
I nvestors endured a flurry of trade headlines and turmoil in the emerging markets, but that didn’t slow down 
U.S. stocks in the third quarter.  During what has historically been the most volatile quarter of the year, the 
S&P 500 had its biggest gain since the fourth quarter of 2013.  It was the best performance for a third quarter 
since 2010.  The S&P has also been positive in 11 out of the past 12 quarters.  Heading into October, 2018 has 

been a good year for U.S. equity investors focused on growth stocks.  And, if you had stockpiled barrels of crude oil 
in your garage, very well done.  Unfortunately, it hasn’t been so great for other asset classes.  Globally, the U.S. was 
the place to be, as the domestic market strongly outpaced foreign developed and emerging markets.  Emerging mar-
kets entered bear market territory in August as fiscal stresses in Turkey and Argentina sparked fears of contagion.  
The U.S. has been the performance leader because economic and earnings growth is stronger here than in most other 
places. In particular, strong gains in domestic consumer discretionary and technology stocks (Amazon, Apple, 
Google, Netflix, Microsoft, etc.) drove most of the performance gap between the U.S. and the rest of the world. 
 

The third quarter was generally challenging for the credit markets. The Bloomberg Barclays Aggregate Bond Index 
was flat over the three months. Year to date, the index is down 1.6%, setting up potentially for a historically weak 
year.  (The bond market benchmark has only had three down years since 1978.)  During the quarter, the yield on the 
10-year Treasury rose from 2.85% to 3.06%, pushed higher by solidifying Fed rate hike expectations and a modest 
pickup in inflation.  Once again, short-term rates rose more than long-term, fueling fears of an inverted yield curve 
and future recession. 
 

The lack of volatility in U.S. blue-chips was again notable.  The S&P 500 did not experience a 1% move on any day 
during the quarter.  That’s only the second time in history a 3rd quarter has been that calm.  (1963 was the other 

time.)  The positive performance and lack of volatility was 
impressive given the backdrop of relentless Fed monetary 
tightening and the usual geopolitical concerns exacerbated by 
tariff/trade tensions.  But, it wasn’t all challenges. In addition 
to the solid gains of the U.S. economy, supported by tax re-
form, corporate America delivered one of its strongest peri-
ods of profit growth in decades. More stellar earnings 
growth—likely over 20% based on Thomson Reuters’ con-
sensus estimates—is expected over the remainder of 2018. 
Another very positive sign is that S&P earnings are going up 
faster than stock prices.  To me, that implies a rationalization 
of valuation levels and further evidence that we are not in a 
1999-like  equity market bubble.  
  

As of 9/28, this bull market is more than 9 ½ years old.  The 
longest bull market on record!  The S&P 500  has gained 
over 400% (total return) since the nadir on 3/09/09.  Interest-
ingly, 48% of 2,000 American adults questioned in August  
thought the U.S. stock market had been flat over the last 10 
years.  Another 18% thought the U.S. stock market had actu-
ally declined over the last 10 years.  Really?  We’ve had 
some down periods, with 11 separate tumbles of at least 5% 
(all less than 20%).  But, even with the most recent 10% drop 
in February still fresh in the collective psyche, how could that 
many people be that wrong?  Clearly a case of too much 
“wrong news” media exposure.  Clearly something to avoid! 
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3rd Quarter Summary 
 

Total Return % 

 3 month 12 months 

S&P 500 +7.7 +18.4 

Nasdaq Composite +7.1 +24.7 

Russell 2000 +3.6 +15.4 

MSCI EAFE +1.4 +3.8 

Barclays High Yield +2.4 +3.1 

Treasury Bond Rates 9/28/18 9/29/17 

2 year 2.81% 1.47% 

10 year 3.05% 2.33% 

Barclays U.S. Aggregate -1.6 -1.2 

MSCI Emerging Markets -1.0 +0.4 

 
Source: US Treasury, LPL Financial Research)  Indices cannot 
be invested into directly. Past results are no guarantee of fu-
ture performance 
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2008 Redux 

Although 2008 feels like the distant past, the 
calendar says it was only 10 years ago.   I, like 
everyone else in finance, still bear the scars 
from that stressful time.   With concerns about 
subprime loans building, the S&P 500 was 
already down about 20% by the end of that 
August.  Then on September 15, Lehman 
Brothers filed for bankruptcy.  The S&P 500 
fell 28% over the next 22 days.  Ultimately, 
the index lost more than half its value before 
the narrative improved in March of 2009. The 
U.S. unemployment rate went from about 5% 
in January 2008, to almost 10% in 2010.  Mil-
lions lost their jobs and homes while the 
global economy entered a deep recession.  At 

one point, US GDP fell by 9% in a single quarter (Q4 2008), its worst decline in 50 years.  Home mortgage defaults 
soared from 3.7% to 11.5%, pummeling bank stocks.  The situation appeared desperate.   Yet, here we are, 10 years later, 
and the equity markets have not only recovered, but have reached new all-time highs.  If there’s one lesson we can apply 
to this experience, it’s that even the darkest times eventually end.  Just when pessimism and doubt are highest, the econ-
omy can and has recovered.  Brighter days follow the dark ones.  For many, surviving the financial crisis meant not be-
lieving the doomsday scenarios about the U.S. economy.  It also meant enduring pain while remaining patient.  As we 
know today, it would have been better to have faith that the U.S. economy and stock markets would recover.  Throughout 
history, that has been the case.  I believe the next time around, and sometime in the future there definitely will be a next 
time, will be no exception.    
 

Today, with 2008 ten years past, it bothers me that the consensus is still wrong about the cause of the crisis.  The scape-
goats are almost always ‘greedy Wall Street bankers’.  While I have no love for fat-cat bankers, I firmly distance myself 
from the Sanders/Warren/Waters polemics.  While we can certainly find fault in abhorrent risk management and too 
much leverage, blaming Wall Street for the entire crisis misses the full picture and, in many cases, is nothing other than  
demagoguery.  Mortgage originators share the blame.  Homeowners who bought two and three houses they couldn’t af-
ford are to blame.  Congressional leaders, pushing home ownership and refusing to rein in Fannie & Freddie because of 
outsized campaign contributions, are certainly not innocent.  And, perhaps most importantly, bad regulation is to blame.  
Undeniably, excess was building in the capital and housing markets.  Banks, ranging from Lehman to IndyMac, owned 
way too many exotic mortgage-backed securities.  Chances are the bubble would have burst on its own.  But, in my opin-
ion, the event that tipped the market into a frenzy – and made matters far worse than they had to be – was the issuance of 
accounting regulation FAS 157 on November 15, 2007 (days away from the peak of the market). 
Issued by the Financial Accounting Standards Board (FASB), but with the SEC as the prime mover,    
FAS 157 required banks to use mark-to-market accounting to value securities on their balance sheets.   That’s a big prob-
lem with illiquid securities, even if they are “performing”.  Essentially FAS 157 turned many securities, including the 
mortgage backed securities that populated bank balance sheets, worthless overnight.   Consequently, credit markets col-
lapsed with “financial contagion” and “death spiral” common terms in the financial press.   With credit markets frozen 
and banks teetering on the edge of insolvency because of an accounting rule, the situation was dire.  Luckily, reason pre-
vailed and  FAS 157 was suspended in March of 2009.  Simultaneously, the stock market  improved and “green shoots” 
became a popular term to use when describing the economy.    I know that there is room for disagreement, but it is hard 
to look at the timing of the crash and recovery and not conclude that FAS157 was an integral part of the problem.  Of 
course, as an  economist firmly in the laissez faire school, how could I think otherwise?   
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Things That Probably Only Brad Cares About I Actually Read it Somewhere 

NY Times 9/26/18 
“Muscle starts to deteriorate when we reach our 30s. After 
age 40, we lose on average 8 percent of our muscle mass 
every decade, and this phenomenon continues to acceler-
ate at an even faster rate after age 60.  One of the worst 
parts about losing muscle as we age is that we also get 
fatter. The average person gains about a pound of fat a 
year in middle age. That means that our bodies undergo a 
striking change in composition, with muscle melting away 
and fat creeping in to take its place.”  
 

Vitaliy Katsenelson 
“A recent Bloomberg report on Chinese real estate noted 
that from June 2015 through the end of last year, the 100 
City Price Index, rose 31% to almost $202 per square foot. 
That’s 38% higher than the median price per square foot in 
the U.S., where per-capita income is more than 700% 
greater than in China. This China story gets more interest-
ing. Most of these apartments are sitting empty because 
they are purchased as investments.” 
 

The Loop 9/4/18 
Worst Bet Of The Night: An Australian bettor made a 
US$25,000 bet that Roger Federer would beat John Mill-
man in their US Open Tennis match. If Federer won, the 
bettor would have only won $500. Federer lost in 4. 
 

NY Times 8/2/18 
“The government’s exhibits, made public after the pro-
ceeding ended, detailed Mr. Manafort’s spending habits. 
From one of his favorite stores in California, he bought a 
$33,000 “blue lizard” jacket, an $18,000 suede coat, a 
$14,000 quilted silk jacket, a $12,000 brown pinstriped 
suit, pants priced around $2,800 apiece, dress shirts cost-
ing $1,500 each and ties that averaged about $950 each. 
To the manager of Alan Couture, a high-end men’s wear 
boutique in Manhattan, Paul Manafort was one of his top 
five customers, spending more than $900,000, paid by 
wire transfer, over five years ending in 2014.” 
 

Indexed Annuity Leadership Council 
When asked about barriers to saving for retirement, the 
most common mistakes or regrets respondents provided 
were not saving earlier (40%), making bad financial deci-
sions (19%), and not saving enough (17%). Those who 
say they are unprepared for retirement are 5 times as 
likely to cite high living expenses and 7 times as 
likely to have high debt  
 

The Little Princess has been taking me hiking.  Ostensibly, 
it’s because she wants to share her joy of being in the wil-
derness. However, her underlying motivation is somewhat 
darker.  Frankly, it’s because she revels in being better than 
me. I can ski or mountain bike her into a sweaty puddle of 
tears in less than an hour, but, on the cobblestones of Rome 
or a rocky wilderness trail, she can easily hike me into the 
ground.  I’m stronger and in better condition, but enthusi-
asm is the most powerful of forces.  And, she has that in 
abundance.  Much to my surprise, despite my role as the 
inferior, I have learned to enjoy hiking.  Of course, to Mau-
reen, a hike is not so much a walk in the woods as a trek 
that requires intensive planning and the proper equipment.  
She has stacks of maps and books and a pack stuffed with 
survival essentials.  Knowing that she’s going to plan the 
route and carry the essentials, is good for me.  I just need 
my own source of water and an intrepid attitude.  Although, 
my nonchalance most certainly does not pertain to potential 
bear encounters.  Since bears are rampant in the Sierras and 
are a menace to hikers like sharks are to surfers, I want to 
be prepared.  That’s why I gave Maureen bear spray for 
Christmas.  A romantic, as well as a thoughtful gift.  Since 
I’m much faster, she is more likely to have the bear trouble.  
Anyway, off we go on our hikes, with her leading the way, 
and me, like Prince Phillip, always a few steps behind.   
 

The terminus of every one of our hikes is a high mountain 
lake.  Undeniably, all of our high mountain lake destina-
tions have been incredibly serene and beautiful.  But,  
they’re all serene and beautiful in exactly the same way.  
(I’m sure to be opening myself up for scorn, but if you’ve 
seen one high mountain lake, you’ve seen them all.)  So, if 
they’re all similar, it seems silly to kill ourselves walking a 
great distance to any particular one. 
(Other than the obvious point of 
walking me into the ground, to prove 
she can.) At least that was the epiph-
any I had in September midway 
through a particularly arduous hike.  
We started off hiking to Shadow 
Lake, which is about 3.5 miles from 
the trailhead.  It’s up and down miles 
of rocky trial with uncertain footing.  
So, nothing like an easy saunter on 
the golf course.  Shadow Lake, of 
course, is beautiful.  While stopping to enjoy the view, 

(Continued on page 4) 

 



Past performance does not guarantee future performance and your actual results will vary. These opinions are for general information only and 
are not intended to provide specific advice or recommendations for any individual. Consult your attorney, accountant, or tax advisor with regard 
to your individual situation. The S&P 500 is an unmanaged indexes reflecting the overall returns attained by leading US stocks. The MSCI EAFE 
is comprised of large company stocks in established foreign markets.  The MSCI EM (Emerging Markets) Index is a free float-adjusted market 
capitalization weighted index that is designed to measure the equity market performance of the emerging market countries of the Americas, 
Europe, the Middle East, Africa and Asia. Govt bonds and T-Bills are guaranteed by the US government as to the timely payment of principal & 
interest and, if held to maturity, offer a fixed rate of return a& principal value. The Barclay’s  bond indexes are representative of total returns 
earned by various segments of the bond market.  Indexes cannot be invested into directly & are unmanaged.  International and emerging market 
investing carries special risks such as currency fluctuation and political instability.  The Russell 2000 Index is an unmanaged index generally 
representative of the 2000 smallest companies in the Russell 3000 index, which represents approximately 10% of the total capitalization of the 
Russell3000 Index. The Barclays  High-Yield Market Index captures the performance of below-investment-grade debt issued by corporations 
domiciled in the United States or Canada. Stock investing involves risk including loss of principal. Bonds are subject to market and  Interest rate 
risk if sold prior to maturity. Bond values and yields will decline as interest rates rise and bonds are subject to  availability and change in price.  
Economic forecasts set forth may not develop as predicted and there can be no guarantee that strategies promoted will be successful. No strategy 
assures success or protection against loss. The NASDAQ Composite Index measures all NASDAQ domestic and non-U.S. based common stocks 
listed on the NASDAQ Stock Market. The market value, the last sale price multiplied by total shares outstanding, is calculated throughout the 
trading day, and is related to the total value of the Index.  The prices of small cap stocks are generally more volatile than large cap stocks. Inter-
national investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors. These risks 
are often heightened for investments in emerging markets. 

Business Philosophy: 
 

Our objective is to make working with us a pleasant as 
well as rewarding experience   

 
 We take our responsibilities  seriously 
 We return calls promptly 
 We’re nice when someone does call 
 We don’t lie or mislead 
 We do what we say we’re going to do. 
 We’re knowledgeable and  current in 

our discipline 
 We admit (infrequent) mistakes and do 

our best to right the wrong 
 We listen to suggestions and take them 

seriously 
 We work in your best interest in the most 

straightforward and transparent way 
possible 

Brad Lancaster is a Registered Principal with and securities 
offered through LPL Financial, Member FINRA/SIPC 

Thank You ! ! 
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Please notify me in writing if you would like a hard copy of our full 
ADV part 2A brochure or if there are any changes to your  financial 
situation  or investment objectives  

 
Maureen decided that we should push on to Lake 
Ediza at the base of the Minarets.  “Why not?” she 
said when I dared to question. “It’s only another 2 or 
3 miles.”  At the time, I seemed to be the only one to 
understand that every mile we walk from the trail-
head is actually doubled when the return trip is con-
sidered.  Anyway, there can be only one leader, so 
onward we pressed  to Lake Ediza. At least until we 

lost the trail late in 
the afternoon and I 
insisted that we 
turn around.  (I had 
visions of dodging 
foraging bears in 
the  twi l igh t . )  
Much to my sur-
prise, because I 
don’t often win 
arguments of that 
kind, she agreed.  
Going back was 
more work than the 

walk up because of the uncertain footing.  (In a few 
spots, one wrong step meant a fall into the abyss.)  
Anyway, it was such a long way back that even the 
Little Princess admitted to being tired.  But, since I 
was still standing, it was off to Mammoth Pass a few 
days later. 

(Continued from page 3) 

 

Leading the Descent 

Planning the route to Ediza 


