
 

 

October 1, 2018 

U.S. stocks deliver a strong quarter 

Domestic equities were a mixed bag toward the end of September, but did quite well over the 
quarter. The Dow Jones Industrial Average is up 9% for the third quarter; the broad-market S&P 
500 posted its best quarter in almost five years, up 7.2%; and the NASDAQ is up 7.1%.  

There is, however, wide divergence between the various market components that make-up a 
well-diversified portfolio.  For example, while the S&P 500 has returned 8.99%, the MSCI 
EAFE (large and mid-cap companies from developed countries across Europe, Australasia, and 
Far East) returned a loss of 3.76%, and the broad bond index, the Bloomberg Barclays 
Aggregate, returned a loss of 1.62%. 

For this reason, we have highlighted below the returns of five “Target Risk Indexes” provided by 
Morningstar.  Please pay particular attention to these indices when reviewing the total return of 
your portfolio. 

Stock Indices  Fixed Income (Bond) Indices  Morningstar Target Risk Indices 

Index % Gain/Loss 
Year to Date  

Index % Gain/Loss 
Year to Date  

Index % Gain/Loss 
Year to Date 

DJIA 7.04% 
 

Bloomberg 
Barclays Aggregate 

Bond 
-1.62% 

 
Conservative  0.04% 

NASDAQ 16.56% 
 

US Corporate Bond -2.33% 
 

Moderately 
Conservative 1.28% 

S&P 500 8.99% 
 

Bloomberg 
Barclays Municipal 

Bond 
-0.66% 

 
Moderate 2.20% 

NYSE Composite 2.14% 
 

US Corporate    
High Yield 2.57% 

 
Moderately 
Aggressive 3.25% 

MSCI EAFE -3.76%     Aggressive 4.39% 
*Performance reflects price returns as of 4:30 EDT on Sept. 28, 2018     
 

Here is a look at what’s happening in the economy and capital markets, as well as key factors we 
are watching: 

Economy 

• We got clarification on the reworked NAFTA deal with Canada and Mexico over the 
weekend. The deal is expected to be completed before deadlines imposed by the 
expiration of the Mexican president’s term and U.S. law on fast-tracking trade deals, 
explains Washington Policy Analyst Ed Mills. Attention will now turn to Congress to 
approve the revised deal. Despite some debate on timing, there is high confidence that it 
will clear Congress, Mills added. 



 

• The U.S. economy remains in good shape, with moderately strong growth, a tightening 
job market and moderate inflation, according to Raymond James Chief Economist Scott 
Brown.  

• The current economic expansion, which is the second longest on record, is widely 
expected to continue into 2019, but the pace of growth is likely to moderate, reflecting 
job market constraints, tighter (or less accommodative) monetary policy, and a smaller 
impact from fiscal stimulus (relative to the first half of 2018), Brown added.  

• As expected, the Federal Open Market Committee raised short-term interest rates again 
on September 26, bringing the target range for the federal funds rate to 2% to 2.25%. 
Another rate increase is expected in mid-December. 

• Federal Reserve (Fed) officials raised their forecasts for GDP growth in 2019 and 2020, 
and expect monetary policy to become restrictive in 2019 and 2020. 

• Import tariffs and foreign retaliation (against U.S. exports), while significant in some 
sectors, should only have a minor impact on overall GDP growth and inflation into early 
2019. However, a further deterioration in trade relations remains a downside risk and will 
likely have important long-term consequences, according to Brown.  

• Federal budget deficits are expected to be substantially higher, which ought to put some 
upward pressure on bond yields at some point. 

Equities 

• September has been a good month for stocks as earnings continue to come in at a high 
level, shares Nick Lacy, chief portfolio strategist of Raymond James Asset Management 
Services. 

• Chief Investment Strategist Jeff Saut has been bullish on stocks since October 2008. 
“Have we recommended rebalancing portfolios, raising cash from time to time, and 
layering in some downside hedges? Yes, we have, but it has always been within the 
construct of a secular bull market,” Saut notes.  

• While overall conditions remain supportive of a secular bull market, it is worth noting 
that the tech-heavy NASDAQ, which has routinely led during this bull market, may have 
limited upside in the near term, explains Raymond James Senior Equity Research Analyst 
Andrew Adams.  

Fixed income 

• As a result of the Fed’s rate increase, the market finally started seeing a rise in bond 
yields as the 10-year Treasury yield rose above 3%, Lacy said. 

• The bond market remains range bound, adds Senior Vice President, Senior Fixed Income 
Strategist Doug Drabik. Although the Fed remains committed to their announced rate 
hikes, global interest rate disparity, controlled inflation and continued economic 
accommodation should keep interest rates from getting out of control, in his view.  

• Bond investors can expect the supply of municipals to be constrained through year-end 
(as it has been throughout the year), with munis and Treasuries resuming historical 



 

relative value relationships, explains Ted Ruddock, head of High Net Worth, Fixed 
Income Services.  

• Modest duration adjustments could be appropriate, but no drastic changes would be 
warranted, in his view. Overall credit conditions remain stable to improving among 
traditional bellwether issuers.  

International 

• After the travails of August, September has proven to be calmer for many global markets, 
despite a lack of progress on key outstanding political and diplomatic issues. 
International equities broadly performed well, including emerging markets, which have 
been the worst performing part of the market, Lacy noted. 

• A small fade in the value of the dollar against other major global currencies has 
contributed to the calm despite the imposition of new tariffs by the Trump administration 
against China, which retaliated in kind, according to European Strategist Chris Bailey.  

• Emerging markets were calmer, although an election rally attack on one of the leading 
Brazilian presidential contenders was noteworthy.   

• In Europe, the Brexit debate ran into bumps in the road, although there is still a 
possibility of an October/November deal. The transitional period will likely be lengthy, 
which could dampen some of the negative economic impact, Bailey notes.  

• Meanwhile, the European Central Bank confirmed its previously circulated timetable to 
stop the expansion of its balance sheet at the end of this year. The euro zone still looks set 
to raise interest rates very modestly at some point next year.   

Bottom line 

• We encourage clients to measure the success of their financial plans based on steady 
progress toward their goals, not the short-term vagaries of the markets. 

• A well-diversified portfolio should allow you to participate in upside potential here and 
abroad, as well as serve as ballast against any short-term volatility.   

Should anything change, I’ll be sure to keep you updated on anything that could affect your 
long-term financial plan. Thank you for your trust in me.  
 
Sincerely,  

 

 

 

 

 

 



 

Investing involves risk, and investors may incur a profit or a loss. All expressions of opinion reflect the judgment of the Research 
Department of Raymond James & Associates, Inc., and are subject to change. Past performance is not an indication of future 
results and there is no assurance that any of the forecasts mentioned will occur. The process of rebalancing may result in tax 
consequences. Economic and market conditions are subject to change. The Dow Jones Industrial Average is an unmanaged index 
of 30 widely held stocks. The NASDAQ Composite Index is an unmanaged index of all common stocks listed on the NASDAQ 
National Stock Market. The S&P 500 is an unmanaged index of 500 widely held stocks. The MSCI EAFE (Europe, Australia, Far 
East) index is an unmanaged index that is generally considered representative of the international stock market. The Russell 2000 
is an unmanaged index of small cap securities. The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship 
benchmark that measures the investment grade, U.S. dollar-denominated, fixed-rate taxable bond market. The NYSE Composite 
Index is an index that measures the performance of all stocks listed on the New York Stock Exchange. The NYSE Composite 
Index includes more than 1,900 stocks, of which over 1,500 are U.S. companies.  The Barclays U.S. Municipal Bond Index is an 
unmanaged index of a broad range of investment-grade municipal bonds that measures the performance of the general municipal 
bond market.  Barclays US Corporate Bond Index measures the investment grade, fixed-rate, taxable corporate bond market.  It 
includes USD-denominated securities publicly issued by US and non-US industrial, utility and financial issuers.  Barclays US 
Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market. Securities are 
classified as high yield if the middle rating of Moody’s, Fitch and S&P is Ba1/BB+/BB+ or below. Bonds from issuers with an 
emerging markets country of risk, based on the indices’ EM country definition, are excluded.  The Morningstar Conservative 
Index represents a portfolio of global equities, bonds and traditional inflation hedges such as commodities and TIPS. This 
portfolio is held in a static allocation appropriate for U.S. investors who seek below-average exposure to equity market risk and 
returns.  The Morningstar Moderately Conservative Index represents a portfolio of global equities, bonds and traditional inflation 
hedges such as commodities and TIPS. This portfolio is held in a static allocation appropriate for U.S. investors who seek a 
slightly below-average exposure to equity market risk and returns.  The Morningstar Moderate Index represents a portfolio of 
global equities, bonds and traditional inflation hedges such as commodities and TIPS. This portfolio is held in a static allocation 
appropriate for U.S. investors who seek average exposure to equity market risk and returns.  The Morningstar Moderately 
Aggressive Index represents a portfolio of global equities, bonds and traditional inflation hedges such as commodities and TIPS. 
This portfolio is held in a static allocation appropriate for U.S. investors who seek a slightly above-average exposure to equity 
market risk and returns.  The Morningstar Aggressive Index represents a portfolio of global equities, bonds and traditional 
inflation hedges such as commodities and TIPS. This portfolio is held in a static allocation appropriate for U.S. investors who 
seek above-average exposure to equity market risk and returns.  An investment cannot be made in these indexes. International 
investing involves additional risks such as currency fluctuations, differing financial accounting standards, and possible political 
and economic instability. These risks are greater in emerging markets. Small and mid-cap securities generally involve greater 
risks. Companies engaged in business related to a specific sector are subject to fierce competition and their products and services 
may be subject to rapid obsolescence. There are additional risks associated with investing in an individual sector, including 
limited diversification. The performance noted does not include fees or charges, which would reduce an investor's returns. Asset 
allocation and diversification do not guarantee a profit nor protect against a loss. Debt securities are subject to credit risk. A 
downgrade in an issuer’s credit rating or other adverse news about an issuer can reduce the market value of that issuer’s 
securities. When interest rates rise, the market value of these bonds will decline, and vice versa. Price/Earnings Ratio is the price 
of a stock divided by its earnings. It gives investors an idea of how much they are paying for a company’s earning power. While 
interest on municipal bonds is generally exempt from federal income tax, it may be subject to the federal alternative minimum 
tax, state or local taxes. U.S. Treasury securities are guaranteed by the U.S. government and, if held to maturity, offer a fixed rate 
of return and guaranteed principal value. Chris Bailey is with Raymond James Euro Equities, an affiliate of Raymond James & 
Associates, and Raymond James Financial Services. Material prepared by Raymond James for use by its advisors.  

 

 

http://www.investopedia.com/terms/n/nyse.asp
http://www.investopedia.com/terms/c/compositeindex.asp
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