
Index 1wk 4wk YTD 

S&P 500 1.25 3.59 15.67 

Nasdaq Composite 1.45 3.08 22.42 

Dow Jones Industrials 1.70 4.57 17.42 

Russell 2000  1.32 7.87 12.40 

Barclays US Agg Bond -0.15 -0.70 2.98 

Merrill Lynch HY Master II 0.16 0.82 7.19 

Data as of  10/6/2017. Please see next page for index descriptions and important 
disclosures. 
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High Yield Spread, basis points  10yr Treasury Yield % US Equities Outlook: Corporate earnings and GDP are conducive to 
stock market rallies and could benefit further if consumer optimism 
continues to return. International equities are attractive as they emerge 
from a 4+ year stagnation.  

High Yield Bond Outlook: One-off defaults, concentrated in the retail 
sector, have not spilled over into the broad high yield sector. Oil has 
stabilized in the $40-$50 range, a strong positive. The 10-year Note at a 
yield much lower than it started the year (a major surprise heading into 
2017) is another key tailwind.  

Global Fiscal & Monetary Policy Outlook: While the absolute level of 
global policy stimulus is constructive, the pace of marginal stimulus is at 
risk in Japan, Europe, and the US. Central bankers and investors alike 
have begun to question the efficacy of monetary policy in the absence of 
a fiscal counterpart. Trump’s tax plan is highly bullish for US equities, 
especially small caps, and is providing a fresh tailwind for stock prices. 

High Yield Data: BofAML Index Research. Mortgage Rate is a monthly reading from Freddie Mac. Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness 
or fairness. This material is provided for educational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. Past Performance is not a guarantee of future results. 

@quartzinvest 

The US ISM Manufacturing Index beat on the upside by 
a wide margin, rising to 60.8 from 58.8 in August. The 
reading was the highest since April 2011 and continues the 
strong upward trend in the factory output survey since the 
beginning of 2016. Of the 11 sub-indexes measured in the 
report, Prices (+9.3) and Supplier Deliveries (+7.3) grew the 
fastest, with only one (Imports, -0.5) falling in September. 
Amongst the 18 manufacturing industries included in the 
survey, 17 reported growth, while furniture & related 
products saw the only monthly contraction. Overall, the US 
factory sector is growing at a robust rate, a good sign not 
only for US businesses but the global economy as well. 
 
The non-manufacturing, or services ISM Index also beat 
on the upside, jumping over 4 points to 59.8 in September 
from 55.3 in August. For both the manufacturing and 
services ISM Indexes, readings above 50 indicate expansion, 
and readings in the 60 range and above since 1990 are 
typically associated with a booming economy. 
 

The impact of Hurricanes Harvey and Irma led to the first 
US monthly nonfarm payrolls decline in over seven 
years, although the unemployment rate actually fell to 4.2% 
in September. Average hourly earnings jumped 0.5%, an 
upside surprise for the inflation indicator that drove 
Treasury yields higher in Friday trading. Overall, the 
monthly reading should do little to disrupt the inexorable 
rise in confidence surrounding the US labor market, 
especially considering the fleeting influence of weather-
related disruptions.  
 
The fundamental forces behind strength in the high yield 
bond market, namely stabilized oil prices and low default 
rates, have remained intact. Last month, Moody’s reported 
that the 12-month speculative grade default rate fell 
below 3% for the first time in two years, thereby undoing 
the sharp spike in 2015-2016 defaults led by the energy 
sector. However, valuations are getting very stretched, 
according to high yield expert Martin Fridson of S&P Market 
Intelligence.* The most popular measure of junk bond 

valuations can be found in its spread, the premium yield 
investors are requiring over [default] risk-free Treasuries. 
The 2016 rally brought the Bank of America Merrill Lynch 
High Yield Master II Index down from a peak spread of 887 
basis points (1 basis point = 0.01%) all the way down to 
352bp as of Friday. These are levels consistent with previous 
booms such as 2004-2007, although spreads during that 
period didn’t bottom until they hit just under 250bp in May 
2007. It is important to note that, similar to the CBOE 
Volatility Index, high yield spreads tend to work much 
better as a trading indicator during periods of market panic 
than times of “complacency” and can remain low for 
extended periods of time. In other words, while investors 
are not compensated well for potential risks in the corporate 
bond market, the bull market for low-grade bonds can 
continue as long as those risks don’t bubble to the surface.  
 
*Barron’s, September 20, 2017. Link. 
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summarizing key data and highlights from the market week. 

FOMC Minutes (Wed)    Mario Draghi Speech (Thurs)    US Consumer Price Index (Fri)    US Retail Sales (Fri) COMING UP THIS WEEK:  

https://twitter.com/quartzinvest
http://www.barrons.com/articles/fridson-high-yield-has-been-extremely-overvalued-for-17-months-1505915731


The stated investment preferences are the opinions of Quartz Partners Investment Management and do not reflect individual investors’ risk and return goals. Individual investors 
should consult with their financial professional about how to implement these opinions in a portfolio that is suitable for their goals and risk tolerance. These views do not 
necessarily reflect the investment decisions made within specific Quartz Partners Investment Management portfolios.  
 
Past Performance is not a guarantee of future results. Index performance is shown for illustrative purposes only. You cannot invest directly in an index. This material is not 
intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment 
strategy. The opinions expressed are as of the date of this report, and may change as subsequent conditions vary. Individual portfolio managers for Quartz Partners Investment 
Management may have opinions and/or make investment decisions that, in certain respects, may not be consistent with the information contained in this report.  
 
The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by Quartz Partners Investment Management to be 
reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. There is no guarantee that any forecasts made will come to pass. Reliance upon information in 
this material is at the sole discretion of the reader. Investment involves risks.  
 
Stock and bond values fluctuate in price so that the value of an investment can go down depending on market conditions. The two main risks related to fixed income investing 
are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the 
issuer of the bond will not be able to make principal and interest payments. There may be less information available on the financial condition of issuers of municipal securities 
than for public corporations.  
 
Index Definitions: 
S&P 500 Index: a market capitalization-weighted index of 500 widely held stocks often used as a proxy for the stock market. It is the most widely used benchmark for U.S. stock 
funds and portfolios.  
Dow Jones Industrials Average (“Dow Jones:): Price-weighted average of 30 leading industrial stocks traded on the New York Stock Exchange, compiled by Dow Jones & Co.  
Nasdaq Composite Index: A market-capitalization weighted index of the more than 3,000 common equities listed on the Nasdaq stock exchange.  
Russell 2000 Index: The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. It is a subset of the Russell 3000 Index representing 
approximately 10% of the total market capitalization of that index. It includes approximately 2000 of the smallest securities based on a combination of their market cap and 
current index membership.  
BofA Merrill Lynch U.S. High Yield Master II Index (“High Yield Bonds”) tracks the performance of below investment grade, but not in default, U.S. dollar-denominated corporate 
bonds publicly issued in the U.S. domestic market, and includes issues with a credit rating of BBB or below, as rated by Moody’s and S&P.  
Barclays Capital U.S. Aggregate Bond Index (“Quality Bonds”): comprised of approximately 6,000 publicly traded bonds including U.S Government, mortgage-backed, corporate, 
and Yankee bonds with an approximate average maturity of 10 years. 
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