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October Rundown: 

October was a strong month for equities in the U.S with 
the S&P 500 and Nasdaq indices setting new record highs.  
The S&P 500 Index has risen an impressive +23.04% this 
year, buoyed by better than expected Q3 corporate 
earnings and increasingly accommodative monetary 
policy.  The U.S. Federal Reserve announced a third 
interest rate cut for the year moving the Fed Funds Rate 
target range to 1.50-1.75%.  Broadly speaking, this year 
international equity returns have trailed those of the U.S. 
but remain positive.  Large cap foreign stocks as 
measured by the MSCI ACWI Ex USA index are up +15.45% YTD and emerging market stocks as 
measured by the MSCI EM index have tallied double digit positive returns as well gaining +10.35% 
YTD.   Bonds are joining in the fun too with the Barclays Global Aggregate Index up +7.03% YTD.   

Fed Games: 

October of 2018 marked the beginning of persistent Q4 price declines for stocks.  Bottoming on 
December 24, 2018, cumulative losses from prior highs for the U.S. based Nasdaq and the global 
MSCI ACWI stock indices surpassed -20% qualifying for “bear market” status.  Arguably, these 
declines were triggered by hawkish statements by U.S. Federal Reserve Chair Jerome Powell on 
October 3, 2018 which caught markets by surprise: “The extremely accommodative low interest 
rates that we needed when the economy was quite weak, we don’t need those anymore.  They’re 
not appropriate anymore,” Powell said.  “Interest rates are still accommodative, but we’re gradually 
moving to a place where they will be neutral,” he added.  “We may go past neutral, but we’re a long 
way from neutral at this point, probably.”  Markets misjudged the U.S. Federal Reserve leading into 
these statements and one thing markets don’t like is a hawkish surprise from the Federal Reserve.  
At that time, the Fed was attempting to “normalize” its policy by increasing interest rates to pre-
financial crisis levels and reducing its balance sheet which was bloated from quantitative easing or 
“QE” asset purchase programs used as emergency measures to stem a financial meltdown in 2008.   

Fast forward twelve months to October of 2019, and much has changed.  Equity markets are at 
record highs and Chairman Powell has considerably changed his tune.  I attended the NABE 
conference in Denver, CO on October 8th where Powell was the keynote speaker.  In his speech he 
announced the Federal Reserve would begin expanding its balance sheet again.  While he does not 
consider this move to be “QE”, it likely signals the end of the Fed’s attempt to reduce its balance 
sheet this economic cycle.  Powell had this to say after cutting the Fed Funds Rate for the third time 
this year: “We believe monetary policy is in a good place.  We see the current stance of policy as 
likely to remain appropriate as long as incoming information about the economy remains broadly 
consistent with our outlook”.  While not as “dovish” as his comments earlier in the year to “act as 
appropriate to sustain the expansion”, it certainly sounds like tighter monetary policy is unlikely in 
the foreseeable future.  
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Where is the Economy Headed? 

The most frequent question we get from clients is: “Where do you think the economy is headed?”  
What I think most are getting at is this: “What do you monitor in the market/economy to determine 
if changes in my portfolio would be advisable?”  We are staunch advocates for sticking with a 
diversified portfolio and avoiding the temptation to “market time”.  Market timing foregoes 
diversification and instead allocates to assets one predicts will outperform, typically leading to 
underperformance.  Occasionally, positioning portfolios defensively to weather a potential 
economic downturn may be prudent, but this should be systematically determined. 

Consider this driving analogy.  Imagine you are stuck in gridlocked traffic (in Denver, CO this 
unfortunately occurs frequently) – you are completely stopped and the lane next to you starts 
moving – you shift into that lane only for it to come to a halt and the one you just left starts moving. 
This situation reminds me of trying to time the market.  Instead of trying to pick the best lane, what 
if you could blend the lanes together to get the average speed and set your car on cruise control?  
You’d likely get where you are going faster, and it would certainly be less stressful. This is like 
portfolio diversification.  Continuing with the driving analogy, occasionally driving risks are elevated. 
In snowy conditions, you still may need to drive, but caution is warranted and even the speed limit 
may be too fast.  The same is true for investing, unfortunately it is more difficult to discern when 
danger is at hand.   

We think the best gauge for determining if 
economic conditions are flashing a warning 
sign is the Conference Board’s Leading 
Economic Index, or “LEI”.  The LEI is not a 
single data point but a robust collection of 
many specifically designed to signal peaks and 
troughs of the economic cycle.  Data around 
employment, yield curve, manufacturing, 
building permits, and more is all considered.   
You can read more about the U.S. LEI here: 
https://www.conference-
board.org/data/bcicountry.cfm?cid=1.  On the 
right side of this webpage, a press release is 
available which is updated monthly on the 18th. 
It is free for anyone to access.  Specifically, 
what we think is most important to monitor is 
when the percentage change for the LEI turns 
negative over longer periods such as rolling 6 months to year over year (YOY) time frames.  If these 
measures were to go negative, we would look to position portfolios more defensively within asset 
classes and make slight “tilts” across asset classes in order to reduce risk.  There is no guarantee 
that if the LEI percentage change goes negative for these time periods a recession is going to follow. 
However, the LEI is backed by economic intuition and a strong track record of accuracy.  This gives 
us confidence that when these measures turn negative, exercising caution is a wise decision.  In the 
6 months from March to September of 2019 the measure is positive +.9% but in a downtrend. 

The above graph shows the Conference Board’s U.S. Leading 
Economic Index (LEI) % change YOY and MOM from 

01/31/1967 – 07/31/2019.  The red shaded areas indicate 
historic economic recessions.  When the LEI goes negative, 

recession risk is elevated.  Source:  DoubleLine 


