Dear Valued Investor:
April brings showers, baseball, and historically, the best month of the year for the S&P
500 Index (for the last 20 years). On top of that, the S&P 500 had its best first quarter
since 1998, and in March we celebrated the 10 - year anniversary of the current bull
market. Although the U.S. economy hit a soft patch to start 2019, the fundamentals
supporting economic growth and corporate profits lead us to believe the bull market and
this economic expansion could continue.
While stocks rallied in the first quarter following the sharp December decline,
expectations for first quarter gross domestic product (GDP) appeared to dampen and
stand at about half the pace that it did last year. Slower GDP growth was due mainly to
lingering effects from the government shutdown, bad weather, U.S. - China trade
tensions, and slower growth overseas - particularly in Europe. The good news is these
temporary headwinds are expected to clear, setting up a potential pickup, albeit slower,
in economic growth in the second quarter and beyond. In addition, the U.S. consumer
spending outlook remains solid, buoyed by continued gains in employment and wages.
A U.S. - China trade deal, a persistent roadblock for business spending, could be
finalized in the coming weeks or months, which should help business confidence and
spur capital investment. At the same time, last year’s package of additional government
spending of roughly $300 billion is still giving the economy a boost. Together, these
bode well for an increase in business investment, which tends to lead to greater
productivity and profit growth, keys to extending this economic expansion.
Signals of weaker growth from the bond markets have not gone unnoticed, yet these
are seen more as evidence of an aging business cycle and something to expect as we
enter the later stages of the cycle. Parts of the yield curve inverted briefly in March,
which means long-term interest rates fell below short-term rates, and some consider
this movement a harbinger of recession. While this garnered a lot of media attention,
the inversion was very small and short-lived, and the attention may have been a little
overblown. For its part, the Federal Reserve made a point to reiterate its pause on
interest rate hikes to help support market sentiment during its March meeting.
Like April showers that bring May flowers, the outlook for the rest of 2019 continues to
look positive. But that doesn’t mean a storm or two might not also come through in the
form of increased market volatility. Stocks are still expected to be higher at year end
than they are now, despite weathering potentially slower economic and earnings
growth. U.S. growth should stabilize and slow slightly, and inflation may creep higher as

the risks subside. Overall, there’s still plenty of evidence that solid U.S. fundamentals
are firmly planted and a recession is unlikely on the near-term horizon.
As always, if you have any questions, we encourage you to contact your SFG advisor.
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