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Clarity…Courage…Commitment 

If you look at it from start to 

close, not much happened in the 

equity markets for the 

3rd quarter of 2019, but it was 

quite a rollercoaster ride in-

between.  The US equity 

markets hit new highs in July 

only to do an about-face in 

August and then a turnaround 

once again in September.  

Thematically not much has 

changed; there is still a tariff and 

trade war being fought between 

the US and China, there is the 

question of whether and how 

much the Federal Reserve 
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will continue lowering interest 

rates and, finally, will Brexit 

ever come to pass. 

For the first time in ten years 

the Federal Reserve began an 

easing cycle of interest 

rates.  They lowered the fed 

funds rate twice in the 

3rd quarter as some economic 

indicators began showing signs 

of weakness.  This, along with 

a few other technical factors, 

caused the yield curve to 

‘invert’ in August.  Typically, 

the bond yield curve is upward 

sloping - meaning longer-

dated bonds have higher 

yields than shorter-dated 

bonds.  An inversion of the 

yield curve is when longer-

dated bonds have a yield that 

is less than shorter-dated 

securities.  Historically, when 

this relationship occurs, it 

has been a strong indicator 

that a recession is on the 

horizon. 
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However, this situation can also happen in non-recessionary 

environments when other factors are influencing interest rates, such 

as the level of interest rates for bonds of other developed markets or 

a shift in inflation expectations.  Regardless of the reason, when this 

situation does occur it really freaks the markets out, which is what 

happened in the month of August. 

In the 3rd quarter the European Central Bank (ECB) also committed 

to reinitiating quantitative easing in an effort to jump-start a 

European economy that can’t seem to gain much traction.  This, 

coupled with the prolonged uncertainty around Brexit, makes one 

wonder what will actually pull the European Union out of the 

doldrums. 

 

The Equity Markets 

Global equity markets, as measured by the MSCI All Country World 

Index, were up just a bit in the quarter, returning .10%.  The US 

equity markets were the only markets that had a positive return for 

the quarter, up 1.16%. The non-US developed markets ended the 

quarter down -.93%.  Emerging markets also struggled in the 

3rd quarter with the MSCI Emerging Markets Index, down -

4.25%.  Once again, US REIT stocks were the strongest performer, up 

6.83% for the quarter and up almost 25% for all of 2019.  In the US 

large cap stocks outperformed small cap stocks for the 

quarter.  However, we began to see a turnaround of this in the 

month of September.   
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The Fixed Income Markets 

The bond markets continued to post strong returns in the 3rd quarter.  In response to the Federal 

Reserve lowering interest rates in July, the bond market reacted quite positively, with the yield on 

the 10-year treasury declining another 32bps to end the quarter at 1.68%.  The Bloomberg Barclays 

US Aggregate Bond Index had a return of 2.27% for the quarter, bringing the total return for 2019 

to 8.52%.  This performance is quite remarkable given that longer-term interest rates were at less 

than 3% at the start of the year.  This performance is even more exceptional given that we are not 

in a recession, which is when bonds typically outperform stocks by such a large margin. The 

municipal bond market couldn’t keep up with the taxable market in the 3rd quarter, but returns 

were still up 1.58% for the quarter and up 6.75% so far in 2019.    

Credit spreads, which are the difference between yields on lower quality and higher quality fixed 

income securities, tightened a bit for the quarter which caused corporate bonds to outperform 

government bonds.  The high-yield bond market was also up for the quarter, returning 1.33% and 

is up 11.41% so far in 2019. 

So, what did all of this mean for investors? For a diversified portfolio, depending on an investor’s 

asset allocation, returns for the quarter were up, on average, between .5 and 1.5%. 

 

Looking Ahead 

The question of whether the US is moving towards the late stages of an economic cycle is being 

pondered with more frequency.  It is important to note that economic recessions don’t ‘have’ to 

happen.  If economic growth is left alone to do its thing it can keep doing it.  There are countries 
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that have experienced 20-plus years of continuous growth (i.e. Australia is currently in its 

28th year of growth) without a recession.  There is usually a catalyst that throws the 

economic engines out of alignment and causes a recession.  The most recent example we 

have seen was the bursting of asset price bubbles in 2008, which threw many segments of 

the economy out of whack.  A Central Bank can throw an economy off a path of growth if 

they raise interest rates too quickly and choke off borrowing, which is what fuels 

growth.   

The general expectation is for a continuation of the trade wars between the US and China 

through the 2020 election.  The Federal Reserve is trying to do their part in keeping 

growth on track by lowering interest rates.  Right now, the concern is whether the tariff 

and trade wars between the US and China are causing enough disruption in different 

segments of the global economy to become that disruptor to the economic engines and 

throwing the global economy into a recession.  As we saw in 2008, it is not something that 

happens overnight but is a build-up over a longer period of time.  We hope resolution 

will come before those engines fall too far out of alignment.  Only time will tell… 

 

As always, we would love to hear from you, so feel free to contact us at any time. 
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