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QUARTERLY MARKET COMMENTARY – “LONG” BRUNELLO 

2nd Quarter - 2018 

Review of Q2 2018 

Generally speaking, there are two positions you can take in a stock.  You 

can be “long”, which is what most people think of when you buy a stock 

and hold it in hopes of it going up in price.  Conversely, you can be 

“short” a stock, which is a position you take when you think that the 

price of the stock is going to go down.  Since markets have a tendency to 

go up in value, shorting a stock and being right on the call can add 

significant value to a portfolio, especially when other positions in your 

portfolio are going up in price.   

That being said, there were several good opportunities globally to short 

several markets, or in our case, stay away from them all-together.  Below 

is a recap of broad markets in the US, and for purposes of this 

newsletter, European country returns: 

 

As you can see from the table above, clearly the US has been the best 

market to be allocated to.  Tech stocks, represented by the Invesco QQQ 

Trust (which tracks the NASDAQ 100), was up 7.2% for the 2nd quarter 

and has led markets this year, up 10.5% through June 30th.  Beyond that, 

markets have been fairly subdued in the US and downright dismal 

Name Total Ret 3 Mo 
(Mo-End) 
USD 

Total Ret YTD 
(Mo-End) 
USD 
 

Invesco QQQ Trust 7.20 10.52 
SPDR® S&P 500 ETF 3.40 2.59 
SPDR® Dow Jones Industrial 
Average ETF 

1.22 -0.82 

iShares MSCI EAFE ETF -1.01 -2.71 
iShares MSCI Emerging Markets ETF -7.99 -6.93 
iShares Europe ETF -1.14 -3.26 
iShares MSCI France ETF -0.14 0.11 
iShares MSCI Italy Capped ETF -6.85 -2.20 
iShares MSCI Spain Capped ETF -4.59 -5.72 
iShares MSCI United Kingdom ETF 2.81 -1.29 
iShares MSCI Germany ETF -3.79 -7.30 

“While nobody knows 

when this ‘trek’ will begin, 

or if it in fact has already 

begun, we can mitigate the 

impact of that trek by 

keeping the portfolio 

extremely high quality and 

also adding alternative 

strategies that will ‘zig’ 

when the market ‘zags.’” 

- Glenn Moore, 

Gibraltar Financial, 

LLC 
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abroad.  The largest economies in the EU, represented by France, Italy, 

Spain and Germany, all have negative returns for the year, save France 

which had a positive 0.11% return.  The UK was down -1.3% on the year 

as well, rounding out the major economies from across the pond. 

Emerging markets have fared even worse this year, down close to -7% 

on the year.  While many emerging market economies had stellar returns 

in 2017 when economies across the world were in a “globally 

synchronized recovery”, we have seen stark divergences in economic 

data coming from the EU and emerging markets in 2018.  The 

emergence of a strong US Dollar to start the year has also added pressure 

to these economies. 

GDP growth in the second quarter came in at a strong quarter-over-

quarter seasonally adjusted annualized rate of 4.1%, bringing the year-

over-year growth of GDP to 2.9%.  This year-over-year acceleration of 

GDP growth brings us to 8 quarters of sequential acceleration, 

something that we have not seen in recent market history, dating back to 

1949.  When GDP is growing, it is common for technology and 

consumer discretionary stocks, which are heavily represented in the 

NASDAQ 100, to lead the way.  However, when GDP growth starts to 

falter, they are also the most likely to drop like a rock (see Facebook 

which lost -20% in a single day and Netflix which is down close to -15% 

over the past month after both announced disappointing earnings for the 2nd quarter).  As the old saying goes, 

“risk happens slowly and then all at once!” 

In a note on the 4th of July, David Rosenberg, chief economist for Gluskin Sheff, an intuitional asset manager in 

Canada, wrote to his subscribers the following, “The past year was a very long 8th inning but now we are in the 9th.  

This means 2019 is going to be an even rockier time for long-only investors.  It’s no better time to continue to plan 

for the inevitable trek down the other side of the mountain now.”  Mr. Rosenberg was referring to the eventuality 

of a market correction, which is most commonly defined as a greater than -20% return peak to trough.  A 

confluence of economic data, including the aforementioned GDP data, would lead us to tend to agree with this 

assertion that Mr. Rosenberg makes.  In our portfolios, we have put a high emphasis on owning high quality and 

extremely liquid stocks and reducing exposure to lower quality credit in our fixed income allocations.  While nobody 

knows when this “trek” will begin, or if it in fact has already begun, we can mitigate the impact of that trek by 

keeping the portfolio extremely high quality and also adding alternative strategies that will “zig” when the market 

“zags.”   

So, the moral of this newsletter is that in the investment world, the ultimate goal is to buy things when they are low 

in price and sell when they are high in price.  Owning European stocks this year has given you the complete 

opposite effect.  We have remained underweight in our exposure to developed international markets and have 

avoided direct emerging markets exposure in all our portfolios.  Rather than be long European stocks, being “long” 

a nice glass of Brunello, or your favorite libation, is a great alternative.  We hope you enjoy the rest of your summer! 

 

Some of the biggest losers in 2018! 
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