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QUARTERLY MARKET COMMENTARY – TRAVERSING THE 
PEAK 

3rd Quarter - 2018 

3rd Quarter Market Review 

In the 3rd quarter of 2018, stocks again continued to make gains, with growth stocks leading the way.  

Unsurprisingly, GDP growth in the 3rd quarter of 2018 is anticipated to coming in at 2.95%, according to 

Bloomberg estimates, which would confirm another quarter of GDP growth acceleration, brining us to 9 

consecutive quarters of GDP acceleration dating back to the 3rd quarter of 2016.  Assuming there are no major 

unexpected revisions to the calculation inputs of GDP, this will be the longest acceleration of GDP growth dating 

back to World War II.  Here is a scoreboard of major markets for the year and what the quarterly and year-to-date 

returns have been: 

Name 3rd Quarter Return Year-To-Date Return 

Invesco QQQ ETF (QQQ) – Growth Stocks 8.55% 19.97% 

SPDR® S&P 500 ETF (SPY) 7.66% 10.45% 

SPDR® Dow Jones Industrial Average ETF (DIA) 9.57% 8.67% 

iShares MSCI Emerging Markets ETF (EEM) -1.17% -8.02% 

iShares MSCI EAFE ETF (EFA) – International ex US Large Cap 1.32% -1.42% 

SPDR® EURO STOXX 50 ETF (FEZ) -0.20% -3.69% 

iShares China Large-Cap ETF (FXI) -0.62% -5.71% 

iShares Core US Aggregate Bond ETF (AGG) 0.01% -1.64% 

 

As it’s clear to see, growth stocks, and more particularly momentum stocks, have been the clear-cut winners 

through Q3 of 2018, represented by the Invesco QQQ ETF.  Outside of US stocks, returns in international stocks 

(represented by the MSCI EAFE ETF), emerging market stocks (represented by the MSCI Emerging Markets 

ETF), and even bonds (represented by the US Aggregate Bond ETF) have had a tough go this year.  Any portfolio 

diversified by geographic region and by asset class (think stocks vs. bonds) has clearly been negatively impacted by 

owning investments outside of US stocks.   

4th Quarter Outlook 

 

Now that the 3rd quarter is in the rear view, it is important not to dwell on already reported data, rather, focusing on 

what we think the most likely path forward is?  Unfortunately, the US economy has several factors working against 

it.   
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First, almost every single economy globally, aside from the US, has 

slowed down.  A look into these country’s stock markets would 

confirm this view.  China’s stock market is down -5.71% year-to-date 

and -24% off the most recent highs in January of 2018.  Turkey’s stock 

market is down -43.3% year-to-date and -51.26% off the highs in 2018.  

Developed markets aren’t faring much better either, with Spain and 

Germany both approaching bear market territory, both posting -19% 

returns off their highs in January of 2018.  With global economies and 

markets becoming more closely linked and intertwined, it seems 

unlikely that the US would continue the divergence from the rest of 

global economies and markets, as they have seemed to have done this 

year.   

Second, given this historic run of GDP growth in the US, 

mathematically it is becoming increasingly difficult for the pace of the 

growth to remain where it has been.  While GDP growth can remain 

positive, the pace of growth is what we are more interested in focusing 

on.  Additionally, the pace of earnings growth and the pace of inflation 

are also extremely important factors to focus on.   

As we have already seen in the first few trading days of the 4th quarter, 

volatility has started to pick up and markets have started to see violent 

swings, both on the equity side and bond side of the market.  One of the topics we have discussed in prior 

commentaries is the focus we have had on ensuring we have lower volatility and high quailty stocks and bonds in 

our portfolios and rotating out of growth and momentum stocks.  If the volatility we have seen in the first few 

weeks of the 4th quarter are any harbinger for the rest of the quarter, owning lower volatility and higher quality 

stocks should outperform their “growthier” and momentum counterparts. 

Please fee free to reach out to us for further questions or comments. 

 

Best, 

 Investment Policy Committee – Gibraltar Financial, LLC   
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