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THIRD QUARTER MARKET DISCUSSION
The third quarter, especially in August, saw a marked increase in volatility, almost all to the downside. In equity markets, the
two day period of August 24th-25th generated virtually all the decline for the quarter. Markets have recovered a bit since
that point. International markets were especially hard hit, yet the data tells the story—most of the impact came in the first six
weeks of the quarter.
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Volatility (especially those days with market moves greater than 2% either up or down) can be unnerving at best and may lead
to financially poor decisions to “get out” of the markets at precisely the worst time. For perspective, below is a longer term
look at volatility since JFK’s inauguration and a few (but by no means most or all) of the major events with a corresponding
spike in volatility. The lower portion of the graph is the key point—volatility will always be with us, but patience and long-term
vision is rewarded.
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I am delighted to introduce
Anthony B. Wall as the most
recent addition to our Praetorian
Guard team. Anthony joins us as
Director, Retirement Services and
in partnership with Vanguard will
focus his efforts on developing and
servicing 401K plans for small and
medium sized businesses.
Anthony has had a wide
ranging set of responsibilities in
his career—a great benefit to our
clients and team. A graduate of
West Point in 1993 (majoring in
International Relations), Anthony
served on active duty as an Artillery
Officer at Ft. Bragg, NC. He then
earned an MBA in finance from
Columbia University followed by a
stint in investment banking in New
York City.
Most recently, in the Washington
DC area, Anthony has been an
associate with Booz Allen working
primarily for the Department of
Homeland Security and as senior
financial officer for the World Bank.
Anthony’s experience and
professionalism is a perfect match
with Praetorian Guard’s core values
focused on serving our clients. We
are excited to expand our offerings
to complement our private wealth
management/financial planning
services. Anthony’s addition to the
team enables Praetorian Guard to
better meet the challenges many of
our business owners face with their
qualified retirement plans.

DISCUSSION OF THE STATE
OF THE U.S. ECONOMY
There has been no shortage of
bad to horrible non-economic
international news over the past
quarter. While many of those events
have impacts on economic activity,
we would like to set those aside and
focus on several other economic
aspects. First, the Federal Reserve’s
rate increase paralysis. Second,
U.S. and select international
economic data and what to watch
for in the coming 6-9 months.
Finally, politics and economics will
intersect twice in the fourth quarter
with the debt ceiling being reached
and temporary funding for the
Federal Government expiring.
Honestly, the Fed’s inability to
make the first rate
hike in 7 years
is astoundingly
poor policy. The
rate of 0% was in
response to the
financial crisis of
2008-2009. The
recession officially
ended June 30,
2009 and we have seen slow but
persistent economic expansion
since then. The Fed’s mandate is
full employment and price stability.
In order to accomplish this, the
Board of Governors must focus not
on where they believe the economy
is today but where they see it in
12-18 months. Their decisions now
can assist in reaching the desired
end state. Monetary policy impacts
are similar to changing the azimuth
of an aircraft carrier—command a
change; wait 5 miles; see the ship
respond. The Fed’s change in the
Fed Funds Rate will start to show
some impact in 12 months. It is
past time for Janet Yellen to begin
to normalize rates. As soon as the
first rate hike occurs, markets will
have greater certainty—and that is a
positive.

Recent economic data has been
mixed with the trend still indicating
expansion. There is a slowdown
in the U.S. ISM manufacturing
index for September as it fell to its
lowest level since May 2013 (but
still indicates expansion). As the
feedback mechanism for weaker
global demand, this is an important
data point as many of the U.S.
exports shrank. Secondly, watch
the employment/job data. The
headline number of jobs added and
unemployment rate are interesting
but not the important stats—
focus instead on the labor force
participation rate (currently 62.4%)
and the number of involuntary parttime workers (6
million in September)
who prefer full time
work but can’t
attain it. Lastly, each
month’s release also
includes revisions to
the prior months as
more data comes in
and thus are more
indicative of the true trendline. In this
case, both July and August initial
reports were revised downward by a
combined 59,000 jobs. Job growth
is good but robust growth is the
objective.
Finally, we have two Government
caused “crises” to look forward to
in the 4th quarter: an increase in the
debt ceiling (mid-November) and
funding for the Federal Government
for the remainder of the fiscal year
(when the continuing resolution
expires in early December). We’ll
get through both of those but the
timing of the funding deadline lines
up perfectly with the final Federal
Reserve Open Market Committee
meeting and rate announcement
on December 15th-16th. Expect
increased but temporary volatility
around each of these events.
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The opening minutes of trading on August 24th saw the Dow Jones Industrial
Average decline 1,089 points in just 10 minutes. Following China’s devaluation of
the yuan and a significant selloff in Chinese markets, U.S. stocks were impacted
and FINRA trading pause rules came into effect. Those rules, designed to allow
for market participants to “catch up” to the situation serve as a circuit breaker.
Generally, for stocks listed in the S&P 500 or Russell 1000 indices, a +/- 10% move
will trigger the pause for 5 minutes, which can be extended by the listing market.
On August 24th, more than 1,200 stocks reached that limit in the early portion of
the day. Since stock based ETFs are a basket of many stocks, ETFs had to attempt
to perform price discovery on their underlying holdings when many stocks were
halted and others were coming back into trading. The challenge has caused some
to claim the ETF structure itself is flawed.
Praetorian Guard disagrees (we seldom stand in the middle of the road). The
trading pause is a valuable tool that helps investors. Since we believe that investors
and traders are not synonymous, the best course of action in a highly volatile
market is to put yourself on pause. Although ETFs might not be ideal for day
traders in a volatile market, they have consistently proven to be a cost effective
way to achieve diversification and exposure to equity markets in a disciplined longterm investment portfolio. Let the markets function, obtain a clearer picture of the
true state of affairs and return to operation. As the below plot of the Dow Jones
Industrial Average shows on that day, panicking at the 9:40 am point would have
been the worst call since the Cubs traded Lou Brock for Ernie Broglio.
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According to a recent survey, 12% of Americans say that it’s fine to
cheat a little on your taxes...while the other 88% know not to talk to
a guy with a clipboard asking them if they cheat on their taxes.
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— Jimmy Fallon

