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Third Quarter 2018 

Good Things Come To An End 

The third quarter of 2018 was another record-breaking quarter on several fronts.  Not only did the current bull market become the longest bull market in post-WWII history in 

late August – 3,453 days and counting – but all three major US indices reached new record highs (the Dow Jones Industrial Average continued its rise and hit another record 

high on October 2, just two days into Q4).  Most US indices were positive for the quarter, while international markets experienced mixed returns, most notably in emerging 

markets where a strengthening dollar continues to take a toll on returns.   

The S&P 500 and NASDAQ returned 7.2% and 7.1% in the third quarter and are up 9% and 16. 6% for the year, respectively.  The Dow outperformed last quarter returning 9% 

in Q3 but lags its US counterparts, up just over 7% for the year.   

The MSCI EAFE experienced its first positive quarter of 2018, returning 0.76%, but is still down 3.76% year-to-date.  The divergence between the performance of international 

equities and U.S. equities this year is one of the largest on record. Despite the relative underperformance of international equities year-to-date, valuations in international 

equities remain more attractive than the heightened valuations in US equities.  

Once again, the more interesting action is occurring in the bond market. The 10-year Treasury yield increased 0.20% (20 basis points) last quarter. However, the Barclays US 

Bond Aggregate was actually positive 0.02% for the quarter.  As we’ve covered in several firm updates in the past, when interest rates increase bond prices decrease.  Howev-

er, while prices decline when interest rates rise, the HIGHER INCOME generated by the HIGHER RATES helps offset some of the short-term price decline.  

If we use the movement of the 10-year Treasury yield – the most widely accepted gauge for interest rates – over the course of this year as an example to illustrate what we 

are referring to it should help paint a clearer picture.  In the first quarter, the 10-year Treasury yield increased by 0.34% (34 basis points) and the Barclays US Bond Aggregate 

was down 1.46%.  The 10-year Treasury yield increased by 0.11% (11 basis points) in the second quarter and the Barclays US Agg returned negative 0.16% for the quarter.  In 

the third quarter, the 10-year Treasury yield increased by another 0.20% but the Barclays US Agg was UP 0.02%.  This is largely due to the fact that higher interest payments 

are beginning to offset the price declines in bond holdings.  In other words, as interest rates continue to increase, the higher income generated from the higher rates will less-

en the impact in price losses in bonds. More importantly, these higher interest rates set the table for much higher returns in bonds going forward than we have experienced 

the past ten years.  

In the 1980s, when inflation averaged just under 6%, an investor could purchase a 10-year Treasury note yielding upwards of 10%, giving them a real yield of about 4% (Real 

Yield equals Yield minus Inflation).  The old rule of thumb for building a well-diversified portfolio was to weight bonds in your portfolio equivalent to your age.  Due to histori-

cally low interest rates, that has not been the case over the last ten years.  1980 was the historical peak in interest rates.  From there it was a consistent downward trajectory 

to the low single-digits, which was great for nearly all bond investors as they benefited from not only high coupon payments but appreciation in the price of their bonds. By 

the time the financial crisis hit in 2008, inflation barely averaged 2% for the decade to follow.  With interest rates at historic lows over that period, real rates of return on 
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bonds were basically zero.  The silver lining to this historic low interest rate period has been that risk assets have rewarded investors more than enough to enable them to re-

cover from the financial crisis.  But all good things must, and ultimately will, come 

to an end.   

This period of historically low interest rates and easy money is rapidly heading to 

that end.  There is no question that the Fed has helped this expansion run as long 

as it has by keeping a lid on interest rates. The low interest rate environment 

nudged investors further into risk assets, encouraged more lending/borrowing, 

and promoted the equity markets.  With rates now headed up, for the first time 

in a long while, interest rates might actually be a HEADWIND on the economy, not 

a TAILWIND. 

More importantly as it pertains to investing, higher interest rates make stocks 

LESS attractive. For the past several years, an investor could get a “safe” rate of 

return in Treasuries of 1-2%. But what if an investor could eventually get 4-5% in 

“safe” Treasuries?  Would the risk of the stock market be worth the potential 

incremental return?  That is the question investors will be asking themselves if 

and when interest rates continue to rise.  In simpler terms, investing is about op-

portunity cost.  When 

interest rates were close 

to zero, it made sense to 

overweight equities. 

With interest rates 

creeping higher, those 

higher interest rates 

make the decision to 

overweight equities much tougher.  

We are still very optimistic on the economy and company earnings. However, this marks the end of the low interest 

rate era and we are now entering an era of higher interest rates; at least relative to where we have been the past dec-

ade. We have seen and experienced higher interest rate environments before, and they always “end” the same way. 

Higher interest rates eventually put the brakes on the economy and the market. The END.  

(Continued from page 1) 

2018 Performance Figures 

 3rd Qtr 2018 

DJIA (Dow) 9.01% 7.04% 

S&P 500                    7.20% 8.99% 

NASDAQ COMP 7.14% 16.56% 

MSCI EAFE   0.76% (3.76%) 

Russell 2000 Small Cap 3.26% 10.49% 

Barclays US Aggregate 

Bond Index 
0.02% (1.60%) 

MSCI World All Cap 4.53% 3.83% 

Time for an Insurance Product Review? 

For nearly 40 years, our goal at FAS has been to meet the comprehensive financial needs of 

our clients by providing the highest level of expertise and objectivity.  We are excited to 

announce that we have a resource available to us that will assist with the objective evalua-

tion of insurance various products on behalf of our clients 

There are firms in the insurance industry seeking to revolutionize the industry itself by 

working directly with insurance carriers to create products that do not carry traditional 

commission costs or marketing fees. The elimination of these costs from insurance products 

ultimately results in lower prices and increased value for the insured/policy owner.  

We have identified a firm we can utilize to help us make an unbiased evaluation of our cli-

ent’s insurance products to ensure that the products are competitively priced in today’s 

market place from the standpoint of administration costs as well as cost of insurance. 

One of the best ways to benefit from this new relationship is to evaluate your existing poli-

cies. For life insurance, disability income, annuities, and long-term care insurance, we will be 

able to provide a thorough analysis of your current insurance products.  This review process 

will help ensure that your existing products accomplish their intended purpose at prices that 

are competitive in today’s market.  

Note that we are not compensated in any way.  Our new relationship is solely for the bene-

fit of our clients. Your current relationship with FAS will not be impacted. We will act as the 

intermediary between this new resource and our clients, meaning that our clients will bene-

fit from access to competitive insurance products and expert analysis, without incurring 

additional fees or hassles. 


