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After a relatively calm second quarter, markets around the world changed course in the
third quarter, resulting in increased volatility and a divergence in asset class
performance. The summer months were filled with headlines, including the rise of ISIS,
a decrease in global interest rates and concerns about a global ebola outbreak.
Overall, the major indices have been flat in the third quarter of 2014 - with the Dow and
S&P 500 just 1 percent higher than their Q2 watermarks. We’ve experienced much more
volatility compared to the second quarter; the Chicago Board Options Exchange Market
Volatility Index (VIX) is up 21 percent in the third quarter.
The chart below features the third quarter index activity below:
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Though the indexes have realized modest gains, small cap and emerging markets stocks have not fared quite as
well. Over this same time period, the Russell 2000 is down just under 8 percent and the MSCI Emerging
Markets Index is down 3.5 percent.
Even though emerging markets, international small caps and U.S. small caps have approached technical
correction levels, defined as a decline of 10 percent, these kinds of swings are not abnormal and we think these
asset classes appear attractive based on current valuation.
In our view, the recent corrections present a buying opportunity to put new cash into the market. We still feel
that as long as rates remain low, equities remain the most attractive asset class and provide reasonable
valuations.
10-Year Treasuries are sitting at 2.32 percent, just a few basis points off of one-year lows, and the S&P 500
earnings yield is at 5.17 percent. It’s clear that global rates are continuing to put downward pressure on U.S.
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Treasuries.
The domestic economy continues to improve, albeit at a pace slower than historical averages. On Sept. 26, the
Bureau of Economic Analysis released a revision of 4.6 percent to the U.S. second quarter GDP number – that’s
40 basis points higher than previously estimated and the fastest rate of expansion in almost three years. We take
this drastic swing from a negative 2.1 percent Q1 GDP number as a positive sign for third quarter and full year
projections.
According to the Fed's Open Market Committee, its quantitative easing program is set to end this month. We
will be paying close attention to its comments on interest rate policy going forward; however, we feel future
interest rate increases are already priced in and will have muted impact on markets.
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