
August was a volatile month for global markets as investors continued to focus on the 
growing rhetoric around the U.S. and China trade war, geopolitical tensions, and weakening 
global growth. Those concerns were offset somewhat by dovish monetary policy from 
the global Central Banks and suggestions of further U.S. rate easing by the Federal 
Reserve. These trends continue to push fixed income yields lower and now over $16 
billion in European corporate debt trades with negative yields. Several shelved leveraged 
loan offerings also suggest that lending standards might be tightening, which could be a 
constraint to further global growth. Despite these concerns and potential headwinds, easing 
U.S.-China trade tensions, declining geopolitical tensions, and the resolution of Brexit could 
put the markets at ease and move investors out of their defensive posturing and back into 
risk assets.

U.S. EQUITY MARKETS

Index 1 Month Quarter-To-Date Year-To-Date 1  Year

DJIA -1.3% -0.2% 15.1% 4.1%

S&P 500 -1.6% -0.2% 18.3% 2.9%

Russell 2000 -4.9% -4.4% 11.8% -12.9%

Russell 1000 Growth -0.8% 1.5% 23.3% 4.3%

Russell 1000 Value -2.9% -2.1% 13.8% 0.6%
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Despite significant volatility during the month, U.S. large cap stocks were down modestly as 
investors sought refuge from concerns of a global economic slowdown and falling interest 
rates. Earnings for large cap companies were generally better than expected but remained 
negative YoY (down roughly 0.4%) and were overshadowed by negative trade war head-
lines1. 

As seen in the performance chart above, U.S. small cap stocks were the weak performers 
during the month, underperforming their larger peers by over 300 bps. Large cap growth 
companies continue to see strong performance and outperformed value by over 200 bps as 
investors remained willing to pay up for higher growth in a generally uncertain and slow-
growth environment. 

We still find it prudent to be defensive in our positioning given the uncertainty of the ongo-
ing trade negotiations.
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FIXED INCOME MARKETS

Index 1 Month Quarter-To-Date Year-To-Date 1 Year

BarCap US Aggregate 2.6% 2.8% 9.1% 10.2%

BarCap Global Aggregate 2.0% 1.7% 7.4% 7.8%

BarCap US High Yield 0.4% 1.0% 11.0% 6.6%

JPM Emerging Market Bond 0.5% 1.7% 12.5% 13.1%

BarCap Muni 1.6% 2.4% 7.6% 8.7%

The escalating U.S. and China trade war and mounting evidence of a global economic slowdown sent global interest rates even 
lower. The U.S. 30-year Treasury bond yield fell below 2% for the first time ever. German 10-year yields fell to around -0.7% and 
Japanese yields were around -0.3%. The search for yield has extended into the credit markets and even driven bond yields in 
some Eurodollar bonds into negative territory2. 

The move to safety during the month led to the outperformance of U.S. Treasuries as high yield and emerging market bond 
spreads widened. The leveraged loan markets continued to see investor outflows and the weakness in demand saw five deals 
shelved during the month as investors have become more stringent on terms and underwriting. 

Positive mid-summer sentiment based on dovish central banks (Fed Reserve, European Central Bank, Bank of Japan, and the 
People’s Bank of China) has soured due to rising geopolitical risks, ranging from Brexit, protests in Hong Kong, Iran fears and 
trade wars, and softening economic data coming from Europe, the United Kingdom, and China. The shift in sentiment led to 
the US dollar strengthening against the Euro, Pound, and Canadian Dollar. This resulted in the non-US developed stock markets 
(EAFE, World ex. US) underperforming the U.S. large cap equity markets. 

The month was more difficult for emerging market equities, which were down 4.9%. U.S. dollar strength weighed on these 
markets, but the primary drivers of the weakness were the escalation of the U.S.-China trade war and concerns about the 
continued weakness in global growth. 

INTERNATIONAL EQUITY MARKETS

Index 1 Month Quater-To-Date Year-To-Date 1 Year

MSCI ACWI ex USA -3.1% -4.3% 8.8% -3.3%

MSCI EAFE -2.6% -3.8% 9.7% -3.3%

MSCI Emerging Markets -4.9% -6.0% 3.9% -4.4%

MSCI EAFE Small Cap -2.5% -3.2% 9.0% -9.2%

We expect that the issues that have driven markets over the past few months will continue to drive markets over the next few 
months.  Where are we in the global growth cycle? Will U.S.- China trade tensions continue to grow, or will they start to ease? 
Can we see acceleration in earnings growth? Will the Fed ease and how much of an impact can lower rates have?  What is the 
inverted U.S. yield curve signaling?  Given the strength in the financial markets this year, a pullback does not seem unreasonable.  
Faced with this uncertainty and while we play the waiting game, we remain defensively positioned and continue to think the 
most reliable tactical decision investors can make is to maintain a disciplined rebalancing protocol.
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CLOSING

Disclosures 
Information provided in this article is general in nature, is provided for informational purposes only, and should not be construed as investment advice. The views expressed by the author are based upon 
the data available at the time the article was written. Any such views are subject to change at any time based on market or other conditions. Clearstead disclaims any liability for any direct or incidental loss 
incurred by applying any of the information in this article. All investment decisions must be evaluated as to whether it is consistent with your investment objectives, risk tolerance, and financial situation.  
The performance data shown represent past performance. Past performance is not indicative of future results. Current performance data may be lower or higher than the performance data presented.
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