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In an industry where high 

quality, objective advice is 

hard to come by, we make a 

diff erence by putting the client’s 

interests above our own.

Acropolis was born
from a simple idea:

S&P 500 Shines, Others Sort of Dim
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very strong Gross Domestic Product (GDP) report, and the continued 
rise in earnings growth.
Outside of the S&P 500, however, investors were less sanguine, both in 
the US and overseas.  Domestically, none of the other segments sorted 
by size (mid, small and micro) earned half as much as the S&P 500, 
although all were positive.  Overseas, you could say that stocks were 
fl at with developed markets up about a percent and emerging markets 
down by about a percent.
Other markets were also dim.  The Barclay’s Aggregate bond index 
earned a measly 0.02 percent for the quarter.  While that’s an 
improvement from the -1.62 percent earned in the fi rst half of the year, 
it’s hardly anything to write home about.  Although we don’t invest 
in commodities, there wasn’t much enthusiasm in that market either, 
with the Bloomberg Commodity Index falling by -2.02 percent in the 
third quarter.  The dollar, which had been volatile, changed by less than 
a quarter of one percent, according to the Bloomberg Dollar Index.
It’s diffi  cult to say with much confi dence or detail what is causing the 
divergence in performance, although a handful of theories come to 
mind.  First, it could represent the relative economic strength of the 
US compared to other countries.  Second, it could be the market view 
that the US has the wherewithal to win a trade war with China.  Third, 
it could simply be that the S&P 500 is riding its own momentum.
Whatever the reason, it’s hard to imagine that one index of large-cap 
stocks can continue to radiate so brightly in an otherwise dull market.

Although January and February 
were wild, the performance of 
the S&P 500 was modest halfway 
through the year, earning just 
2.65 percent.  Someone turned 
the power up in the third quarter, 
and the bellweather index gained 
7.20 percent, the strongest 
quarterly result in nearly fi ve 
years.  Investors set aside 
any concerns about our trade 
skirmishes and rising interest 
rates, and focused their attention 
on the low unemployment rate, 



“Through the unknown, 
we’ll fi nd the new.” 

  - Charles Baudelaire,
French Poet
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US stocks continued to climb higher 
in the third quarter as a strong 
economy and company earnings 
outweighed trade war headwinds 
and contagion fears from turmoil in 
Turkey and Argentina. 
The S&P 500 Index was the best-
performing asset class for the 
quarter, rising almost eight percent 
to end the quarter up 10.6 percent 
year-to-date (YTD). The index’s 
gains were led by the healthcare and 
industrials sectors, which gained 
14.5 percent and 10.0 percent 
respectively. Materials and energy 
were the worst performing sectors, 
gaining just 0.4 percent and 0.6 
percent respectively. 
Trade tensions continued to ramp 
up as the US levied more tariff s on 
China, who retaliated with their own 
tariff s, although much smaller on a 
dollar amount basis. Investors were 
encouraged as the US reached a 
deal with Mexico mid-way through 
the quarter and achieved a last-
minute deal with Canada on Sunday, 
September 30th.

International stocks continued to 
underperform US stocks while the 
dollar continued to strengthen on 
rising interest rates. Developed 
international markets gained 1.3 
percent while emerging markets 
fell 1.0 percent adjusted for the 
USD. 
International markets were hit 
hard by contagion fears as the 
Turkish lira fell more than 25 
percent against the dollar in a 
matter of days on fears of a failing 
economy and rising infl ation. 
Meanwhile, Argentina’s peso 
continued to slide and is now 
down 55 percent versus the 
dollar this year. Those losses 
accelerated in August due to 
Argentina’s president Macri 
requesting additional loans from 
the International Monetary Fund. 
Over time, developed markets 
largely moved past these fears 
as the crises appear contained 
within their specifi c economies.
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“The best way out is always 
through.”

- Robert Frost, American 
Poet
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Bond Market Review
By Ryan Craft, CFA 

Data Source: Bloomberg

Like the stock market, the 
investment grade bond market 
ended the third quarter nearly 
fl at with a +0.02 percent total 
return.  Interest rates increased 
sharply in September, causing 
prices on bonds to fall, canceling 
out yields earned throughout the 
quarter. 
Year-to-date, the Bloomberg 
Barclays Aggregate Index has a 
total return of -1.60 percent.  Its 
yield is up to 3.46 percent, which 
is what investors can expect to 
earn going forward.  This means 
that unless yields fall by at least 
15 bps during the next three 
months, the Aggregate will post a 
negative return for the year.  This 
is signifi cant because it has only 
happened three other times since 
the index was created in 1977: 
1994, 1999, and 2013.
Looking at the various sectors 
within the index, Treasuries 
continue to perform the worst for 
2018.  Spreads, or the diff erence 
between a bond’s yield and its 

benchmark’s yield, on corporate 
bonds and MBS tightened in the third 
quarter, continuing the trend tighter 
for the year.  This shows investors’ 
appetite for risk remains strong in 
fi xed income markets.  Investment 
grade yields over 3.50% should 
maintain demand for bonds as 
investors have not seen yields this 
high since 2010.
The Federal Reserve raised the 
overnight Fed Funds rate another 
25 bps at their September meeting.  
This is the third rate hike in 2018, 
bringing the overnight benchmark 
rate to 2.25 percent.  
The committee also released its 
updated projections for the economy 
and the future path of fed funds.  The 
consensus view is for an additional 
rate hike in December, followed by 
three rate hikes in 2019.  If the Fed 
follows this forecast and long-term 
interest rates do not respond, the 
yield curve will invert sometime next 
year.



“Experience is the teacher 
of all things.”

 - Julius Caesar,  
Roman Consul

By David Ott
Remembering Lehman Brothers
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Continued on next page.

Five years ago, at the fi ve-
year anniversary weekend 
remembering the collapse of 
Lehman Brothers, I wasn’t ready 
to deal with the bad memories of 
that terrible time.
Granted, what happened 10-years 
ago in fi nancial markets was not 
like being in a war, a natural 
disaster, sick with a terrible 
disease or the victim of a terrible 
crime, but it was still upsetting 
to me (no doubt because I live 
in a cloistered bubble, outside 
of the real world, for which I am 
thankful).
Now, though, 10-years after the 
fact, I am ready to talk about it. 
I’ve read a lot of coverage recently 
about what we as a nation have 
or haven’t learned and I don’t 
have a lot to add here, except 
that borrowing too much and 
blowing up is part of the human 
condition – we’ll never learn.
Rather than opine about all of 
humanity, I can tell you what we 
learned at Acropolis:
First, our buy-and-hold strategy 
works if you keep holding. We 
had no idea where the bottom 
would be, and, in fact, we won’t 
‘celebrate’ that anniversary for 
another six months. Although 
we tried to get people to stick 
with their portfolio, a few people 
bailed out, and their returns 
suff ered because they didn’t get 
back in quickly enough.
Second, take the right amount of 
risk to meet your goals. I’m not 
aware of any clients that had to 
drastically change their lifestyle 
following the crisis. I know that 
some people changed during 
the crisis, which was a smart 

response, but they switched 
back within a relatively short 
period. I’m not aware of anyone 
who had to change their lifestyle 
permanently.
Third, stocks are very risky. We 
didn’t even get the full lesson in 
2008; it was just a reminder. The 
entire lesson came in the Great 
Depression when stocks lost 90 
percent. In the 2008 crisis (which 
includes the end of 2007 and the 
beginning of 2009), we ‘only’ 
lost 55 percent. Stocks have 
enjoyed great returns despite 
these incredible drawdowns, but 
be careful!
Fourth, the right kind of bonds 
are safe. The Barclays Aggregate 
(then known as the Lehman 
Aggregate by the way), made 
fi ve percent in 2008. The index 
is about 25 percent corporate/
credit, and the rest is government 
in some form or fashion. You earn 
less yield with the government 
bonds, but when the bad times 
come, you generally make a 
positive return, which is often 
untrue with the higher yielding 
bonds.
Fifth, preferred stocks are more 
like stocks than bonds (maybe 
we should have known based on 
their name). We owned preferred 
stocks for a bunch for fi nancial 
institutions, including Lehman 
Brothers and Bear Stearns. 
Fortunately, we sold almost all 
of them before the collapse of 
either one.
Sadly, though, we owned the 
preferred stocks of Fannie Mae 
and Freddie Mac since we didn’t 
think the government would let 
them fail. The anniversary of 



“Science is what you know; 
philosophy is what you 

don’t know.”
 - Bertrand Russell, British 
Philosopher & Nobel Prize 

Winner
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their failure was three months 
ago, and I didn’t celebrate that 
one either.
We learned two ‘meta’ lessons 
from the preferred stocks. First, 
keep the safe side of the portfolio 
safe. If we had considered 
preferred stocks part of the stock 
portfolio, it wouldn’t have been 
so bad, but the message that the 
bonds were failing alongside the 
stocks was tough to deliver. It 
would have been hard either way 
with the same amount lost, but 
if I had to choose, I would do it 
diff erently today.
Second, there’s not much 
diversifi cation with related 
entities. We should have fi gured 
that if Fannie went, so would 
Freddie. In retrospect, I can say 
that we had too much of each one 
of them independently, but we 
really had too much if you think 
of them jointly. We were well 
within all of the regulatory and 
our own self-imposed rules, but, 

in retrospect, I think we should 
have analyzed this diff erently.
All-in-all, we got far more right 
than we got wrong. Our relatively 
plain-vanilla and conservative 
approach meant that we all 
got through the crisis. Just as 
importantly, we also collectively 
reaped the benefi ts of the stock 
market bonanza that followed. 
Owning cash for the last 30-years 
felt good in 2008, but was a costly 
choice most of the time.
Thinking about where we’ll be 
10-years from now, I’m willing to 
bet that we’ll have gone through 
another bear market, though 
probably not like the 2008 
fi nancial crisis. I’m also willing to 
bet that the principles that I laid 
out above will get us all through 
the next one as well.  It won’t be 
Lehman, but it will be something 
– it’s part of the human condition.

This chart depicts the performance of US stocks, bonds and preferred stocks, 
starting at the peak of the US market through today using weekly data.



“Great things are done 
by a series of small things 

brought together.”
 - Vincent van Gogh, 

Dutch Painter

By Ryan Craft, CFA

As Good as It Gets?
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Stocks continue their record bull 
market run.  The unemployment 
rate is below four percent, and 
wages are growing.  GDP is 
growing at its fastest pace in 
years.  The economy is roaring 
despite the Fed raising short-
term rates.  Core infl ation has 
fi nally reached the Fed’s target of 
two percent.  Yet, with all of this 
strength and pressure on rates, 
long-term bond yields remain low 
by historical standards at just 
three percent.
When everyone is bullish and 
positive, the contrarian in me 
begins to look for what we are 
missing and brings to mind a 
quote from Warren Buff et, “We 
simply attempt to be fearful 
when others are greedy and to 
be greedy only when others are 
fearful.”
What if long-term bonds don’t 
skyrocket from here as many 
expect?  What if this is as good 
as it gets?  

The Fed began raising rates in 
December 2015.  Nearly three 
years and two percentage points 
higher, the Fed is normalizing 
interest rates and expects to 
stop at 3.5 percent, which is well 
below what we normally think of 
as ‘normal’ rates.   
However, this time may be 
a little diff erent.  During the 
fi nancial crisis, the Fed not only 
lowered rates but also embarked 
on quantitative easing (QE) 
programs.  One could argue that 
even though Fed Funds remained 
at zero, the true rate was lower 
due to the stimulus from the 
Fed’s balance sheet.  In fact, 
the Atlanta Fed has made this 
argument, which is pictured in 
the chart below.
Using their ‘Wu-Xia’ model, we 
can see that after years of raising 
short-term rates and reducing 
their balance sheet, the eff ective 
funds rate is now the same as the 
stated funds rate.  Based on this 
model, the actions by the Fed 



“Genius is eternal 
patience”

 - Michelangelo, Italian 
Sculptor
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since 2015 have been the 
monetary tightening equivalent of 
raising Fed Funds fi ve percentage 
points.  Through this lens, 
monetary policy may already be 
tight.
Market rates support this 
view.  Long-term yields remain 
anchored around three percent.  
Fed funds futures markets have 
priced in 2.75 – 3.0 percent as 
the rate where the Fed stops this 
campaign.  Traditionally, this fl at 
term structure across markets 
occurs close to the peak of market 
yields.
The chart above looks at the term 
structure along with another 
forward-looking market indicator, 
the Shiller PE-ratio, and several 
lagging economic indicators 
including unemployment, core 
infl ation and ISM manufacturing 
(a proxy for GDP).  
The gray bars mark US recessions.  
Using these metrics, every time 
this indicator has been above 70 
percent, a recession has followed.  

Sometimes it was immediate, 
sometimes the recession did not 
occur for a couple of years.  This 
is not a precise tool that will tell 
us the month a recession will 
occur.  In fact, it is not predicting 
the future at all.  Rather, this 
is simply illustrating when an 
economy is at risk of overheating.
Recessions follow periods of 
strength after some catalyst 
causes the trend to change.  Like 
a forest of dead wood that can 
sit dormant for years, it takes a 
spark to start the confl agration.  
The catalyst this time could 
be anything: emerging market 
contagion, trade issues, trouble 
with corporate debt, or something 
we don’t see coming.  
It’s hard to know where we are: 
maybe markets are right, maybe 
not.  Maybe we can continue to 
enjoy this economy for years to 
come, or maybe we’re nearing 
the end of this cycle: as always, 
it’s hard to say.



Data Center  2018 YTD 

Dow Jones  8.83%

S&P 500  10.56%

S&P Midcap  7.50%

Russell 2000  11.47%

MSCI EAFE (Intl)  -0.82%

MSCI Emerging Mkt  -7.40%

S&P Sectors  2018 YTD

Basic Materials      -2.74%

Consumer Discretion.  20.62%

Consumer Staples  -3.35%

Energy  7.46%

Financials  0.09%

Healthcare  16.63%

Industrials  4.84%

REITs       1.68%

Technology  20.62%

Telecom  0.76%

Utilities  2.72% 

 

Interest Rates  Q3 2018 

Fed Funds  2.25%

Prime Rate  5.25%

3-mo. Treasuries  2.20%

2-yr. Treasuries  2.82%

5-yr. Treasuries  2.95%

10-yr. Treasuries  3.06%

Currencies   Q3 2018 

Euro  1.1610

Japanese Yen  113.63

British Pound  1.3035

All Data as of 09/30/2018

The Big Picture
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$21.5 Trillion The offi  cial debt of the 
US government, which amounts 
to $65,300 for every citizen, 
105 percent of Gross Domestic 
Product (GDP) and 614 percent 
of annual federal revenues.
$74.6 Trillion The combined, 
unfunded liabilities of the federal 
employee retirement benefi ts 
($9.2 trillion), Social Security 
($30.8 trillion), and Medicare 
($34.6 trillion).  

Fast Facts: Federal Debt Edition
31 Percent The amount of federal 
debt held by foreign countries, 
led by China, with $1.12 trillion, 
or six percent.  Japan is a close 
second with $1.09 trillion held, 
or fi ve percent.  Domestic non-
federal entities (mutual funds, 
pensions, etc.), own 29 percent, 
the government owns 28 percent 
(Social Security, military, postal 
retirement, etc.) and the Federal 
Reserve owns the remainder.  
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