
Market Commentary 
Risk-on sentiment prevailed in the third quarter as August 
marked the longest bull market on record for the S&P 500.  
Domestic large cap equities surpassed record highs set 
in January, returning over +7.7% in the third quarter alone 
and almost +11.0% year-to-date.  

Within the U.S., the effects of tax reform and tariffs 
became visible.  Year-to-date, companies with lower 
international revenue exposure have outperformed 
those with a larger portion of global sales (Exhibit 1).  
Conversely, dollar strength, sovereign debt concerns, 
and protectionist politics have plagued international and 
emerging equities.  The MSCI World Ex-U.S. index fell 
-1.6% and MSCI Emerging Markets index dropped -4.7%.   

With positive returns largely concentrated in U.S. equities, 
attention has naturally shifted to the upcoming midterm 
elections and what effects they could have on both market 
volatility and equity returns.  Typically, volatility picks up in 
anticipation of mid-term elections; however, subsequent 
realized volatility tends to lag expectations regardless of 
the political outcome.  

Domestic fixed income assets have also come into greater 
focus as the FOMC continues to raise rates.  In fact, for 
the first time in over 10 years, the yield on “cash” has 
surpassed the S&P 500 dividend yield as shown in Exhibit 
2.  With one additional rate increase expected in 2018 and 
three projected for 2019, the fixed income paradigm may 
be shifting.  As the interest rate normalization process 
continues, shorter-duration, high quality fixed income 
securities may now be drawing investor attention as a 
legitimate source of income, form of risk mitigation, and 
key input in risk asset valuation.  
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EXHIBIT 1:  
Large-Capitalization Stocks: Relative Returns to the  
Highest and Lowest Quintiles of Foreign Sales Ratio ¹

Source: Empirical Research Partners Analysis                                   Data through 9/30/2018
¹ Equal-weighted data, compounded monthly
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EXHIBIT 2:  
"Cash" Yield versus Dividend Yield

Sources: Glenmede Investment Management L.P. and FactSet        Data through 9/30/2018
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Robert Daly, CFA recently joined Glenmede Investment 
Management LP as Director of Fixed Income. Rob 
brings over 14 years of experience, having worked as a 
senior portfolio manager of U.S. and global fixed income 
strategies on both institutional and retail platforms. 
In addition to providing and implementing strategic 
oversight at Glenmede, he will broaden exposure to our 
fixed income product suite.  The below commentary 
reflects his current insight on fixed income markets. 

The Competition for Capital 
Following the financial crisis, central banks across the 
globe attempted to stimulate an economic recovery by 
purchasing fixed income assets.  In turn, absolute yield 
levels fell and investors were forced to move out the 
risk spectrum to generate return.  However, a rising U.S. 
federal funds rate has begun to change this dynamic.  
Today, low beta, higher quality, short-term fixed income 
instruments, specifically U.S. Treasuries and front-end 
investment grade corporate credit, are now compelling 
and competing for investor capital. 

Treasuries have historically played a key role in lowering 
portfolio volatility by providing sufficient stabilization 
against risk while also providing liquidity.  However, as 
rates begin to rise, compensation for the risk of holding 
long-duration Treasuries, given the lack of term premium, 
appears almost nonexistent  (Exhibit 3). 

Compared to shorter-dated securities, long-term 
Treasuries with historically low yields have higher price 
and interest rate sensitivity as measured by duration and 
convexity.  Year-to-date performance across the maturity 
spectrum has demonstrated this limited margin of safety.  
Small gradual rate increases have been more painful 
for longer-dated maturities, whereas holding short-term 
Treasuries to maturity to earn the full yield, often referred 
to as carry, provides an offset (Exhibit 4).

Similar to the short-end of Treasuries, the front-end of 
investment grade corporate credit offers insulation from 
interest rate sensitivity.  However, credit spreads for lower 
quality debt instruments like high yield are not providing 
adequate compensation for risk with yields and spreads 
sitting at cyclical tights.  

For instance, at the end of the third quarter, the yield 
differential between both the two-year Treasury and the 1-3 
year Barclays investment grade credit index versus the high 
yield index shows just how tight yields have become (Exhibit 
5).  As long as rate hikes remain gradual, both shorter-dated 
Treasuries and investment grade corporate bonds have a 
higher probability of positive carry, or coupon return, with 
limited sensitivity to price moves when held to maturity 
versus longer-dated, lower credit quality securities.  
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EXHIBIT 3:  
Yields as a % of the 30-year Treasury Yield

Source: Bloomberg                                                                                    Data through 9/30/2018

EXHIBIT 4:  
Treasury Return Components Year-to-Date

Sources: Bloomberg & Barclays Live                                                     Data through 9/30/2018
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Coupon Return 
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Coupon Return 
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This current fixed income environment has several 
implications from a portfolio construction and asset 
allocation standpoint.   First, short-term Treasuries and 
investment grade corporate bonds have the potential to 
serve as a risk mitigation tool.  These assets have portfolio 

protection dynamics given their limited sensitivity to rates 
moves.  Second, as yields continue to rise, a portfolio which 
shifts from riskier assets to short-duration Treasuries and 
investment grade corporates has the potential to maintain 
a comparable expected return.  A similar return profile 
is possible as the income component becomes a larger, 
more stable portion of the portfolio’s total return.  Finally, 
though yields may still seem paltry on the short-end of 
the maturity spectrum by historic standards, they are 
now in excess of the S&P 500 dividend yield and 10-year 
annualized, seasonally adjusted core inflation of 1.5%.1   In 
other words, we believe investors are once again able to 
earn a real rate of return in high-quality, short-duration 
fixed income securities. 

Given the extended nature of the current bull market, it 
may be prudent to avoid searching for yield by extending 
out on the maturity and credit risk spectrum as higher 
quality, liquid, short-term fixed income securities appear to 
be an attractive risk-adjusted investment as we continue 
to expect rates to move higher.

EXHIBIT 5:  
High Yield Index vs. 2-year Treasury & 
Front-end Investment Grade Credit

Sources: Glenmede Investment Management L.P. and FactSet        Data through 9/30/2018
*Barclays U.S. High Yield – 2% issuer cap 
**Bloomberg Barclays U.S. 1-3 Year Corporate Bond Index 
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1 Sources: Factset, U.S. Bureau of Labor statistics as of 8/31/18. 
All data is as of 9/30/18 unless otherwise noted. Opinions represent those of Glenmede Investment 
Management, LP (GIM) as of the date of this report and are for general informational purposes only. This 
document is intended for sophisticated, institutional investors only and is not intended to predict or guarantee 
the future performance of any individual security, market sector or the markets generally. GIM’s opinions may 
change at any time without notice to you.
This report is not intended to be a client-specific suitability analysis or recommendation, an offer to participate 
in any investment, or a recommendation to buy, hold or sell securities. It may contain information which is not 
actionable or appropriate for every investor, and should only be used after consultation with professionals. 
References to risk controls do not imply that all risk is removed. All investments carry a certain degree of risk. 
Past performance of any strategy, area or security is not indicative of future performance. Information contained 
herein is gathered from third party sources, which GIM believes to be reliable, but is not guaranteed for accuracy 
or completeness.
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