
 

 

 

 

 

 

Quarterly Financial Market Update 
October 1, 2018 

 

The summary below is provided for educational purposes only. If you have any thoughts or would like to 

discuss any other matters, please feel free to contact me. 

 

Strong Economic Fundamentals Drives Shares to New Highs 

 

October has a ghoulish reputation. Maybe it’s the October 1929 market crash or the one-day decline in 

October 1987 that exceeded 20%. Using data from the St. Louis Federal Reserve that goes back nearly 50 

years, September has historically been the worst month for stocks. 

 

There isn’t a plausible reason that might explain weakness in September, but this year, September saw new 

highs. 

 

The Dow Jones Industrials, which is made up of 30 large companies, topped its January 26th high late last 

month. The S&P 500 Index, which is comprised of 500 large companies, pushed past its prior peak in 

August, added to its advance in September, and registered its best quarter since 2013 (CNBC). 

 

 
 

Shorter term, risks never completely abate. Problems in developing markets are simmering, and we’ve been 

treated to a steady drumbeat of discouraging headlines on trade with China. 

 

On September 18, the U.S. confirmed that tariffs on another $200 billion in Chinese imports will go into 

effect. China promptly slapped tariffs of $60 billion on U.S. exports. Market response: the Dow closed up 

184 points that day (WSJ). 
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Retailers have begun to loudly complain that tariffs will boost prices. At a late September press conference, 

Fed Chief Jerome Powell said he’s “been hearing a rising chorus of concerns from businesses all over the 

country about disruption of supply chains, materials, cost increases, and loss of markets.” 

 

But he was quick to point out that if you look at the data holistically, “It's hard to see much happening at 

this point (slowing the U.S. economy).”  That’s likely why investors aren’t fretting over trade frictions right 

now.  

 

Maybe investors are underestimating the longer-term negative impact. That said, when new risks have failed 

to materially dent the economic outlook, investors refocused on the fundamentals.  

 

It’s the upbeat economic data, rising corporate profits, and still-low interest rates that have helped push 

shares to new highs. This has been an ongoing narrative absent new headline risks. 

 

Rates, the Fed, and new highs 

Rates are no longer at rock-bottom levels as they were in the years that followed the 2008 financial crisis. 

Since the Federal Reserve began hiking interest rates in late 2015, the Fed has raised the fed funds rate eight 

times. Each hike has been in 0.25 percentage-point increments. Today, the target range for the fed funds 

rate is 2.00-2.25% – see Figure 2. 

 

According to the Fed’s own projections, expect one more increase at the December meeting. The goal: 

slowly normalize interest rates without tipping the U.S. economy into a recession. But, raise rates too slowly 

in the face of solid economic growth and the Fed risks overheating the economy and lifting inflation. 

 

When the Fed was about to begin lifting rates, some analysts worried it would be bad for stocks. A higher 

guaranteed return could diminish the appeal of equities. 

 

Figure 2 suggests otherwise. Since the Fed first boosted the fed funds rate (blue line), the S&P 500 Index 

(red line) has risen 41% (through Sept 28). 

 

 
*The blue line represents the midpoint of the 0.25 percentage point target range for the fed funds rate 

1,600

1,800

2,000

2,200

2,400

2,600

2,800

3,000

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

7/31/2015 1/31/2016 7/31/2016 1/31/2017 7/31/2017 1/31/2018 7/31/2018

DATA SOURCE: ST. LOUIS FEDERAL RESERVE, LAST DATE: 9.28.18

Stocks and Interest Rates

Fed Funds Rate* 10-Year Treasury Yield S&P 500 Index
Percent

S&P 500 IndexFig. 2



 

You see, other factors also influence the overall level of closely-followed market indexes. The improving 

economy has played a significant role in lifting corporate profits, which has the biggest long-term influence 

on stock prices. 

 

Index Q3 return* 2018 YTD Return % 
DJIA1 +9.01 +7.04 
NASDAQ Composite2 +7.14 16.56 
S&P 500 Index3 +7.20 +8.99 
FTSE Developed 
ex North America Index4 

+0.05 -4.09 

Bond Yields Yield - % a/o Sep 28 & Change* Yield - % a/o Dec 29, 2017 
3-month T-bill 2.19       +0.26 1.39       
2-year Treasury 2.81       +0.29 1.89       
10-year Treasury 3.05       +0.20 2.40            
30-year Treasury 3.19       +0.21 2.74        
Commodities Sep 28 Price & Change* Year end 2017 
Oil per barrel5        $73.25                -0.90 $60.42 
Gold per ounce6    $1,187.25               -63.20 $1,296.50 

Sources: U.S. Treasury, MarketWatch, St. Louis Federal Reserve, CNBC 

*Quarterly: June 29,2018 – September 28, 2018 

 

Besides, interest rates are still low, and the Fed has not been hiking rates in response to higher inflation, 

which could create a stiffer headwind for stocks. Instead, it has been gradually hiking interest rates in 

response to an improving economy. 

 

Wrap up 

We can’t discount the possibility that unexpected headlines could sway sentiment and create volatility. 

We’ve seen it before.  

 

A favorable outlook for profits is no guarantee stocks will be higher next month or by the end of the year. 

But strong fundamentals – rising corporate profits, solid economic growth, and still-low interest rates – 

have underpinned shares in the second half of the year. 

 

If you have any thoughts or comments, please feel free to reach out to me. 

 

Warmest Regards, 

 

  Jeremy R. Hofer 
 

Share! 

It’s OK with us if you would like to share the Market Update with your friends, 

family and neighbors. We love meeting new folks! 

 

 

It is important that you do not use this e-mail to request or authorize the purchase or sale of any security or commodity, or to 

request any other transactions. Any such request, orders or instructions will not be accepted and will not be processed. 

 



All items discussed in this report are for informational purposes only, are not advice of any kind, and are not intended as a 

solicitation to buy, hold, or sell any securities. Nothing contained herein constitutes tax, legal, insurance, or investment advice. 

 

Stocks and bonds and commodities are not FDIC insured and can fall in value, and any investment information, securities 

and commodities mentioned in this report may not be suitable for everyone. 

 

U.S. Treasury bonds and Treasury bills are guaranteed by the U.S. government and, if held to maturity, offer a fixed rate of 

return and guaranteed principal value. U.S. government bonds are issued and guaranteed as to the timely payment of 

principal and interest by the federal government. Treasury bills are certificates reflecting short-term (less than one year) 

obligations of the U.S. government. 

 

Past performance is not a guarantee of future performance. Different investments involve different degrees of risk, and 

there can be no assurance that the future performance of any investment, security, commodity or investment strategy that is 

referenced will be profitable or be suitable for your portfolio. 

 

The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material 

is accurate or complete. The information contained in this report does not purport to be a complete description of the 

securities, markets, or developments referred to in this material. Any information is not a complete summary or statement of 

all available data necessary for making an investment decision and does not constitute a recommendation. 

 

Before making any investments or making any type of investment decision, please consult with your financial advisor and 

determine how a security may fit into your investment portfolio, how a decision may affect your financial position and how it 

may impact your financial goals. 

 

All opinions are subject to change without notice in response to changing market and/or economic conditions. 

 
1 The Dow Jones Industrials Average is an unmanaged index of 30 major companies which cannot be invested into directly.  Past performance 
does not guarantee future results. 
2 The NASDAQ Composite is an unmanaged index of companies which cannot be invested into directly.  Past performance does not guarantee 
future results. 
3 The S&P 500 Index is an unmanaged index of 500 larger companies which cannot be invested into directly.  Past performance does not 
guarantee future results. 
4 The FTSE Developed ex North America Index is an unmanaged index of large and mid-cap stocks providing coverage of developed markets, 
excluding the US and Canada. It cannot be invested into directly. Past performance does not guarantee future results. 
5 New York Mercantile Exchange front-month contract; Prices can and do vary; past performance does not guarantee future results. 
6 London Bullion Market Association; gold fixing pricing; Prices can and do vary; past performance does not guarantee future results. 
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