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SUMMARY: Stocks finished August as their rockiest stretch of weeks of 2019, the latest example of tariff-induced volatility that 
has some investors bracing for more fluctuations. Seemingly unrelated areas of the market are trading in the same direction 
more frequently than normal, a trend that some investors say is contributing to recent volatility and could drive more gyrations in 
the future.  Most of this volatility has been geopolitical in nature all year, exacerbated during the summer.  Let’s take a look... 

 
August was a rough month for equity investors with a lot of volatility, which is par 
for the course from a historical perspective. The bad news, though, is that        
September is historically the worst month for U.S. stocks. Since 1950, the S&P 
500 has dropped an average of 0.5% in September.  SO, that means the geo-
political overtones on the planet will likely take on an even greater importance 
this month.  The latest?  We all know about the Trump vs. China trade war.  Yet, 
the latest geo-political hotbed could be in another part of Asia:  the U.S. might be 
dragged into the Japan-South Korea diplomatic tussle.  A bitter trade battle      
between Japan and South Korea, America's two biggest allies in Asia, could     
undermine Washington’s security strategy in the region. 
 

Here’s my take: 

Ties between the neighbors are arguably at their lowest ebb since their relationship was normalized in 1965, hit by a heated 
feud over the issue South Korean forced labor during World War Two which spilled over into a bitter tit-for-tat trade row.  So, 
September could feel a few extra bumps in the diplomatic road to peace and prosperity. And no surprise... 
 

 

Labor-force participation for those in their prime working years jumped 
in August, matching its highest level since April 2010. And the         
employment-to-population ratio for workers 25 to 54 was the highest 
since 2008, a sign that strong demand from employers is pulling more 
Americans off the sidelines.  Participation for all workers 16 and over 
also jumped in August, reversing a worrisome decline that had been 
developing since earlier in the year. The share of the overall             
population with jobs was the highest since the end of 2008. 

Here’s my take: 

Again, you have to dismiss most of what you hear in the media.  Why?  
I think workers are literally coming out of the woodwork (their homes) 
looking for and finding jobs.  The U6 unemployment report has been 
between 3.6%-3.7% for a year, a staggering datum in itself.  The     
unemployment rate for African Americans—male and female—hit a new 
lifetime low in AUG.  The biggest mystery on the “Fundamental Data” 
front: is the Fed. Will they cut 25– or 50-basis points later this month?  
I expect 25 bps, but there are plenty of U.S. trading partners that 
would like to see 50 bps just so the U.S. Dollar would weaken! 
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About the CB3 Separately Managed Accounts (SMAs): 

Dynamic Income (DI) 

DI utilizes dividend-paying equity securities to generate income 
per its investment objective.  The portfolio is comprised of 20-
40 holdings, primarily in U.S. companies, with equity holdings 
concentrated among large-cap stocks.  Favored stocks have an 
increasing three-year net growth in payout. The portfolio may 
contain up to a 10% weighting in international and 60% in 
cash.  *Benchmark: iShares Select Dividend (DVY) 
 

Conservative Yield (CY) 

CY invests in fixed income ETFs and CEFs, aiming to produce a 
total return exceeding its benchmark, but also protecting its 
capital base. The portfolio can invest in anything from U.S. 
Treasury, short and long term corporate, international, 
emerging market, domestic and international high yield, and 
leveraged bonds.  Holdings range across durations and bond 
sectors.  Up to 60% cash can be held.  *Benchmark: Vanguard 
Total Bond Market (BND) 

Capital Growth (CG)  

CG uses advanced technical analysis to identify stocks with 
attractive momentum characteristics, targeting an investment 
objective of capital appreciation.  These stocks must also have 
a growth “story.”  The portfolio is comprised of 20-40 equities 
and ETFs across all market capitalizations. Up to 50% of assets 
may be invested in cash. International and alternative asset 
positions may be used. *Benchmark: iShares Russell 1000 Growth 
(IWF) 
 

Organic Value (OV) 

OV invests in stocks of established companies that are 
attractive on a technical basis and may be fundamentally 
undervalued. These stocks are returning capital to their 
shareholders through dividends and stock buybacks. The 
objective is capital appreciation.  The portfolio is comprised of 
20-40 individual positions. Up to 50% of the assets may be 
invested in cash. *Benchmark: iShares Russell 1000 Value (IWD) 

	

It is interesting to me that the Risk-off sectors of XLP, 
XLU, and XLRE are the ones that are doing the best 
here in early September.  It would be quite unusual to 
head back to new market highs (only 1.5% higher 
here as of this publication) by the “quiet” sectors of 
the U.S. economy.  The other concern I have is that 
the Small Cap asset class continues — I mean, for a 
year or more — to lag the larger cap stocks.  To have 
a strong upward move to new sustainable highs, we 
really need to see small cap stock participation — 
indeed leadership to take the SPX and Russell 2000 
to new highs.  Fortunately, for the markets, the fourth 
quarter is usually a strong one.  Well, except that last 
year it was awful... 

Please call or e-mail with any questions you may 
have.  See you in early October!  Enjoy the beginning 
of Autumn and stay positive!  
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Small Cap (SC) 

SC invests in small and micro-cap securities with the goal of capital appreciation. Dividends are merely incidental in this 
program.  The portfolio is comprised of 20-40 holdings, almost exclusively U.S. companies. Capitalization of equity holdings is 
limited to small- and micro-cap stocks.  Favored stocks have technically favorable attributes within sectors that are also 
technically strong. SC stocks may contain up to a 10% weighting and up to 60% in cash.   *Benchmark: Russell 2000 (IWM) 
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