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Economic Conditions

The U.S. economy grew at an annual rate of 2% in the second quarter of 2019, according to the 

second estimate released by the U.S. Department of Commerce. This is a slight downward adjustment 

from 2.1% estimated in the advance estimate due to downward revisions to government spending, 

exports and private investment, and down significantly compared to Q1 2019 when GDP increased 3.1%. 

Consumption remains strong however, as personal consumption expenditures were revised 

upwards.  The outlook on future growth didn’t change much from where we were last month after the 

release of mixed economic data from August.  Manufacturing PMI (purchasing managers index) officially 

fell into contraction territory, sinking below an index level of 50 for the first time in three years.  Non-

manufacturing PMI, however, came in significantly above estimates at 56.4.  The discrepancy between 

the two indicates that eventually one of them will have to give and will be something to watch in order to 

determine which way the economy may be headed.  Either manufacturing will pick up to converge with 

non-manufacturing or the service sector will fall into contraction territory with manufacturing.  

Given the strong shape the labor market is in, as well as the service sector continuing to show 

strength, the former seems to be slightly more likely, especially if the U.S. and China can work to coming 

closer to a trade deal.  
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Market Conditions

Index Returns

Aug ‘19 YTD

S&P 500 (1.81%) 16.74%

DJIA (1.72%) 13.19%

NASDAQ (2.60%) 20.01%

MSCI EAFE (2.88%) 7.13%

Barclays Aggregate 2.59% 9.10%

Since the last economic update from August the markets have rallied

over 4%, with the S&P 500 just 1.5% from its all-time high. At its lowest

point in mid-August the index was down as much as 4.7% before clawing its

way back up to end the month down -1.8%. The Dow at its lowest point in

August had given up over 5% mid-month before ending down only -1.7%.

Both indexes are still up double digits for the year. Those numbers are

slightly deceiving however as both the S&P and Dow are up 3.72% and 6.04% since this time last year; a 

reminder of how volatile this market environment has been. 

Bonds, on the other hand, have had quite the run over the last few months and the Barclays U.S. Bond 

Aggregate has quietly gained over 9% for the year as rates plummeted in August with the 10-year Treasury 

falling from 2% at the end of July down below 1.5% by the end of August.  After briefly inverting mid-month, 

the yield curve again inverted for several days at the end of August before turning positive again.  Ultrashort-

term yields still remain higher than intermediate and long-term yields as all Treasuries from one month to 

one year remain higher than the 10-year yield.  The Fed is expected to cut rates at its September meeting but 

most likely not by the 50 basis points the markets are asking for, which could continue to fuel the bond rally.  
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Emotional Investing

A few years ago we wrote an update discussing how emotions can tend to get in the way of 

investors’ decisions.  Given the current market environment, we think it’s a good idea to revisit that topic 

to remind our clients how investing with emotions can get in the way of rational decision making.  In the 

late 1970s two Israeli psychologists, Daniel Kahneman and Amos Tversky, developed a theory known 

today as Prospect Theory, which centers around how individuals assess gains and losses asymmetrically.  

That is to say the fear of losing is greater than the joy of winning, which has a tendency to lead 

individuals towards risk seeking behavior in order to avoid potential losses.

Prior to Kahneman and Tversky’s findings, decision-making theories assumed that individuals 

were rational thinkers and when given a decision, would choose whichever option maximized their utility 

(utility being the value that an individual assigns to something like, say money).  Think of the idea that 

the more money a person has, the less value they place on each additional increment.  You would value 

the second $100 you receive slightly less than the original $100 you currently have, and the third $100 

slightly less than the second.  Therefore, when given a decision to make about whether to make a wager 

on a coin flip for $100, a rational individual would turn the bet down because the $100 they had the 

potential to win was worth less to them than the $100 they stood to lose from the bet.    

(Continued on Next Page)
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Emotional Investing

(Continued on Next Page)

Kahneman and Tversky viewed this behavior not as maximizing utility, but minimizing regret.  A 

study showed that individuals were exhibiting risk seeking behavior depending on the situation.

The study gave two separate scenarios:

Scenario 1 – Which would you prefer?

1. A gift of $500 or;

2. A 50 – 50 chance of winning $1,000

People almost always chose the guaranteed $500.  However, when given a second scenario:

Scenario 2 – Which would you prefer?

1. A certain loss of $500 or;

2. A 50/50 chance of losing $1,000

People in this scenario almost always chose the second option and took the bet to try and avoid the 

greater loss.  They became risk seeking.  Individuals were exhibiting risk seeking behavior in one 

scenario and not the other because “their desire to avoid losses exceeded their desire to secure gains.” 

Kahneman and Tversky determined that this was due to what would eventually be coined “loss 

aversion.”
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Emotional Investing

They determined that people didn’t make decisions that maximized utility, but in fact made 

decisions in attempts to minimize losses even if it meant being a risk seeker.  This is the basis behind 

prospect theory – that losses and gains are valued differently and individuals tend to make decisions 

based on perceived gains over perceived losses, even if the outcomes are the exact same.  A loss will cause 

an individual more pain than the happiness they would receive from the same level of gain.  

This decision-making process ties in with behavioral biases that investors tend to exhibit when 

making decisions regarding their portfolios.  Investors, when faced with a decision, will often use 

heuristics, or mental shortcuts, influencing their decision and potentially leading to sub-optimal 

outcomes.  An example of this would be selling out of equities after a market correction to avoid losing 

more money even though the market may be oversold and due for a recovery.  

This can be viewed as what’s called recency bias, where an individual only recalls something 

that’s happened recently – like a 20% correction in one month – as opposed to having a long-term view 

and understanding that while a 20% correction may be uncomfortable, the worst 10-year performance of 

the S&P 500 over the last 60+ years has been -1%.  

(Continued on Next Page)
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Emotional Investing

It is our job as advisers to help you identify any emotional or cognitive biases that you as an 

investor may be exhibiting and furthermore, help you in adjusting or adapting to those biases in order to 

make decisions that are in the best interest of your portfolio.  So in the future when you sense that your 

adviser is giving you small nudges in regard to a decision, this is most likely the adviser trying to take 

the emotion out of the situation to increase the odds of making the best decision for you and your 

portfolio. 
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Disclosures & Index Definitions

Under style performance boxes, indexes referenced in the equities section for large, mid and 

small reference the Russell 1000, Russell MidCap and Russell 2000 stock indices, respectively. 

The Barclays US Government, Barclays Credit and Barclays High Yield fixed income indices refer 

to Gov’t, Corp, and HY, respectively. Short, Intermediate and Long refer to the time frame of the 

investments and their positions on the yield curve. 

The information and opinions stated in this presentation are not intended to be utilized as an 

overall guide to investing; nor should they be taken as recommendations to buy, sell or hold any 

particular investment. This presentation is not an offer to sell or a solicitation of any investment 

products or other financial product or service, an official confirmation of any transaction, or an 

official statement of presenter. The opinions and views conveyed are for informational purposes 

and make no recommendations in regards to how a client’s portfolio should be managed, as that 

involves inquiring, in depth, of a client’s or prospective client’s risk tolerance, investment 

objectives, time frame for investing and any other details pertinent to said client’s or prospective 

client’s financial situation. The presentation may not be suitable to be relied on for accounting, 

legal or tax advice. 

Past performance is not indicative of future returns. Prices and values of investment vehicles will 

rise and fall as broad market conditions change. Investors’ portfolios may fluctuate, to varying 

degrees, in tandem with market conditions.  Diversification neither guarantees returns nor does it 

eliminate the risk of a portfolio decreasing in value. Equity securities tend to be more volatile than 

bond/fixed income products and carry greater risk factors than that of fixed income products. 

Smaller capitalization equities (i.e. mid and small caps) typically involve more risk than that of 

larger capitalization stocks. Political, economic, and currency risk are all risks subsumed under 

the additional risk factors of investments in international securities, to include  those in both 

developed and emerging markets. In addition, political conditions in emerging markets can tend to 

be more volatile than in those of developed markets. 

Investments in bonds will be subject to credit risk, market risk and interest rate risk. Interest rates 

will have an inverse effect on prices of bonds. Bonds of lower credit ratings, also known as High 

Yield bonds which hold a rating of less than investment grade (BB+ and below), will have greater 

risks attached than will those of investment grade bonds and will experience greater volatility. 

All dates are as of August 30, 2019 unless stated otherwise. 

Presentation prepared by Financial Advisory Service, Inc., an SEC Registered Investment 

Adviser. Securities offered through FAS Corp., an affiliated insurance agency and broker/dealer. 

Any dissemination, distribution, copying, or other use of this presentation or any of its content by 

any person other than the intended recipient is strictly prohibited. FAS only transacts business in 

states where it is properly registered or notice filed, or excluded or exempted from registration 

requirements. Follow-up and individualized responses to this presentation that involve either the 

effecting or attempting to effect transactions in securities, or the rendering of personalized 

investment advice for compensation, as the case may be, will not be made absent compliance 

with state investment adviser and investment adviser representative registration requirements, or 

an applicable exemption or exclusion.

Index Definitions

The S&P 500 Index is based on the market capitalizations of 500 large companies whose stocks 

are listed on the NYSE and NASDAQ. This is widely regarded as the single best gauge of large 

cap US Equities. 

The Dow Jones Industrial Average is a price-weighted average of 30 actively traded blue-chip 

stocks, primarily industrials. It is used as a barometer of how shares if the largest US companies 

are performing.

The NASDAQ is a market capitalization weighted index of the more than 3000 common equities 

listed on the NASDAQ Stock Exchange. These securities include American Depository Receipts, 

common stocks, real estate investment trusts, and tracking stocks. 

The MSCI EAFE (Europe, Australasia, Far East) Net Index is recognized as the pre-eminent 

benchmark in the US to measure international equity performance. It comprises the MSCI country 

indices that represent developed markets outside of North America, Europe, Australia, and the 

Far East. 

The MSCI Emerging Markets Index captures large and mid cap representation across 23 

Emerging Markets (EM) countries. With 822 countries, the index covers approximately 85% of the 

free float-adjusted market capitalization in each country. 

The Barclays US Aggregate Index is a broad-based flagship benchmark that measures the 

investment grade, US dollar-denominated, fixed rate taxable bond market. The index includes 

Treasuries, government-related and corporate securities, MBS, ABS, and CMBS. 

All index information has been gathered from public sources who are assumed to be reliable, 

although we cannot guarantee the accuracy or completeness of those public sources. 


