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The 3rd quarter this year was very eventful although markets did not move dramatically. We experienced everything
from an increase in trade tensions between the U.S. and China to the Fed cutting short term rates for the first time
since 2008. We even experienced an inversion between the 2 Year U.S. Treasury Yield and the 10 Year U.S. Treasury
Yield. Despite all the “bad news” in the media, the S&P 500 returned a positive 1.19% price change. However, the tech
heavy NASDAQ Composite and the small cap index, Russell 2000, were in the red. International investments also did
not fare well over the last three months.

To keep our investors informed, we provide weekly market updates highlighting our insight on the most pressing
market news for the week. We encourage our clients to take five minutes each Friday to read this content and reach
out to their advisors with any questions. In addition to the market updates, our CEO and Chief Investment Strategist,
Robert Luna, is on major business networks weekly to provide his insight on what is moving markets. We share
some of those video clips on the weekly market update. We say all the time that our best clients are our most
informed clients, so we pride ourselves in not only managing assets for our clients, but also on educating them about
our process and the reasoning behind the decisions we make both offensively and defensively.
Let us revisit the main headlines for Q3 2019 with a recap of some of the weekly market updates. You can also visit
our website for the full articles.
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Market Update – July 26, 2019: Earnings Season Is In Full
Swing And The Results Are Promising
The buzz on Wall Street for the next couple of weeks will be on earnings results. The markets are paying close attention
if companies are beginning to feel the effects of the U.S. and China trade dispute. According to FactSet, at the
beginning of the quarter, analyst expected earnings decline for the S&P 500 of -2.7% [i].
Update: The final blended earnings decline for the S&P 500 was -0.4%[ii] Although the results were negative, it was not
as bad as most analyst initially thought.

Market Update – August 02, 2019: A Dovish vs Hawkish Fed
As the market expected, in a dovish approach, the Fed lowered interest rates by .25%, but in a hawkish tone during the
press conference, Chairman Powell said they did not have a predetermined plan to continue to lower rates. The market
wanted a clear dovish message by the Fed that they will continue to lower rates to provide steam to our economic
expansion. With a mixed message, the equity markets sold off and the U.S. 10-year government bond yield decreased.

Market Update – August 09, 2019: The U.S. Equity Markets
Rebound After Monday’s Sell Off
The U.S. equity markets started the week with a strong sell off due to China’s retaliation to President Trump’s tweet last
week, which said the U.S. would put 10% tariffs on $300 billion of additional imports from China. Out of the $550 billion
the U.S. imports from China, there is currently a 25% tariff on $250 billion.
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In retaliation, the Chinese government allowed their currency to devalue against the U.S. dollar. The yuan has not traded
at these levels against the greenback since 2008. This was an attempt by the Chinese government to make their
exports more affordable, which ultimately would help alleviate the burden of tariffs.
The markets took both the tweet and devaluation of the yuan as a sign that things were escalating quickly. That caused
the major indexes to sell off on Monday. The Dow plunged 760 points in the worst trading day of 2019 and caused
some concern among investors. However, the markets recovered and as of Thursday’s close, the S&P 500 is now up
.2% for the week.

Market Update—August 16, 2019: The Recent Yield Curve
Inversion Should Not Alarm Investors
On Wednesday the bond yields inverted for the first time since 2007 causing a big down day in the markets. Traders
and algorithmic programs began to sell even though the inversion happened for a brief period and closed without the
inversion. The Surevest Investment Committee does not believe investors should panic as we will discuss in this week’s
market update.
The yield curve inversion does not always lead to a recession. In fact, economist Ed Yardeni has noted that an inverted
yield curve can occur prematurely. For example, it turned negative a couple of times during 1995 and 1998, but a
recession did not officially begin until March 2001[iii]. Therefore, we don’t think a recession is certain and more data is
needed to make an intelligent decision.
We compared the year 2000 inversion to today to provide some context. The yield curve inverted February 2000, and at
that time the 10-year U.S. Treasury bond was trading a little over 6%, the forward price-to-earnings ratio on the S&P 500
was a little over 23x and the dividend yield was 1.23%. Today, things are very different with the 10-year U.S. Treasury
bond trading at a yield of 1.53%, the forward price-to-earnings ratio on the S&P 500 is about 16.5x or almost 40%
cheaper and the dividend yield is about 2%. We chose the 2000 inversion to show that even though we have seen all
time market highs this year, the valuation on the S&P 500 is still fair. It becomes a simple proposition now, would you
rather invest in the S&P 500 that pays a higher dividend than U.S. bonds, has a higher possibility of capital appreciation,
and is trading at a better value? We think investors will put their money in stocks even though there will be short-term
increased volatility.
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Market Update—September 20, 2019: The Federal Reserve
Delivered To The Markets As Expected
Fed chair Jerome Powell and the rest of the Federal Open Market Committee members concluded their scheduled
two-day meeting on Wednesday. As expected, the Fed cut their short-term interest rate target by 25 basis points to
1.75%-2.0%.
The markets pulled back after the announcement only to close slightly higher than the previous day’s close. There are
two more scheduled meetings in 2019 and the Fed is expected to reduce short-term rates one more time by 25 basis
points in December and then hold steady.

Our Investment Thesis in Today’s Environment
We believe with lower short and long-term rates investors must look beyond bonds for income and that increased
demand will benefit companies with a strong record of paying and increasing dividends. To put it in perspective, the
dividend yield on the S&P 500 is 1.97% while the yield on the 10 Year U.S. Treasury Bond is only 1.58%. Although the
S&P 500 is providing a higher yield than the 10 Year U.S. Bond, there are other more attractive investments than buying
an index fund or ETF that tracks the S&P 500. For example, there are good companies with strong fundamentals that
are paying a dividend twice as high.
In addition, non-traditional asset classes like private real estate, private credit and private equity will also enjoy an
increase in demand as investors look to higher yielding choices. In short, investors need to be more thoughtful and dig
deeper to maintain the returns they need to support their financial plans.
We have seen our thesis play out well with investments in The Blackstone Group (Ticker: BX), the world’s largest
alternative asset manager. Year-to-date this stock has increased tremendously, outpacing the S&P 500 by more than
fifty percentage points and paying a dividend of just over 4%. This is a company that has not been included in major
indexes or ETF’s and is not largely followed by investors.
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The Quarter Ahead
We expect Q4 to finish with a positive single digit return on the S&P 500 and closing out the year with a strong 2019
performance. Our year-end target has been 3100 and we are almost there now. However, we would not be surprised to
see a sell off soon based on trade tensions with China. Fundamentally, we would view pullbacks as an opportunity to
be opportunistic rather than panic. Conversely, a breakthrough in trade talks to the positive could cause a large rally as
we believe that scenario is not currently priced into the market.
The Surevest Investment Committee will continue to monitor the data as it becomes available in order to make the best
investment decisions. We believe individual stock selection will become more important going forward as volatility
increases and investors look to find companies that can outperform under a more challenging backdrop. We thank you
for the trust you have placed on us to help you and your family achieve your financial goals.
Disclosure: The Blackstone Group (Ticker: BX) is owned by some Surevest clients and employees. This is not a
recommendation to buy this stock. Consult with your financial advisor before making any investment decisions.
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