
The third quarter was especially challenging 

for the equity market and sent investors 

harkening back to the financial crisis of three 

years ago. The Dow Jones Industrial Average 

finished the third quarter down 12% at 

10,913, its largest percentage decline since the 

first quarter of 2009. Over the three months,  

investors’ sentiments shifted from hopes for a 

second-half rebound from the spring's "soft 

patch" to worries of a double dip recession.  

Further, emerging market economies slowed, 

and investors focused on China and its 

banking system.  Of greatest concern is the 

prevailing view that the fate of the global 

financial markets is in the hands of 

government officials, particularly in Europe 

and the U.S., making it even harder than usual 

to predict the future. 
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Dow Jones Third Quarter Highlights 

S&P 500 Enters Bear Market Territory 
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On Tuesday, the S&P 500 entered official 

‘bear market’ territory, broadly considered a 

decline of 20% from a recent peak. The April 

peak for the S&P was 1370.  The market did 

bounce off of the bear market threshold and 

staged a late-day surge that saw the index 

swing from a decline of 1.8% to a gain of 2.3% 

in the final hour. The market continued to 

rally the balance of the week, gaining an 

additional 5%. A report that European leaders 

may consider further help to the region's 

banks and better-than-expected employment 

data in the U.S. were cause for optimism this 

week. The recent swing was characteristic of 

the volatile trading that has whipsawed 

investors and driven many out of the stock 

market and into assets perceived to have 

greater safety. 
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S&P 500 Earnings Yield vs. 10-year Treasury Yield 

CPI for Select Asian Emerging Markets 

The Fed Model (a theory reflected in the 

adjacent chart) suggests that stocks are 

currently extremely under-valued. The model 

compares the earnings yield (company 

profits/price) for the S&P 500 Index versus 

the 10-year Treasury yield. Historically, the 

two have closely tracked one another with 

the spread moving within 2% in either 

direction. When the earnings yield for stocks 

is greater than the Treasury rate, stocks are 

considered to be undervalued. Currently, the 

forward earnings yield for stocks exceeds the 

Treasury rate by roughly 7.5% (levels not seen 

since late 2008 just prior to the market 

recovery). Even if corporate profits decline by 

50%, the earnings yield would still be twice 

the current 10-year Treasury and stocks 

would still be significantly undervalued. 

Despite the global slowdown, many emerging 

market inflation rates have been hitting new 

highs. Notably, Korea and Thailand recorded 

their highest CPI growth during the past three 

years. Recent market turmoil has pushed 

investors to the safety trade, causing emerging 

market currencies to fall, thereby increasing 

import costs. Also putting upward pressure on 

prices are tight labor markets where there 

continues to be a shortage of skilled workers. 

Food price growth (a large share of CPI in 

emerging markets) has started to slow but 

remains high in areas such as China. Slower 

global growth may cause central banks in 

emerging countries to keep rates steady (e.g. 

Peru and Korea).  Conversely, rising inflation 

risks will likely limit the amount of additional 

stimulus these countries can provide to aid 

global growth.  
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour 

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com. 

 

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results.  CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you 

that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be 

used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) 

promoting, marketing, or recommending to another party any transaction, arrangement, or other matter.  Rankings and/or recognition by 

unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee that he/she will experience a 

certain level of results if HCA is engaged, or continues to be engaged, to provide investment advisory services, nor should it be construed as a 

current or past endorsement of HCA by any of its clients. Rankings published by magazines, and others, generally base their selections exclusively 

on information prepared and/or submitted by the recognized adviser. 
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