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U.S stocks posted small gains over the third quarter.  
The S&P 500 Total Return Index finished the 
summer months up 1.2%.  Things were not as good 
internationally where the MSCI EAFE Total Return 
index was down -0.7% and the MSCI Emerging 
Markets Total Return Index was lower by -4.1%.  All 
three of these stock indexes performed very well 
at the beginning of the year and are all showing 
nice gains year-to-date.  Bond investors did quite 
well during the third quarter, which was somewhat 
unexpected.  The Bloomberg Barclays US Aggregate 
Index was up 2.2% for the quarter and is up 8.5% for 
the year.
There were a number of market-moving events that 
happened over the summer.  The U.S. trade war 
with China continues to drag on, and investors have 
become worried it may tip the global economy into 
recession.  We think, at this point, anything is on the 
table.  It could drag on, or it could be resolved quicker 
than people think.  Unfortunately, the reality is that 
nobody knows so trying to predict the outcome of 
this global event is fraught with peril.  What we 
do know is everything will eventually flow down 
through price, and we can act accordingly when that 
happens.  We have seen China fall in our country 
rankings models, and we are underweighted to that 
area relative to the broad benchmarks.
The global recession fears exacerbated by the trade 
war have also caused a number of interesting things 
to happen in the bond market.  Near the end of 
August, the 30-Year US Treasury Bond closed at an 
all-time low under 2.0%.  That is a surprisingly low 
yield considering U.S. stocks large cap stocks were 
hovering near all-time highs during that time.  The 
big drop in yields also caused a rarely seen event 
with stocks.  According to Bloomberg data, the 
yield on the S&P 500 was higher than the 30-Year 
Treasury for the first time since the Global Financial 
Crisis back in 2009.  Take a minute and think about 
that.  At that time, you could get paid more to hold 
a basket of market leading companies that had 
the chance to increase their dividends and create 
capital gains over the next 30 years.  With the 30-
Year Treasury you simply receive a fixed interest 
payment and your original principal back (which 

isn’t worth what it was because of inflation).  Would 
you rather own the basket of S&P 500 stocks or 
receive a less than 2% interest payment for the next 
30 years?  That is just an indication that stocks are 
cheap relative to long-term bonds.
The big drop in long-term yields also led to an 
inversion of the 2-Year / 10-Year Yield Curve.  
Normally, 10-Year yields are higher than 2-Year 
yields, but in August that relationship reversed 
causing investors to receive lower yield on longer-
dated bonds.  That is a very rare phenomenon.  
When a yield curve happens, it generally leads to 
a recession down the road.  The important thing is, 
“down the road.”  We published an article on what 
happens when the yield curve inverts (please contact 
us for a copy).  The stock market can still do very well 
more than a year after the initial inversion.  So while 
the inverted yield curve is a cause for concern, it is 
not a reason to assume the market is automatically 
going to decline.
We also saw a major short-term laggard rally at 
the beginning of September when the laggards 
dramatically outperformed the leaders.  Those kinds 
of events are particularly hard on our strategies 
because we are generally only invested in the 
leadership.  It caused quite a bit of underperformance 
for us in September.  The good news is that the 
leadership started to perform better after the 
episode, and we have seen a recovery in the 
momentum spreads we track.  We aren’t yet back to 
the old highs (meaning the laggard rally has totally 
reversed itself), but it is a good sign that the spreads 
began to recover very quickly.
As we head in to the final few months of the year 
we are expecting more uncertainty around the 
global economy.  That usually leads to increased 
volatility.  We remain committed to our process 
that is designed to cut through the short-term noise 
and focus on intermediate trends.  Regardless of 
the environment, we are confident our relative 
strength methodology will allow our portfolios to 
adapt to changing markets and find new, emerging 
leadership.
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