have become highly polarized. Responses now generally conform to party affiliation: 

Republicans are rosy on the economy and Democrats are despondent. 

We maintain a realist approach for the final three months of this year. Stocks have already risen substantially and have 

done nothing more than tread water since April: there’s been much flailing to stay afloat but they haven’t made any 

forward progress. Until there is a genuine trade deal with China there is little reason for stocks to break out of their 

stasis. And based on the market’s recent behavior in response to tweets and rumors, volatility is all but guaranteed. The 

prevailing narrative is the correct one: the domestic stock market offers the best opportunity for growth, but prudence 

dictates a certain amount of caution given the gravity of uncertainties facing the economy. 

We are doubtful that this year’s emotionally charged trading patterns will be pacified anytime soon, but we are 

confident in the ability of our unique investment process to navigate us through the volatility that is likely to arrive. Our 

approach is quantitative, unemotional, and adaptive to what’s happening in the market right now. We can set our own 

course to try to achieve growth and avoid losses without being beholden to the herd-mentality emotional fluctuations 

of today’s markets. 

Performance Disclaimer 

No investment strategy or methodology can guarantee profits or protect against losses. Investment risk is inherent in 

every individual portfolio and no computer model or modeling program used or relied upon in making investment 

choices for a portfolio can eliminate risk. 
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Lowest Since 1969 
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