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The US is currently experiencing the longest economic expansion since World War II2. 

As of March 31, 2019, ther S&P 500 had its best quality quaterly performance since 1998. This follows December 
2018 which was the worst December for the US stock market since 19312.

The US economy grew 3% in 2018 an is expected to slow but grow in 2019.

Expectations for inflation are relatively low despite a strong labor market.

A US-China trade agreement, Federal Reserve interest  rate policy, US corporate earnings, Brexit and global economic growth 
are some of the primary uncertainties that continue to affect daily market sentiment.

We have recently reduced or eliminated small cap stocks, natural resources and some international to reduce volatility and 
ideally provide better downside protection if a meaningful correction occurs in the equity market.
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The near 20% decline in the stock market in the 4th quarter of 2018 was driven partially by concerns that the economy was 
slowing.  The degree to which it was slowing created uncertainty……and markets don’t like uncertainty.  For a diversified 
investor, it was extremely difficult to generate portfolio returns in 2018 in either stocks or bonds, in the US or outside of the 

US.  As you can see in chart 1 below, the best performing broad asset class in 2018 was Cash.

We are currently experiencing the second longest economic recovery since World War II.  If we make it to July 2019 without 
a recession, it will mark the longest economic recovery on record.  However, it will be the weakest in terms of Real GDP 
growth.  The current economic recovery began in the 2nd quarter of 2009.  While the economy is expected to slow in 2019, 
the Federal Reserve has a GDP growth estimate of 2.3% for 2019 down from 2.5% previously estimated3.  There do not 
appear to be any “excesses” in the US economy that would lead to a major economic shock.  The consumer is in good shape.  
Debt payments as a percent of disposable income is 9.9%, the lowest going back to 19804.
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Chart 1 – 2018 Calendar Year 
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Chart 2 – 1st Quarter of 2019

BOND MARKET
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Source: JPMorgan Guide to the Markets Q1-19, pg.60 

Source: JPMorgan Guide to the Markets Q2-19, pg.60

Chart 2 illustrates the dramatic reversal from the fourth quarter of 2018.  The S&P 500 is up over 20% since the market 
bottomed on Christmas eve, despite many of the same concerns carrying over from last year.  The broad market sell-off in 
December provided a more attractive value for investors because of rising corporate earnings coupled with falling stock prices.  
Given the exceptionally strong start for stocks, investors should temper return expectations going forward.  We are watching 
corporate earnings and the ongoing trade negotiations with China.  Both of which will have a meaningful impact on stock prices 
going forward.  The S&P 500 established a new all-time high at the time of this writing.  It was previously established on 
September 20, 2018.

There has been a considerable amount of ink and air time dedicated to the inversion of the treasury yield curve.  Normally, 
longer maturity bonds have a higher yield than short maturity bonds.  However, the 3-Month Treasury Bill yielded more than the 
10-Year Treasury Note (for about a week).  This “inversion” has predicted recessions quite accurately for decades but previous 
inversions typically last longer than a week.  On average, a recession occurred 17 months later but has taken as long as 48 
months5.  Global demand for the 10-year Treasury (buying) is one of the reasons.  Nearly $10 billion of sovereign debt in the 
world yields less than 0% which makes US Treasuries look attractive to buy6.  As the buying of the 10-year Treasury continued, 
it caused the yield to fall below the 3-month rate.  Bond yields and prices move inversely (like a teeter totter).  We are watching 
this yield relationship and paying close attention to economic data as it becomes available. 

It has been a surprisingly good start in 2019 for both the stock and bond markets.  We are 10 years into the economic recovery 
and bull market in stocks that began in March 2009.  The length of the recovery has caused some short- to intermediate-term 
concerns, and rightly so.  History has provided hundreds, if not thousands of “reasons to not invest” from political scandals to 
world wars (stop by my office and I will show you a chart).  However, these reasons have always been overcome by human 
ingenuity, technology and perseverance.  Adhering to your risk tolerance, two-way communication with your financial advisor 
and prudent diversification will ensure that you meet your long-term goals and properly manage short term expectations.

Chris Proctor 
Chief Investment Officer 
Source data:   
1 Charles Schwab, Bureau of Economic Analysis, FactSet.   
2 Barron’s (March 4, 2019; April 8, 2019). 
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5 Goldman Sachs on CNBC 3/26/19 
6 Bloomberg Barclays Global Aggregate Bond Index 3-22-19
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