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Despite an intra-quarter spike in volatility, investors 
embraced an “everything rally” by the end of September. 
Gains were supported by a reversal in the restrictive 
postures of many of the world’s key central banks, declining 
inflation, falling interest rates, and continued resilience in 
the U.S. economy. Global equity returns were robust nearly 
across the board in the third quarter as signs of a shifting 
leadership regime began to develop. International developed 
and emerging market equities outperformed U.S. large cap, 
and small cap outperformed their larger cap counterparts.  
The fixed income markets similarly churned out mid-single-
digit gains, as a steep decline in interest rates and a decline 
in credit spreads supported markets during the quarter.  
In real assets, real estate investment trust securities (REITs) 
were the standout performer, with the quarter’s double-
digit total return buoyed by the decline in interest rates and 
a continued supportive economic backdrop.

OVERVIEW
—
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The long- 
awaited Federal 
Reserve (Fed) pivot—
following a two-
year-plus tightening 
campaign—finally 
materialized in the 
third quarter.

ECONOMIC UPDATE
Federal Reserve (Fed) Reverses Restrictive Stance  
as Global Central Bank Postures Diverge       
—

The long-awaited Federal Reserve (Fed) pivot—following a 
two-year-plus tightening campaign—finally materialized in the 
third quarter, with the Fed slashing the federal funds rate 50 
basis points (bps) at their mid-September policy meeting to 
an updated range of 4.75–5.00%. In line with the Fed, several 
key central bank cohorts, including the European Central Bank  
(ECB), Bank of England (BOE), and the People’s Bank of China 
(PBOC), enacted stimulative measures of their own. 

Despite an overwhelmingly accommodative shift in most 
monetary policymakers’ postures in the third quarter, the move 
away from the inflation fight in favor of fending off potential 
growth headwinds did not occur in Japan, where inflation has 
proven more challenging to contain. The Bank of Japan (BOJ) 
hiked its primary policy rate 15 bps in July. This followed a 20 
bp hike in March when the BOJ lifted the policy rate from its 
eight-year negative level. 

Looking ahead, the discounted path implied by the bond market 
foreshadows a similar disparate picture, with meaningful 
reductions anticipated in policy rates across the Fed, ECB, BOE, 
and PBOC over the next two years and a further tightening bias 
in Japan. 

– M I K E  O ’C O N N O R ,  C F A
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The divergence between the Fed’s and the BOJ’s policy stances was a key macro contributor behind the 
disorderly unwind of the longstanding yen carry trade, with the Japanese currency appreciating double-
digits versus the U.S. dollar (USD) on the quarter, the strongest gain versus the greenback since fourth 
quarter 2008. With an approximately 200 bp anticipated divergence between Japan’s key policy rate versus 
the federal funds rate discounted by the bond market in the coming two years, further volatility between 
these two important global currencies is expected. 

As the end of the year draws closer, investors are set to navigate several significant geopolitical events, most 
notably the November U.S. presidential election, growing turmoil in the Middle East, and shifting global 
central bank policy initiatives. Despite this backdrop and seemingly steep near-term “wall-of-worry,” the 
financial markets and U.S. economy continue to surprise to the upside. 

To conclude, financial markets enjoyed broad-based gains across most major asset classes and sub-asset 
categories in the third quarter, as easing inflation pressures, a material decline in interest rates, and a general 
shift towards less-restrictive central bank postures were sufficient to overwhelm an increasingly unsettling 
geopolitical environment. With the U.S. presidential election looming, the final quarter of 2024 may prove 
to be a bumpy conclusion to what has been a strong year across the financial markets.

MARKET SUMMARY
—
T H I R D  Q U A R T E R  2024
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GLOBAL EQUITY
—
The third quarter of 2024 was marked by 
significant volatility across global equity 
markets, with investor demand favoring 
small cap over large cap and value stocks 
over growth. Despite a sharp sell-off in 
early August, equity markets generally 
recovered by the end of the quarter. The 
BOJ’s unexpected rate hike added to the 
market turbulence, while the Fed and ECB 
shifted to more dovish policies, stabilizing 
investor sentiment. Emerging markets, 
particularly China, experienced substantial 
gains due to aggressive stimulus measures.

In U.S. equity markets, more interest rate-
sensitive investments, such as small cap 
stocks and real estate investment trusts 
(REITs), provided the most substantial 
returns. After the market sold off at 
the beginning of August, investors took 
comfort in the expectation of lower interest 
rates in the back half of the year, which 
materialized in September. Sectors such 
as utilities and industrials outperformed 
over the quarter due to the strong demand 
for AI infrastructure and higher dividend 
yields that compete with fixed income 
investments. Valuations continue to rise in 
the U.S., with 10 out of 11 sectors trading 
above their 20-year average forward price-
to-earnings ratio by quarter-end. Energy 
was the only sector that lagged its 20-year 
average and was the only underperformer 
over the third quarter. 

Japanese equity markets faced a challenging 
quarter, primarily due to the BOJ’s surprise 
rate hike in August. On August 5, the Nikkei 
225 Index recorded its second-largest 
decline in history but quickly rebounded 
the following day. Market volatility was 
caused by the unwinding of a large carry 
trade, when traders borrow a currency at 
a low interest rate—in this case, the yen—
and purchase assets in another country.  

I N V E S T O R  S E N T I M E N T  S H I F T S  D E F E N S I V E  I N  T H E 
T H I R D  Q U A R T E R
U.S. Equity Markets Style Returns

Data source: FTSE Russell
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A weakening yen benefits this strategy due to the currency conversion, so as the yen began to strengthen, 
many traders faced margin calls or risk complications. The market showed signs of stabilization towards the 
end of September, with the BOJ signaling a more cautious approach to future rate hikes. 

Euro zone equity markets were under pressure throughout the third quarter due to concerns over economic 
growth, as highlighted by earnings guidance drawdowns in the manufacturing sector. The ECB’s decision to 
cut rates provided some relief but was not enough to offset the broader economic concerns. Inflation in 
the euro zone slowed to a two-year low, which may allow for further easing measures in the future. The UK 
equity market mirrored the trend in broader Europe of significant volatility and mixed performance across 
sectors. Real estate and utilities stocks were among the top performers, benefiting from the defensive shift 
in investor sentiment. However, sectors like consumer discretionary and technology faced headwinds due 
to weaker earnings and an uncertain economic outlook. 

Emerging markets outperformed their developed counterparts, primarily led by Chinese equity markets 
after the PBOC unveiled one of the largest stimulus packages since the financial crisis. As a result of the 
boost in investor sentiment, Chinese markets logged their best quarterly performance since 2009. Although 
information technology outperformed once again in emerging markets, Korea underperformed amid 
increased competition in the technology hardware industry in recent periods. Mexico and Brazil also 
underperformed due to fiscal and monetary policy concerns, respectively.
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World Government Bond Index saw a strong reversal during the month 
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FIXED INCOME

Interest-rate-sensitive bonds rallied signifi-
cantly during the third quarter as the 
Fed began its cutting cycle. The 2-year 
Treasury yield fell 106 bps to 3.66%, while 
the 10-year Treasury yield fell 55 bps to 
3.81%. These moves ended the 26-month 
inversion of the yield curve, and the 10s/2s 
spread ended the quarter positive 15 bps. 
This rally led to a strong quarter for fixed 
income, with the Bloomberg Aggregate 
Index returning 5.2%.

The Fed elected to cut its key interest rate 
50 bps at the September FOMC meeting, 
the first rate cut in more than four years. 
While investors anticipated the direction 
of the move, the magnitude was surprising. 
The modern Fed generally prefers to avoid 
surprising the market, and there is usually 
little variability in expectations going into 
FOMC meetings. However, prior to the 
September meeting, markets were pricing 
close to a 60/40 chance that the Fed 
would cut 50 or 25 bps. This uncertainty, 
and the release of the updated dot plot 
and economic projections, made the 
September FOMC meeting one of the most 
closely followed in recent history.

Spread sectors performed strongly in the 
quarter, and the credit environment was 
largely risk-on. High yield (HY) and invest-
ment-grade (IG) credit spreads continued 
to tighten, with HY spreads near historical 
lows at 3.0%. Additionally, mortgage-
backed securities (MBS)—a widespread 
overweight amongst money managers 
this year—performed well. Interest rate 
volatility, which widens MBS spreads, 
has fallen following increased clarity 
surrounding the Fed cuts. Additionally, 
banks are beginning to return to the MBS 
market, which could be an additional 
source of spread tightening.

—
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REITs performed exceptionally well in 
the third quarter, driven by the market’s 
anticipation of Fed rate cuts. Optimism 
stemmed from the expectation that REITs 
would benefit from lower rates through 
reduced borrowing costs for property 
acquisitions and developments, improved 
profitability, and more attractive dividends 
relative to other income-generating assets.

Specialty property has led performance 
year-to-date with a staggering 50.6% 
return, largely driven by Iron Mountain, 
which has gained momentum from 
increased pricing across its traditional 
physical storage business unit and hype 
on the firm’s expansion into data centers. 
However, data centers only account for 9% 
of the firm’s revenue.
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Global listed infrastructure stocks, as measured by the Dow Jones Brookfield Global Infrastructure Index, 
rose 12.7% for the third quarter. The communications sector led with the strongest performance, driven by 
the outperformance of cell tower stocks, which had been under pressure from higher discounting rates and 
borrowing costs. The marine ports sector experienced a surge in September into the first trading days of 
October amidst the East and Gulf Coast dockworkers' strike.

I N F R A S T R U C T U R E

Crude oil prices drifted below $70 per 
barrel, as measured by the West Texas 
Intermediate (WTI) spot contract. Oil  
prices fell with continued concerns of 
weakening global demand, particularly 
out of China, one of the world’s largest 
consumers. Oil opened higher in the first 
three days of October following missile 
attacks between Iran and Israel that 
fueled concerns about potential supply 
disruptions in the Middle East. Natural 
gas price volatility resumed, with pricing 
surging nearly 40% in September, according 
to the Henry Hub natural gas spot contract, 
amid concerns about hurricane impacts on 
infrastructure. 
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DIVERSIFYING STRATEGIES

Hedge funds produced gains during the third quarter, as the broad hedge fund benchmark were positive 
each month. Event-driven and hedged equity were the leading sub-strategies, with rising equity markets 
serving as a tailwind. 

Event-driven strategies continued to perform strongly within the stressed/distressed credit space. Credit 
managers have been actively purchasing significant amounts of paper as companies approach a relatively 
large maturity wall. 

Global macro strategies performed the weakest of the main hedge fund approaches, with the broad macro 
index detracting approximately 90 bps during the third quarter. However, macro funds still provided positive 
returns year-to-date. 

—
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I N D I C E S
The Alerian MLP Index is a composite of the 50 most prominent energy Master Limited Partnerships that provides investors 
with an unbiased, comprehensive benchmark for this emerging asset class. 

Bloomberg Fixed Income Indices is an index family comprised of the Bloomberg US Aggregate Index, Government/Corporate 
Bond Index, Mortgage-Backed Securities Index, and Asset-Backed Securities Index, Municipal Index, High-Yield Index, Commodity 
Index and others designed to represent the broad fixed income markets and sectors. On August 24, 2016, Bloomberg acquired 
these long-standing assets from Barclays Bank PLC. and on August 24, 2021, they were rebranded as the Bloomberg Fixed Income 
Indices. See https://www.bloomberg.com/markets/rates-bonds/bloomberg-fixed-income-indices for more information. 

The CBOE Volatility Index (VIX) is an up-to-the-minute market estimate of expected volatility that is calculated by using real-
time S&P 500 Index option bid/ask quotes. The Index uses nearby and second nearby options with at least eight days left to 
expiration and then weights them to yield a constant, 30-day measure of the expected volatility of the S&P 500 Index. 

FTSE Real Estate Indices (NAREIT Index and EPRA/NAREIT Index) includes only those companies that meet minimum size, liquidity 
and free float criteria as set forth by FTSE and is meant as a broad representation of publicly traded real estate securities. 
Relevant real estate activities are defined as the ownership, disposure, and development of income-producing real estate. See  
https://www.ftserussell.com/index/category/real-estate for more information. 

HFRI Monthly Indices (HFRI) are equally weighted performance indexes, compiled by Hedge Fund Research Inc. (HFX), and are 
used by numerous hedge fund managers as a benchmark for their own hedge funds. The HFRI are broken down into 37 different 
categories by strategy, including the HFRI Fund Weighted Composite, which accounts for over 2,000 funds listed on the internal 
HFR Database. The HFRI Fund of Funds Composite Index is an equal weighted, net of fee, index composed of approximately 800 
fund- of- funds which report to HFR. See https://www.hfr.com/ for more information on index construction. 

J.P. Morgan’s Global Index Research group produces proprietary index products that track emerging markets, government debt, 
and corporate debt asset classes. Some of these indices include the JPMorgan Emerging Market Bond Plus Index, JPMorgan 
Emerging Market Local Plus Index, JPMorgan Global Bond Non-U.S. Index and JPMorgan Global Bond Non-U.S. Index. See  
www.jpmorgan.com for more information. 

Merrill Lynch high yield indices measure the performance of securities that pay interest in cash and have a credit rating of below 
investment grade. Merrill Lynch uses a composite of Fitch Ratings, Moody’s and Standard and Poor’s credit ratings in selecting 
bonds for these indices. These ratings measure the risk that the bond issuer will fail to pay interest or to repay principal in full. 
See www.ml.com for more information.

Morgan Stanley Capital International – MSCI is a series of indices constructed by Morgan Stanley to help institutional investors 
benchmark their returns. There are a wide range of indices created by Morgan Stanley covering a multitude of developed and 
emerging economies and economic sectors. See www.morganstanley.com for more information. 

The FTSE Nareit All Equity REITs Index is a free-float adjusted, market capitalization-weighted index of U.S. equity REITs.

Russell Investments rank U.S. common stocks from largest to smallest market capitalization at each annual reconstitution 
period (May 31). The primary Russell Indices are defined as follows: 1) the top 3,000 stocks become the Russell 3000 Index, 2) 
the largest 1,000 stocks become the Russell 1000 Index, 3) the smallest 800 stocks in the Russell 1000 Index become the Russell 
Midcap index, 4) the next 2,000 stocks become the Russell 2000 Index, 5) the smallest 1,000 in the Russell 2000 Index plus the 
next smallest 1,000 comprise the Russell Microcap Index, and 6) U.S. Equity REITs comprise the FTSE Nareit All Equity REIT Index. 
See www.russell.com for more information.

S&P 500 Index consists of 500 stocks chosen for market size, liquidity and industry group representation, among other factors 
by the S&P Index Committee, which is a team of analysts and economists at Standard and Poor’s. The S&P 500 is a market-
value weighted index, which means each stock’s weight in the index is proportionate to its market value and is designed 
to be a leading indicator of U.S. equities, and meant to reflect the risk/return characteristics of the large cap universe. See  
https://www.spglobal.com/spdji/en/indices/equity/sp-500/ for more information. 

Information on any indices mentioned can be obtained either through your advisor or by written request to information@feg.com.



D I S C L O S U R E S
This report was prepared by FEG (also known as Fund Evaluation Group, LLC), 
a federally registered investment adviser under the Investment Advisers 
Act of 1940, as amended, providing non-discretionary and discretionary 
investment advice to its clients on an individual basis. Registration as 
an investment adviser does not imply a certain level of skill or training. 
The oral and written communications of an adviser provide you with 
information about which you determine to hire or retain an adviser. Fund 
Evaluation Group, LLC, Form ADV Part 2A & 2B can be obtained by written 
request directly to: Fund Evaluation Group, LLC, 201 East Fifth Street, Suite 
1600, Cincinnati, OH 45202, Attention: Compliance Department.

The information herein was obtained from various sources. FEG does not 
guarantee the accuracy or completeness of such information provided 
by third parties. The information in this report is given as of the date 
indicated and believed to be reliable. FEG assumes no obligation to update 
this information, or to advise on further developments relating to it. FEG, 
its affiliates, directors, officers, employees, employee benefit programs 
and client accounts may have a long position in any securities of issuers 
discussed in this report. 

Index performance results do not represent any managed portfolio 
returns. An investor cannot invest directly in a presented index, as an 
investment vehicle replicating an index would be required. An index does 
not charge management fees or brokerage expenses, and no such fees or 
expenses were deducted from the performance shown. 

The Chartered Financial Analyst® (CFA) designation is a professional 
certification issued by the CFA Institute to qualified financial analysts who: 
(i) have a bachelor’s degree and four years of professional experience 
involving investment decision making or four years of qualified work 
experience[full time, but not necessarily investment related]; (ii) complete 
a self‐study program (250 hours of study for each of the three levels); (iii) 
successfully complete a series of three six‐hour exams; and (iv) pledge to 
adhere to the CFA Institute Code of Ethics and Standards of Professional 
Conduct.

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and 
service mark of Bloomberg Finance L.P. and its affiliates (collectively 
“Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary 
rights in the Bloomberg Indices. Bloomberg does not approve or endorse 
this material or guarantee the accuracy or completeness of any information 
herein, nor does Bloomberg make any warranty, express or implied, as to 
the results to be obtained therefrom, and, to the maximum extent allowed 
by law, Bloomberg shall not have any liability or responsibility for injury or 
damages arising in connection therewith.

Neither the information nor any opinion expressed in this report constitutes 
an offer, or an invitation to make an offer, to buy or sell any securities. 

Any return expectations provided are not intended as, and must not be 
regarded as, a representation, warranty or predication that the investment 
will achieve any particular rate of return over any particular time period or 
that investors will not incur losses. 

Past performance is not indicative of future results.

Investments in private funds are speculative, involve a high degree of risk, 
and are designed for sophisticated investors. 

All data is as of September 30, 2024 unless otherwise noted.
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ABOUT FEG  
INVESTMENT ADVISORS
FEG Investment Advisors is dedicated 
to providing clients with the 
exceptional investment experience 
they deserve. FEG provides 
services across the institutional 
portfolio management spectrum, 
from discretionary outsourced 
chief investment officer (OCIO) 
to traditional nondiscretionary 
consulting services.

FEG predominantly serves a client 
base that improves our world and 
changes lives, such as education 
endowments and foundations, 
community foundations, healthcare 
organizations, private foundations, 
faith-based organizations, charitable 
organizations, family offices, and 
other financial institutions. For more 
information, visit www.feg.com.


