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Key Market/Economic Update

• U.S. stock markets acted as a safe haven for global investors as the S&P 500 index delivered a 7.7% quarterly return,   
 the highest Q3 performance over the last eight years. It was the best performing stock market among all major developed  
 and emerging countries. 

• U.S. macroeconomic data continued to point to accelerating growth, while both labor markets and consumer confidence hit 
 multi- decade record highs. Q2 GDP growth registered 4.2% and Q3 is expected at around the 3% level which was seen as  
 being  almost unattainable in the recent past.

• Inflation and full employment levels prompted the FOMC to continue raising short-term interest rates. In addition to a 0.25%  
 increase at the latest meeting, Fed is expected to hike the Fed Funds rate again at the end of the year.

• Rising international trade tensions since the beginning of year have yet to show any meaningful negative impact on the   
 market and broad economy. Although the probability of a full-scale trade war is limited, a lingering extended period of   
 deliberation and rhetoric could result in higher levels of uncertainty in the global markets.

Stock Market Review 
  
If investors had followed the cliché of “sell in May and go away”, 
they would have missed the best summer for the stock market in 
many years. The broad stock market rallied more than 7.8% for 
the three month period June through August, the best showing 
since 2012. Returns for the full quarter told a very similar story, 
as the S&P 500 index delivered a 7.7% return for the quarter, the 
best Q3 return over the last eight years! With emerging markets 
experiencing difficulty from a strong U.S. dollar and rising crude oil 
prices, U.S. stocks have become a relative safe haven. Investors 
have poured almost $60 billion into domestic equity ETFs over 
the last 3 months, a record pace year to date according to the 
Investment Company Institute.

Certain high flying technology stocks that dominated returns in 
the consumer discretionary and technology sectors took a back 
seat. Stocks targeting consistent dividend growth outperformed 
their growth counterparts. We also witnessed a reversal of second 
quarter relative performance by market capitalization: large-cap 
stocks more than doubled the 3.6% of small and midcap stock 
indexes. 

An agreement reached by the U.S. and EU to avoid new tariffs on 
European goods helped to improve the international equity market 
sentiment. The MSCI EAFE index, a broad measure of developed 
world stock markets managed to eke out a 1.4% gain, reversing 
the previous two quarterly consecutive declines. Emerging markets 
fared worse as higher costs related to U.S. dollar denominated 
debt, geopolitical concerns and trade tensions contributed to yet 
another quarterly loss. Adding to the pressure, investors were   
spooked by trade fears and sold stocks in China. Strength in 
Eastern European and Latin American markets helped to mute 
those losses (Fig 1.)
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For the first time this year on a quarterly basis, all 11 S&P sectors 
provided positive returns to investors. Driven by strong corporate 
earnings growth, healthcare stocks rose almost 15% and joined 
technology and consumer discretionary stocks as the top three 
sectors with double-digit returns year to date (Fig 2).

Bond Market Review

As inflation, measured by both core Consumer Price Index and 
Personal Consumption Expenditures, has been moving higher over 
the last few quarters, the Federal Reserve has continued its stated 
course:  to gradually normalize monetary policy (Fig 3).

After raising short-term interest rates by 0.25% in September, 
yields on all U.S. Treasury securities moved up sharply, resulting 
in losses for the Treasury bond market. Domestic investment 
grade and high yield corporate bonds fared much better. These 
less creditworthy issues produced positive returns for fixed income 
investors, primarily driven by tightening credit spreads.

Emerging market bonds experienced a relief rally producing some 
modest gains in the quarter. U.S. dollar strength stalled, as the 
dramatic sell-off in previous quarters seemed overdone. The 
developed international bond market, principally the European 
Union and Japan, fared much worse than domestic and emerging 
market bonds, declining almost 2% as measured by the Barclay 
Global Aggregate (ex USD) Index. Both the European Central 
Bank and Bank of Japan have started to reverse their version 
of quantitative easing programs, which may have contributed to 
weakness (Fig 4).  
 
Growth vs. Value Investment Styles 

The growth investment style, with an emphasis on companies with 
strong future business growth potential, has gained attention in 

recent periods. Enthusiasm for growth stocks, is evident from 
relative performance, as seen in Table 1 below. Since the Great 
Recession that started the current bull market cycle, growth has 
dramatically outperformed both the broad market and value 
shares. However, if we include the tech bubble period, the total 
return of the Pure Value index would return almost 500%, nearly 
doubling the performance of the S&P Pure Growth index!

Investment returns for any strategy, style or factor are highly 
dependent on timing and the market cycle:  today’s winner is quite 
often tomorrow’s loser.  Over the last five years, we have witnessed 
the favored strategy shift from low volatility, to small cap high 
dividend to value and most recently large-cap growth.  Identifying 
the winning investment strategy, style or factor after the fact is 
easily accomplished. Consistently identifying tomorrow’s winners 
is a daunting challenge for all investors.

At Bangor Wealth Management, we believe long-term investors 
should maintain a diversified portfolio across asset classes, 
investment styles, and timeframes.  By focusing on this framework, 
balancing risk and return through appropriate asset allocation, we 
are much more likely to be successful in attaining client’s long-
term investment goals.
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Table 1. S&P Pure Growth and Value Index Cumulative Returns

YTD 2yr 5yr 10yr
Since 
2000

2000-
2007

S&P 500 11% 35% 74% 296% 185% 14%

S&P Pure Value 6% 24% 54% 442% 481% 106%

S&P Pure Growth 15% 46% 79% 475% 258% 2%

Market data as of 9/28/2018 and returns were calculated on a calendar year basis.
Source: Bloomberg Financial LP, Bangor Savings Bank


