Market Commentary for Q3 2018
Asset Class
Allocation %
S&P 500 (US Large Cap Stocks)
20.0%
Russell 2000 (US Small Cap Stocks)
10.0%
MSCI EAFE (Developed International Stocks)
10.0%
MSCI EME (Emerging Markets)
10.0%
REITS (Real Estate)
10.0%
Commodities
10.0%
Barclays Aggregate (Bonds)
20.0%
Cash
10.0%
Diversified Portfolio (70% Stock/30% Fixed Inc.) 100.0%

Q1
Q2
Q3
YTD
-0.8% 3.4% 8.0% 10.6%
-0.1% 7.8% 3.8% 11.5%
-1.4% -1.0% 1.4% -1.0%
1.5% -8.0% -0.9% -7.4%
-6.7% 8.0% 0.5% 1.8%
-0.4% 0.4% -2.0% -2.0%
-1.5% -0.1% 0.0% -1.6%
0.3% 0.5% 0.5% 1.3%
-1.1% 1.4% 1.9% 2.2%

Source: JP Morgan Guide to the Markets Q4 2018

Executive Summary:
•
•
•

Based on our research, we believe the US Stock Market is actually still in the early stage of a secular Bull market. This
is contrary to what the financial media often reports. This doesn’t mean we won’t see a market correction. Market
corrections happen often in bull markets. They don’t necessarily break the bigger uptrend.
We believe fixed income is in the early stages of a Bear market after a very long 37+ year bull run.
There are two primary factors to any economy; Growth and Inflation. Crew believes that domestic growth still looks
positive and domestic inflation still looks benign for the next couple of years.

U.S. Stock Market: Both US Large Cap and Small Cap Stocks saw positive returns for the third quarter with US Large Cap
Stocks offering the best results followed by Small Caps (see chart above). “Growth” for both US Large and Small Caps
outperformed “Value”. Value stocks are defined as shares of a company with solid fundamentals that are priced below those of
its peers, based on analysis of price/earnings ratio, yield, and other factors. Since the market bottomed in March of 2009,
Growth Stocks have outperformed Value across the Large, Mid and Small Cap stocks. During July – September, the S&P 500
created the new Communications Service Sector. Many of the component companies will come from the Consumer
Discretionary and Technology Sectors. Alphabet Inc. (Google), Facebook and Netflix are now in the new sector. Three stocks
– Netflix and (both share classes of) Google represent over 40% of the new sector.

Source: JP Morgan Guide to the Markets Q3 2018

The forward Price/Earnings ratio on the S&P 500 Index is 16.8X, just a little above the 16.1X average over the past 25 years.
We don’t think stocks look expensive, especially when you review the following economic recovery factors chart. This is what
we call a “hated bull” market, which we believe could actually add to its long-duration. This recovery is subpar to average
recoveries, and the best recovery (not this one) since 1960. We still like Technology, Consumer Discretionary, and Healthcare.
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Foreign Stock Markets: In U.S. dollar terms, stock returns for markets outside the U.S. are broadly negative for 2018. On the
positive side, Developed International Stocks experienced a positive return for Q3. Switzerland, Sweden, & Japan had some of
the best Q3 rebounds. Emerging Markets are still suffering the dual threats of increased inflation and trade wars. Mexico &
Brazil did bounce higher in Q3. China & India continued to struggle.
U.S. Bond Market: As the Fed increased interest rates for the third time this year, bonds delivered further negative returns.
The concerns of an inverted yield curve suddenly diminished as the spread between the 10- and 2-year treasury yields widened
after quarter-end. The Fed indicated the potential for one more interest rate increases this year and three more next year. It
should also be noted that several Fed Governors believe the US still has many years ahead of robust growth.
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Commodities & Real Estate: Commodity returns turned negative during Q3, dropping 2%. Precious metals are
down. Crude oil maintained its YTD strength. REITS were flat for Q3 after a nice recovery in Q2. We are positive
on gold and also on domestic commercial real estate.

Our Forecast for the Rest of 2018:
US stock market diversification helped portfolios in Q3 2018, as noted on the first chart of this newsletter. However, it has been
hard to make money outside of U.S. stocks so far this year. We now expect a widening out of stock gains as International
Markets improve. We believe the US and the International Stock Markets offer favorable returns on both an absolute and
relative based on solid economic growth. We believe these markets are in the early stages of a bull market. Political pressures
may be hindering International (and especially Emerging) Markets; near-term.
We still expect U.S. stock prices to be up by 10+% at Year-End. This will be led by Small Cap U.S. stocks, which have less
exposure to a trade war (they import less, and they export less). The Federal Reserve (FOMC) will likely raise overnight lending
rates again in December 2018. The economy will handle that in stride. The midterm elections will bring less change than
predicted by the media. Stocks probably experience another move higher after the elections.

Asset Allocation Around the World:
We found the following chart interesting. It shows the asset allocation tendencies of companies based in four broad geographic
regions – Europe, North America, Asia-Pacific and Emerging Markets (by the top 5 biggest portfolio holdings categories). As
you can see, the maturity of and level of organizational quality of a region’s stock markets increases investor comfort with
owning public equities (stocks) versus other types of investments in those regions.
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*For a full description of the Five Star Wealth Manager Award, including description and award methodology, please follow the link here:
https://www.fivestarprofessional.com/wmdisclosures/CINWM18
Sources: JP Morgan, CNBC, The Vanguard Group, Charles Schwab & Co., The Wall Street Journal, Seekingalpha.com
Disclosures:
This report was prepared Crew Capital, LLC, a State Registered Investment Adviser under the Investment Advisers Act of 1940. Registration as an
investment adviser does not imply a certain level of skill or training. The oral and written communications of an adviser provide you with information about
which you determine to hire or retain an adviser. Information is based on data gathered from what we believe are reliable sources. It is not guaranteed as
to accuracy, does not purport to be complete and is not intended to be used as a primary basis for investment decisions. Past performance does not
guarantee future results.
This is prepared for informational purposes only. It does not address specific investment objectives, or the financial situation and the particular needs of any
person who may receive this report.
Index Definitions:
An index is a portfolio of specific securities, the performance of which is often used as a benchmark in judging the relative performance of certain asset
classes. Indexes are unmanaged portfolios and investors cannot invest directly in an index. An index does not charge management fees or brokerage
expenses, and no such fees or expenses were deducted from the performance shown.
MSCI EME is an Index that captures large and mid cap representation across 24 Emerging Markets (EM) countries*. With 846 constituents, the index covers
approximately 85% of the free float-adjusted market capitalization in each country.
S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping, among other factors. The S&P 500 is designed to be a leading
indicator of U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe.
MSCI EAFE is an index created by Morgan Stanley Capital International (MSCI) that serves as a benchmark of the performance in major international equity
markets as represented by 21 major MSCI indexes from Europe, Australia and Southeast Asia.
Barclays Aggregate Bond is an index used by bond funds as a benchmark to measure their relative performance. The index includes government securities,
mortgage-backed securities, asset-backed securities and corporate securities to simulate the universe of bonds in the market. The maturities of the bonds in
the index are more than one year.
Russell 2000 is a small-cap stock market index of the bottom 2,000 stocks in the Russell 3000 Index. The index is maintained by FTSE Russell, a subsidiary
of the London Stock Exchange Group.
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