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Investing can be frustrating because markets do not always cooperate with the
fundamentals in the near-term. The 2nd quarter of 2019, in our view, serves as just such an
example. In the quarter, two out of three of our economic guideposts, which we refer to as
the ‘3 R’s’, soured; yet stock markets throughout the world generally posted positive returns
(table below). The first of the ‘3 R’s’, ‘Recession Risk’, worsened over the quarter as global
GDPs slowed and several recessionary indicators flashed their warning lights. The second
‘R’, ‘Trade Resolution’, also deteriorated with the US’ decision in early May to impose
additional tariffs on China. The only ‘R’ that strengthened was ‘Rates’, which was positively
impacted by the Fed’s more accommodative stance. Ultimately, market performance and
economic fundamentals should eventually reconcile, which we believe will occur
through strengthening global growth and an eventual trade deal.
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OUTLOOK: REMAINING POSITIVE
Markets registered
sound performance in
the 2nd quarter
despite deteriorating
economic conditions.
Market performance
and economic
fundamentals should
eventually reconcile,
which we believe will
occur through
strengthening global
growth and an
eventual trade deal.

We continue to favor stocks to bonds over short and long-term investment horizons. Our
long-term outlook, which is guided by our Price Matters® methodology remains positive.
According to Price Matters®, US markets are not expensive and international markets
(developed and emerging) remain significantly undervalued. Conversely, the long-term
prospects for global bonds, in our view, is negative given that most bonds offer little or
even negative real yields. From a short-term perspective, we are also positive as our
three tactical rules (Don’t Fight the Fed, Don’t Fight the Trend, and Beware of the Crowd
at Extremes) are generally constructive. Investors are no longer fighting the Fed, or any
other central bank for that matter, as global financial conditions remain extraordinarily
stimulative. Investors are also not fighting the trend. The trend, which we define as the
slope of the 200-day moving average, is neutral in the US and only slightly negative
overseas, a significant improvement from the beginning of the year. Finally, investor
sentiment is far from the optimistic extremes that have historically preceded a market
decline.
BOTTOM LINE:

Until then, our
portfolios are slightly
overweight stocks.

While our quantitative disciplines (Price Matters® and 3 Tactical Rules) are generally
positive, our qualitative outlook will remain cautious until we see an improvement in the
economic guideposts noted above. Recognizing that periods of uncertainty often precede

attractive periods for investing, our portfolios are neutral to slightly overweight equities. However, given the
enormity of the stakes tied to the economic guideposts, we do not believe that the current risk/reward potential
justifies excessive risk taking.
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