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Despite a sharp sell-off of more than 6% in May, the S&P 500 closed up 4.30% for the quarter, and up 18.54% year 
to date, the strongest first half return since 1997 and just shy of its record high close of 2954 on June 20. This 

follows the first quarter return of 13.65%, the strongest since 1998. Year to date, the Dow is up 14% and the 
Nasdaq is up 16%. The drop that began in May reversed course mostly due to Fed Chairman Jerome Powell’s 

comments on June 4 that the Fed “will act as appropriate to sustain the expansion” in response to the recent stall in 

trade negotiations with China. Mario Draghi, the President of the European Central Bank (ECB) also weighed in on 
June 18 that they were prepared to provide further economic stimulus if the economic situation worsened in 

upcoming months. 

The yield on the 10-year Treasury note continued its swift drop from 2.75% in late December to 2.44% at the end 
of the first quarter of 2019, dipping under 2% during the second quarter before closing at 2% at quarter end. 

Negative yields in both Germany and Japan have made both stocks and bonds more attractive in the U.S. but the 
debate continues whether this decline in rates here at home is signaling a recession or simply a slowing economy. 

In support of the latter, a recent interview in the weekly magazine, Barron’s, notes veteran economist Nancy Lazar. 

Ms. Lazar is CEO of Cornerstone Macro and she offers a compelling view that “U.S. growth remains sound and 
durable owing to productivity gains that companies have made reinvesting in America—thanks to tax reform and 

China’s diminishing appeal.” Lazar calls it “The Story of the Decade” signifying that the business cycle will expand as 
inflation and interest rates stay lower for longer, and the strength in the U.S. economy will continue. We have 

already seen that real GDP was strong at 3.1% in the first quarter while the May CPI inflation rate came in at a 
modest 1.8%. 

It has been ten years since the Great Recession ended, but it is still fresh enough to give investors anxiety. With the 

U.S. enjoying low inflation, strong corporate balance sheets, and good employment data including rising wages, the 
current economy is in a goldilocks state—not too hot and not too cold. Notwithstanding, the risks of a policy mistake 

are high, especially as the U.S./China trade talks continue and our relations with Iran, North Korea, and Venezuela 

remain unpredictable. With global leading indicators in contraction mode due mostly to the slowing in international 
trade, the Federal Reserve may be primed to cut rates in July. 

All of these issues can contribute to continued volatility, but not necessarily a bear market or a recession. We 

continue to stay focused on the upcoming second quarter earnings announcements as well as any economic 
indicators that suggest a reason to take a more defensive posture, but so far, the U.S. is leading the world, even if it 

is with a little slower economic growth. 

We look forward to visiting with you further, and appreciate your continued confidence.  
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