
Ten years ago, we wrote in our October Market Commentary, 
“We live in historic times.” The Dow Jones Industrial Average 
(DJIA) had fallen -16.6% from the start of 2008 through the 
end of September, and deteriorating investor confidence 
was leading the markets lower. As we were writing our 
commentary during the first week of October 2008, the 
DJIA posted its worst weekly percentage decline (-18.2%) 
since the index’s introduction in 1896. By the end of 
2008, the DJIA had logged its worst year since the Great 
Depression, falling -31.9% while the S&P 500 fared even 
worse, down -37.0% that year. Twenty-five banks closed 
or merged, three major brokerage firms failed or merged, 
the federal government rescued the nation’s largest insurer 
from collapse, and the nation’s mortgage financiers Fannie 
Mae and Freddie Mac were placed in conservatorship. 
American households lost roughly $13 trillion in net worth 
during the Great Recession, and an uncertain future 
remained in the hands of policymakers. The second half 
of 2008 was without question the most difficult investing 
environment of the post-war era. 

Ten years later, we can once again say that “we live in 
historic times” in much the opposite way we described 2008. 
American household net worth now exceeds $105 trillion, 
up 84% from the $57 trillion trough in the first quarter of 
2009. Unemployment is down from 7.2% in October 2008 
and 10.0% in October 2009 to 3.7% in October 2018. US 
GDP growth is projected to be 4.0% in the third quarter of 
2018 versus a decline of -1.9% in the third quarter of 2008, 
and S&P 500 earnings are expected to grow 20% year 
over year versus a near halving of earnings in 2008. The 
current bull market which began in March 2009 surpasses 
the previous longest bull market of October 1990 to March 
2000, and the S&P 500, the DJIA, and the Nasdaq each hit 
all-time highs in the third quarter.
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Despite the plethora of positive news, global equity 
markets plunged in the first two weeks of October 2018 
as investors anticipated peak earnings growth as well as 
upcoming threats to the global economy. The DJIA fell 
1,300 points (-4.2%) in just two trading days while the S&P 
500 dropped - 4.1% over the same period, erasing much of 
the year-to-date gains held on September 30. The sell-off 
was particularly sharp in technology stocks as the Nasdaq 
Composite’s two-day -5.3% drop affected some of 2018’s 
biggest gainers, including Amazon, Google, Netflix, and 
Apple. The shift in sentiment had seemingly little to do with 
fundamental changes and more to do with profit taking as 
we entered the fourth quarter. 

While US economic and market fundamentals remain 
strong, political and policy risks are of increasing concern 
in the fourth quarter. October’s downturn almost certainly 
came as a result of a confluence of several factors including:

 • Rising interest rates
 On October 2, Federal Reserve Chairman Jerome 

Powell indicated the central bank’s intention to 
raise the fed funds rate in December from the 
current range of 2.00-2.25%. The benchmark 10-year 
Treasury bond yield surged to 3.23% on October 5 
in response, breaking above the previous high for 
the year (3.11% set in May). Nonetheless, Fed policy 
remains accommodative as the US is still recovering 
from the 2008 financial crisis and the impact of strong 
government intervention.

 • Increased US protectionism 
 To date, 30%-35% of US imports have been threatened 

with tariffs. The administration has followed through 
with approximately one third of those threats, but 
many of the tariffs did not take effect until September 
24. Negotiations with China have been particularly 
difficult as the US wants China to enforce intellectual 
property protection rights. Moreover, Vice President 
Pence’s speech to the Hudson Institute on October 4 
may have signaled a new, more aggressive approach to 
trade with China. On a positive note, the US reached 
agreements with Mexico and Canada to revise the 
existing North American Free Trade Agreement 
(NAFTA). The new agreement will be called the 
US-Mexico-Canada Agreement (USMCA) and will 
address businesses such as technology that have 
meaningfully evolved since 1994 when NAFTA was 
originally created.
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NEW COMMUNICATION 
SERVICES SECTOR
In response to the evolving nature of technology’s impact on 
our economy, Standard and Poor’s has updated their Global 
Industry Classification System, or “GICS”, which divides up 
the stock market into sectors and industry groups. The big 
change has been the creation of the Communication Services 
sector which is comprised of the old telecommunication-
services sector (AT&T, Verizon were the largest holdings), 
some technology sector companies (Alphabet, Facebook, 
and Twitter among the largest) and media content names 
such as Disney, CBS, Comcast, Netflix, and Viacom from 
the Consumer Discretionary sector. These changes have 
resulted in the following:

 • The new Communication Services sector captures 
business models that didn’t exist 20 years ago such 
as on-line search (Alphabet/Google), online video 
(Netflix) and in-home broadband internet access 
(cable and cellular providers).

 
 • These changes have resulted in the Technology 

sector becoming more focused on hardware and 
software companies and away from internet/social 
media companies. 

 
 •  The Consumer Discretionary sector has become 

more retail focused as media and cable companies 
exit the sector. 

Winfield clients will note a change in sector classifications 
on their quarterly reports. Please contact us if you have 
questions regarding the effects of this change. 

We expect robust labor markets and stimulus from the tax 
cuts to drive solid economic growth in the US throughout the 
remainder of 2018. US equity valuations appear reasonable, 
especially given the historically low, though rising, federal 
funds rate. The recent downturn in equities has once again 
raised fears that the longest bull market in history is coming 
to an end, but history suggests that two pullbacks of 5% 
to 10% per calendar year are perfectly normal in the post 
war era. We continue to recommend that clients maintain a 
strategic allocation to US equities, buffering volatility with 
higher allocations to short term fixed income and cash.

 • Upcoming US mid-term elections 
    A change in control of either or both houses of Congress 

would likely lead to gridlock on material policies 
and amplified political battles for the nomination of 
appointees. If Republicans hold both the House and 
the Senate, changes in the Trump administration’s 
policies would be minimal.

 • Slowing international growth
 The US recorded impressive 4.2% growth in the 

second quarter while Eurozone growth slowed to 
just 2.2%. China’s economy has slowed more than 
expected and its stock market is now officially in a 
bear market (down more than -20% from the peak). 
As we discussed in our July Market Commentary, 
synchronized global growth appears to have ended.


