
 
 

 

 
 

Quarterly Review & Outlook 
June 2018: “If you can dodge a wrench, you can dodge a ball!” 

 
 
 

A Look Back – 2nd Quarter 2018 
 

That was the line proclaimed by Patches O’Houlihan in the 2004 comedy classic, Dodgeball: A True Underdog 

Story. The movie starred Vince Vaughn as the dodgeball good-guy and Ben Stiller as the villain.  Rip Torn played 

the role of Patches in the film and delivered the line mentioned above. My teenage son found the movie on a recent 

rainy weekend and it made me think about the parallels between that line and current financial markets.  In many 

respects, we have been dodging many wrenches over the last several months as we digest economic and 

geopolitical slings from various “players.”  As our S&P 500 chart below illustrates, we have climbed the wall of 

worry fairly well over the last few months and sit only a few percentage points off all-time highs made in early 

2018.   In the second quarter the index managed a respectable 3.43% return as tough tariff talk continued to make 

headlines here and abroad.  We like the timeframe of this graph because it accurately shows the strength of the 

nearly 10 year rally after the lows made in March 2009.  Some of the corrections experienced along the way, 

including the most recent 10% decline in the first quarter of this year, seem like small blips in a historically long 

bull run when viewed this way. 
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As the balls continued to fly, we saw signs that suggest that the upward trending line may just continue; at least in 

the short-run.   Domestically, we continue to add jobs to the labor force as the June employment report 

surprised many, adding another 213,000 new workers.  As the Economic Indicator Dashboard below shows, many 

of the bell-weather signs still remain in positive territory.   After a move up in February that coincided with the 

market correction, volatility has come back down to below normal levels, and stood at just above 14 at the end of 

June.  GDP growth came in at around 2% in the first quarter, but consensus estimates for the second quarter 

stand at a robust 3.6% currently.  Consumer sentiment, a general gauge indicating how most feel about current 

conditions, is still near record highs, and at the top of its historical range.  One of the bigger market drivers over 

the last year has been interest rates.   Short-term rates that are dictated by the Federal Open Market Committee 

(FOMC) have taken the primary focus, but the stubbornness of longer-term maturities, leading to the narrowing 

of yield spreads between the two has many market participants nervous.  Conventional wisdom is that an 

inverted yield curve, or when shorter rates are higher than longer, is a precursor to a recession.  History shows 

that this hasn’t always been the case, but it has predicted the last nine recessions since 1955.  Even then, the lag 

from the inversion to recession ranged from 6-24 months.  Given that lengthy range, it is certainly not something 

that day-traders can act on, even if they knew it was coming.  Also, pre-1955, inverted yield curves didn’t always 

lead to a recession.  So, it is with this backdrop that the FOMC carries out its plan to normalize short-term rates 

with a target inflation goal of around 2%.    The current Fed Funds discount rate now stands at 2.5%, after the 

latest hike in June.  Further, the Committee implied through the minutes that they are likely to raise rates twice 

more before year-end.  It has been our experience, and indeed history shows, that it is an extremely difficult 

balancing act that the Fed tries to navigate.  It is one that is often overdone in both directions, whether they are in 

a tighter monetary stance like now, or a monetary easing program similar to the one embarked on after the Great 

Recession of 2007-2009.  We pay close attention to the trend here, as we believe that it would not take much for the 

Fed to slow things down a bit if other key economic indicators either deteriorate or give conflicting signs. 
 
 

 
 
 

The interesting factor will be the extent to which the Fed will be flexible with their plan.  Although they can 

directly control the short end of the yield curve, the longer end is much more dependent on supply/demand 

forces.  In times of angst and uncertainty, many investors flock to the safety of longer-term government securities, 

which can then lead to the inverted yield curve previously discussed. 



 
Shown below is the asset class return chart that colorfully displays what worked and what didn’t over time.  So 

far in 2018, Small Cap domestic equities have led the way, returning 7.7% as of the end of June.  One of the main 

storylines this year has been the negative performance of the Fixed Income asset class.  The Barclays Aggregate 

was down nearly 1.5% in the first half of the year.  Other sub-asset classes like High Yield and Emerging Market 

Debt were down even more.  With Money Market rates now ranging between 1.5-1.8%, Cash, as an asset class has 

not been a terrible place to be.   After a several year run of negative performance during 2012-2015, Commodities 

have shown signs of providing some diversification over the last several years, and many believe that class could 

provide further overall portfolio enhancement looking ahead.   Throughout it all, even when it is sometimes 

difficult to appreciate in the short-term, the benefit of asset class diversification can be seen over time as the asset 

classes weave in and out of the top and bottom of performance. 
 

 

 
 

A Look Ahead 
 

As we look ahead to the rest of 2018 and beyond, the wrenches continue to fly at us.  As always, we employ the 

sound and time-tested approach of a thoughtful, well-diversified asset allocation approach to help us deftly 

dodge. We have yet to find any perfect market or economic indicator that tells when things are going to 

abruptly change. Rather, it is more of a holistic approach and a preponderance of signs that help guide us in 

our views and our ultimate asset allocation weightings.  Short-term, we continue to favor Equities over Fixed 

Income.  In addition, we have a preference to quality in both asset classes.  Although it is extremely difficult to 

predict the next 3-6 months, we do believe that the positive tailwinds of tax legislation, strong corporate earnings 

and a warm, if not hot economy can propel us to test the all-time highs in equities made earlier this year.  The next 

3-5 years, however, are likely to be fraught with increased market volatility as we digest the next economic/market 

downturn that most surely will come along…as they always do.   Indeed, there is an entire generation of 

millennials that have never experienced a real economic downturn.  Asset class diversification will play an even 

more important role in client portfolio management, and ultimately in overall returns.  We have seen in the past 

where mangers “reach” for performance when they are not getting it places that they are accustomed to.  We 

believe that strategy could be particularly hazardous going forward, whether it is in lower-rated credit instruments 

or in the form of leverage.  It is amazing when you look back on various negative market events, how many have 



the nasty “L” word (leverage) associated with them.  There is a reason why so many corny sayings have withstood 

the test of time. Slow and steady wins the race! 
 

We are often asked to give our potential clients our value proposition.  Why us?  We believe the chart below really 

helps to answer that question.  The top section shows what the S&P 500 has done since it made a peak in October 

of 2007, along with a 40/60 and 60/40 mix of stocks and bonds.  As we meandered through the Great Recession, you 

can see that it took a 40/60 mix a little over two years to recover fully.  A 60/40 mix took another 11 months.  The 

S&P 500 did not get back to even until March of 2012 or nearly two and a half years after the 40/60 mix.  Those 

distinctions matter for someone just starting retirement or on a limited budget. 
 
 

 
 

 
 
 

It is the bottom part of the chart that really best answers the question.   It shows how various asset classes have 

performed over the last 20 years, along with the average investor, as indicated in orange.  A traditional 60/40 

portfolio has outperformed the average investor nearly 4% a year!   In the money management world, that is 

truly a big number, and really defines the potential worth of a professional money manager.  It is really the 

difference between taking the emotion out of investing and managing the money.  Too often, the average investor is 

selling in times of panic and buying when there is little left worth buying.  To paraphrase Warren Buffet, he 

wants to be walking out the door when everyone else is running in and vice versa.  This is similar to First 

Commonwealth Advisors’ consistent, disciplined and repeatable investment process that ultimately forces us to be 

“selling higher” and “buying lower.”  Not such a bad thing.  From the five important D’s in Dodgeball, it helps us 

to “dodge, duck, dip, dive and dodge.” 


