
October 7, 2019 

Dear Bridges Trust Client: 

Below is our Market Commentary from Bridges Investment Management’s, Investment Committee as 
of the quarter ending September 30, 2019. 

After a very strong first quarter and a respectable second quarter, the S&P 500 index treaded water 
for much of the third quarter. The index is expected to grow earnings just 1.5% this year, suggesting 
that the equity market’s rise has been fueled by multiple expansion rather than improving 
fundamentals. Whether the Fed is embarking on a prolonged easing cycle or a mid-cycle adjustment 
remains to be seen. However, we don’t believe the two cuts in the Fed Funds Rate this quarter (July 
and September) will have much impact. That’s the problem with quantitative easing. Over time, the 
patient develops a tolerance to his medicine. 

In our opinion, whether the Fed’s tightening or the White House’s trade agenda is responsible for the 
slowing of the economy is moot; the fact is it is slowing. Prognosticators trip over themselves 
predicting the likelihood of the next recession rounded to the nearest decimal point. While it’s 
tempting to think one can market-time with precision, we try to be more realistic about our abilities. 
As investors on your behalf, we seek to invest in advantaged companies with attractive prospects 
over a time horizon commensurate with their opportunity set. If you owned 100% of an excellent 
business, you probably wouldn’t sell it because the next 12 months looked uncertain. 

That being said, the short-term outlook for equities is cloudier than usual. GDP is decelerating, trade 
and manufacturing metrics are falling, and many economically sensitive industries report limited 
visibility. Whatever solace comes from an accommodative Fed is being negated by the ‘Great 
Decoupling’ between China and the US. China is the world’s second largest economy, our largest 
trading partner and has grown its GDP eleven-fold since 2001. In recent years, it’s represented more 
than a quarter of the globe’s growth. While we applaud the effort to negotiate a less one-sided 
relationship, up until now, tariffs have done more economic harm than good. This could be short- 
term pain for long-term gain or it could be a failed experiment that gets walked back by another 
administration. We’re rooting for the former but need to be prepared for the latter. 

The problem with recession predicting as an industry is that occasionally they do get it right. Many of 
the most predictive indicators are indeed flashing yellow with weakness starting to appear in 
transports, industrials and small caps. And perhaps the grandfather of all indicators, the yield curve 
inverted for a few days in August, only to quickly turn positive (as represented by the spread 
between ten and two-year treasury yields). Whatever your outlook, fixed income investors are willing 
to accept yields less than half what they were a year ago, suggesting the growth outlook has 
meaningfully deteriorated. 

It’s in this context that we find ourselves with the enviable task of allocating our clients’ capital. 
Some investors have reacted to the softening outlook by hiding in high-priced defensives, the so- 
called ‘low vol’ trade. Others have chased secular disruptors they suspect can grow through any 
economy arguing high prices are justified because growth is increasingly scarce. We, on the other 
hand, have chosen to stick to our knitting by buying structurally advantaged companies at fair prices. 
While some have more economic sensitivity than others, we have a high degree of confidence that 
their market share and earnings power will be meaningfully higher ten years from now, regardless of 
when the next recession starts. 
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This sort of approach to capital allocation strikes us as sound and likely to be successful when 
measured over time periods longer than a business cycle. For every manager who ‘gets it right’ by 
making a timely pivot, there will be many others who aren’t so lucky. We believe sticking to our 
process throughout a cycle is more likely to grow our investors’ capital than by making a binary risk- 
on or risk-off trade. We thank you for your confidence and appreciate your business. 

The Bridges Investment Management Investment Committee
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DISCLOSURES AND IMPORTANT INFORMATION 

*Republished 12/24/2019 with updated disclosures.

This communication is provided to clients of Bridges Trust Company, Bridges Trust Company of South Dakota and Bridges Investment 
Management, Inc. for informational purposes only and is not a recommendation to purchase, hold, or sell any security. We believe the 
information presented is reliable, but we do not guarantee its accuracy. Each investor’s situation is unique, so please work with your 
Investment Adviser or Trust Officer to develop an individualized investment plan before investing.  

Bridges Trust Company and Bridges Trust Company of South Dakota utilize the investment management services provided by Bridges 
Investment Management, Inc. and certain individual clients also utilize investment management services directly with Bridges Investment 
Management Inc.  

"Bridges Trust" and its logo reference independent services offered by Bridges Trust Company, Bridges Trust Company of South Dakota, and 
Bridges Investment Management Inc. Trust, custody and related services are provided by Bridges Trust Company, a trust company chartered 
through the Nebraska Department of Banking and Finance, and Bridges Trust Company of South Dakota, a trust company chartered through 
the South Dakota Banking Commission.   

Investment management services are provided by Bridges Investment Management, Inc., an investment adviser registered with the SEC, with 
further information available at www.adviserinfo.sec.gov/firm/108028 and www.bridgesinv.com. The registration of an investment adviser 
does not imply any level of skill or training.  

The S&P 500 Index is a broad-based unmanaged composite of 500 stocks, which is widely recognized as representative of price changes for 
the U.S. equity market in general, and you cannot invest directly in a specific index.  
Past performance is no guarantee of future results. 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS 
This communication may contain forward-looking statements that involve substantial risks and uncertainties. You can identify these 
statements by forward-looking words such as "may," "will," "expect," "anticipate," "believe," "estimate," "project," and "continue" or similar 
words. 

We believe it is essential to communicate our expectations to our clients. However, there may be events in the future that we are not able 
to predict accurately or over which we have no control. Actual results or actual business or other conditions may differ materially from 
those contemplated by any forward-looking statements, and we are not under any duty to update the forward-looking statements contained 
herein. Given these risks and uncertainties, readers are cautioned not to place undue reliance on such forward-looking statements.  

A bear market is a condition in which securities prices fall 20% or more from recent highs amid widespread pessimism and negative investor 
sentiment. Typically, bear markets are associated with declines in an overall market or index like the S&P 500. Still, individual securities or 
commodities can be considered to be in a bear market if they experience a decline of 20% or more over a sustained period - typically two 
months or more. 

CAUTIONARY STATEMENT REGARDING THIRD PARTY INFORMATION  
This communication includes financial information, market data, and certain other statistical information and estimates based on reports 
and other materials prepared by other independent sources, as well as management's own good faith estimates and analyses. We believe 
this third-party information to be reputable but have not independently verified it. Information that is based on estimates, forecasts, 
projections, market research, or similar methodologies or assumptions is inherently subject to uncertainties, and actual events or 
circumstances may differ materially from events and circumstances reflected in this information.  


