
 
 
3rd Quarter 2018 
We would first like to apologize for the tardiness of this market update as the author’s fall vacation 
coincided with the end of the 3rd quarter (next vacation is scheduled, more appropriately, in the middle 
of the quarter.) We have entered the home stretch for 2018 and much of what we have covered in the 
past stays very much the same, so we will jump right in with the performance of the major asset classes. 
Equities were positive in the quarter with large, mid and small caps up 7.7%, 5.0% and 3.6% respectively. 
Outside the U.S., developed international added 1.4% during the quarter with emerging markets 
notching the standalone negative quarterly equity performance of -2.0%. Fixed income investors were 
flat 0.0% during the quarter in spite of the 10-year increasing during the quarter to 3.05%. Turning to 
alternatives, real estate and commodities were down -0.4% and -2.0% respectively during the quarter, 
while MLP’s experienced an increase of 4.5%. 
 
Economy 
We never get tired of writing that “the economy continues to recover” as we know that at some point 
we will have to write a statement much different and not nearly as pleasant. For now, however, there 
appears to be no sign that the alternative statement is imminent (taken straight from last year’s 
commentary). While we hate to rehash old statements, it very much applies to this quarter’s 
commentary. Second quarter GDP came in at 4.2%, marking the 17th positive growth quarter since the 
1st quarter of 2014. The unemployment rate now stands at 3.7%, the lowest since the late 1960’s and 
we are beginning to see some wage inflation which has led to slightly stronger consumer spending data. 
In September, the Fed raised rates for the eighth time this cycle, further flattening the yield curve. Over 
the past 6 tightening cycles, the Fed has responded to falling unemployment and rising wages by 
continuing to raise rates, regardless of the shape of the yield curve, which continues to stay flatter than 
many would like.  While rising rates do concern some in that higher debt costs will stall this economy, 
we are not quite ready to sound the alarm bells. Consumer balance sheets are still pretty healthy and 
while we have seen a slight uptick in the household debt service ratio (debt payments as a % of 
disposable income), it is still well below historical averages. 
 
Equities 
The US experienced strong equity performance in the 3rd quarter led by large cap stocks. Much of the 
quarter was dominated with trade talk as the administration’s stance on trade imbalances seemed to be 
at or near the top of most financial publications throughout the last few months. However, for the most 
part, investors shrugged off the rhetoric and pushed US stock higher. Non-US stocks were not as 
fortunate. While developed international did post a positive quarter, both it and emerging markets are 
negative on a year-to-date basis. We have spoken about the relative performance of US and 
international stocks in the past and why we still believe investors should allocate to international stocks 
in their portfolios. According to a recent WSJ article, the S&P 500 has outperformed international stocks 
over the last 1, 3, 5, 10, 15, 20, 25, 30, 35, 40 and 45 years (through September 30, 2018). Based on that 
data, you would be crazy to diversify internationally. However, the numbers can be a bit deceiving. 
Looking back from the end of the quarter, US stocks have dominated those time periods only because of 
the most recent performance. With the help of a strong currency and trillions of dollars of fiscal and 
monetary stimulus, US stocks recovered significantly faster than the rest of the world, creating a 
performance gap not seen in history. This significant performance gap since the financial crisis has 



obscured the true historical record. US stocks underperformed international stocks through the 70’s, 
80’s, and much of the 90’s. If you look at the decade ending in 1986, the US lagged international stocks 
by 6.2% annually. More recently in the decade ending in 2007, right before the financial crisis, US stocks 
lagged international stocks by 3.1% annually. While no one can say when, chances are it will happen 
again. 
 
Fixed Income 
The Fed continues on the path of tightening, most recently raising the fed funds target to 2.25% on the 
upper end. The 10-year treasury rose 30 basis points in the quarter to end at 3.05%. In the past, it’s 
been difficult to hold the 3.0% level on the 10-year. It seemed that every time we got to the 3.0% level, 
buyers would come in and push the rate back down. This time feels a bit different. While we will not be 
goaded into making an interest rate call (we have learned our lesson), we do sense that higher rates 
may finally be on the horizon for fixed income investors. 
 
 Alternatives 
Our alternatives continue to perform as expected but we wanted to comment briefly on commodities. 
We typically don’t make dedicated commodity investments--neither through mutual funds nor index 
based exchange traded funds that track the benchmark. However, we do report on the benchmark in 
these commentaries and follow the performance of the benchmark as well. It is interesting that on a 10-
year basis, all of the equity, fixed and alternative asset classes have positive performance with the 
exception of commodities. On a 10-year basis, the Bloomberg commodity index is down -6.2% annually. 
By far the worst performing asset class that we follow. While we have no great insight in this 
commentary as to why the performance has been so poor, we found the significant relative 
underperformance interesting enough to highlight.  (More may be written later; try to contain your 
excitement.) 
 
As always we could have written more, but will show mercy and end this commentary here. However, if 
you have any questions or concerns regarding anything touched upon above or other issues not 
addressed, please don’t hesitate to reach out. As always, we would like to thank you for the trust and 
confidence you place in us. We look forward to speaking with you in the coming weeks. 
 
Tim Corley 
 
Scott Robinson 
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