THE SEASON OF STOCKS

Market Review

Although completely arbitrary, history shows that equities
often perform poorly in August. This past August was no
exception. The S&P 500 index slipped -1.8% in price value.
Losses were narrowed to -1.6% after including dividends.
Last month’s losses were deeper than average monthly losses
recorded for the past 10 and 20 years.
Equity volatility also spiked to a rolling 1-year high in August.
The number of times where the S&P 500 swung in either
direction by 1% or more reached 11 trading days. Of those
11 days, 4 of them were losses of -1% or more. The historical
record for monthly price volatility since 1970 indicates that
there is more whipsaw action ahead for the rest of the year.
The 3 leading months for volatility are September, October,
and November.
The focal point for price swings today seems to teeter on the
trade dispute between the US and China. The US recently
enacted new trade tariffs on primarily consumer and electronic
goods that are produced in China. US and Chinese negotiators
are now expected to meet in October to further sort out this
trade war. This news is being well received by investors and
providing the S&P 500 with an early September rally.
Still, US equities are performing well this year even though
trade tensions and other risk indicators linked to yield-curves
and geopolitics are presently challenging growth sustainability.
Including dividends, the barometer for US large-cap
performance, the S&P 500, is in possession of gains exceeding
18% this year. Similarly, the small-cap benchmark, the Russell
2000, has returned nearly 12%.
Performance of US large-cap and small-cap equities have
significantly diverged this year. Small-cap equities are currently
living in a more precarious environment in comparison to their
large-cap cousins. Profit margins in small-caps have narrowed
considerably (approximately 2%) cutting into earnings growth;
whereas, large-cap margins still reside around 10%. Additionally,
debt-to-equity levels in small-caps have risen above large-caps
for the first time, which places more leverage risk on small-cap
earnings.
This year’s large-cap gains, however, are largely contributed
to investors who are willing to pay higher prices for earnings,
what is known as a price-multiple expansion. Sources of total
returns from dividends and earnings growth are playing a much
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“The historical record for monthly price
volatility since 1970 indicates that there is
more whipsaw action ahead for the rest of
the year. The 3 leading months for volatility
are September, October, and November.”
smaller role in this year’s figure. Investors may be reacting
optimistically to another year of buoyant share buyback activity
by corporations and they are responding by expanding the
price-multiple in the process.
This year ranks as the second highest year for share buyback
activity since the beginning of 2013. With fewer shares
outstanding in the future, companies can report that their
earnings-per-share grew on a year-over-year basis even though
their sales or profit margins may have remained unchanged.
Although, some investors are concerned that growth has
become excessively expensive. Prices measured relative to
sales, earnings, cash-flows, or even book-value are well in
excess of the historical statistical ranges for the top 10% of
stocks included in the S&P 500. This has some thinking that
now is a good time to move into stocks that are well known
for their stable dividends and have a track record for growing
their dividend.
A renewed interest for dividends is possibly responsible for
the increased popularity in bond proxy equities like real-estate
investment trusts (REITs) and utilities this year; that, and the
compressed yields in bonds. REITs and utilities have led in
terms of fund in-flows and rank well in terms of performance
this year. In fact, even though broader market equity indexes
contracted in August, the performance from REITs and utilities
ended in positive territory.
The US marketplace is still outperforming the rest of the world,
but ongoing global dynamics have appeared to open up a
period of transitory change. The influx of gains made in longterm US treasuries and precious metals are likely anecdotal
examples. Momentum and contrarian investors alike may be
feeling the pressures and may feel the need to batter equities
around until everyone can settle on the new cyclical growth
rate of equities.
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Market Movers
It was a mixed month in terms of performance for diversified
investors in August. Total returns on equity assets retreated
while bond and hard assets advanced. On the one hand,
the inverse performance between equities and other
assets was a desirable outcome and serves the purpose
of a diverse asset allocation. On the other, it’s much more
exciting when all assets rise together. Of course, it is an
unrealistic expectation for all assets to perform consistently
and contradicts the need for asset diversification. Even
though August was only a single month picture, visualizing
the trend where bonds and hard assets are beginning to
eat into the performance of equities feels that we are late
in the bull market cycle. Our Core allocation portfolios
are managed in an effort to reduce return dependency on
market cycle. More importantly, our diversified portfolio
management framework strives to generate attractive
long-term returns and participate in secular market growth.

US STOCKS were the hardest hit asset class in
the month of August. Weighing the categoryaverage down was the performance of small-caps.
The monthly total returns of small-caps fell -4.7%.
For the year, small-caps hold on to total returns of
11.1%. Large-caps slid by less. In August, they fell
only -1.8%. Large-caps remain in the lead for the
year with total returns of 16.8%.
FOREIGN STOCKS were the second most hurt
asset class last month. Total returns of the categoryaverage declined -2.8%. The full year’s total
returns reside around 7.9%, which is significantly
underperforming US stocks. On the month, higherbeta markets like emerging markets led the
category average down. Emerging markets lost
-3.8% in August. The performance gap between
developed and emerging markets widens for the
year. This year’s developed performance is around
9.2% and emerging is 6.2%.
US BOND booked some gains last month raising
their year-to-date performance. Riskier bonds like
corporates and high-yield actually managed to
produce positive total returns in the month. This
year’s respective gains on corporates and highyield reside near 12.1% and 9.5%. This year’s total
returns on corporates are especially competitive in
comparison to similar total returns on stocks.

Asset Categories

Monthly

YTD

US STOCKS

-3.26%

14.21%

FOREIGN STOCKS

-2.79%

7.88%

US BONDS

1.19%

8.33%

FOREIGN BONDS

-0.37%

7.52%

HARD ASSETS

1.63%

17.45%

HYBRIDS

-0.51%

13.94%

*DATA USED IS SOURCED FROM MORNINGSTAR®, DATE ENDING AUGUST 31, 2019.

FOREIGN BONDS barely changed in the month
of August. The category-average’s monthly
total returns slimmed this year’s gains down
to 7.5%. Leading in this category’s space were
emerging market bonds. Emerging market bonds
possess total returns of 8.9% this year and have
outperformed emerging market equities. World
bonds are tracking total returns of 6.1% in the
current year.

HARD ASSETS rose in August despite getting no
help from energy assets. The category-average for
energy retreated -5.8% last month bring its current
year total returns down to 9.0%. Precious metals
were the clear leader raising up the category
average. Precious metals ended the month with
total returns of 7.8% and lifted its current year
total return to 20.6%!

HYBRIDS slipped by a half of a percent last month.
Their full-year total return average stands at 13.9%,
which is not far away from the same period’s return
for US stocks. Convertibles is where losses were
made last month. The total returns of convertibles
were -1.4% in August. Current year performance of
convertibles and preferred are contributing to the
category-average about equally. Their respective
gains this year are 14.4% and 13.5%.
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