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ECONOMIC UPDATE
RECAP
Capital market returns for the first half of 2019 were very robust with both equity and fixed income investors
experiencing positive results. The Dow Jones Industrial Average (DJIA) achieved its largest June gain since
1938 and the S&P 500 experienced its best first half in twenty years making new all-time highs in the 2nd
quarter. Although these large-cap indexes have performed well for the year, their mid-cap, small-cap,
international developed market and emerging market peers have noticeably lagged to date. Nevertheless, the
end of the second quarter now marks the longest bull market on record for the U.S. stock market in history.
The strong results for the U.S. equity markets have many investors perplexed as concerns still loom for both
the U.S. and global economy. While most U.S. equity markets closed the quarter at or near all-time high, signs
of a slowing global economy, China trade negotiations, weaker corporate earnings, and the Federal Reserve’s
management of interest rate policy are all challenges to the sustainability of our current business cycle.

FEDERAL RESERVE PIVOT
In our opinion, it has been the Federal Reserve’s policy shift in
response to some areas of economic weakness that has been
primarily responsible for driving both investor sentiment and
asset prices to the extent we have seen for the year. If you
recall, in the 4th quarter of 2018, Fed Chairman Jerome Powell,
raised short-term rates in the wake of growth and trade war
concerns. The market response to this action was negative for
both equities and fixed income. In early January, the Fed
switched its hawkish stance on raising rates to a more patient
tone. Then in May amidst the continued concerns over U.S.
GDP, earnings growth and tariffs, their dialogue shifted,
indicating that a rate cut would be their next move. This shift
allowed both stocks and bonds to enjoy positive returns.

Prestige Wealth Management Group. 2019 All rights reserved.

Q2 2019 | Quarterly Economic Update

1

At the end of the quarter, the rate markets were pricing in a total of 0.75% in rate cuts for this year and as much as
1.00% of cuts in total for the next three quarters. This stark change in policy has many questioning the Fed’s
rationale. On one hand, the U.S. economy was showing signs of weakness in the first half for some economic data.
On the other hand, most of the Fed’s three policy mandates (GDP, unemployment and inflation) are either in-line or
exceeding their long-run targets for maintaining interest rates at current levels. Their justification for lower rates
has been tied mostly to weaker inflation and trade war uncertainties. However, with China trade negotiations
having been extended, this has many inquiring if the patch of economic weakness in the first half is transitory or if it
is the start of a broader trend. Another explanation for the policy shift could be their response to the pressure of
the European Central Bank (ECB) and Bank of Japan (BOJ) that have indicated looser monetary policy in the wake
of global manufacturing and growth concerns.

U.S. AND GLOBAL ECONOMY
Economic growth in the U.S. surprised markets for the 1st
quarter with GDP registering 3.1% as this number was
expected to come in below 2%. Many have cited that this
resilience was a result of companies increasing their
inventories in preparation for impending tariffs. According to
the recent Atlanta Fed GDPNow reading, 2nd quarter GDP is
expected to decelerate to just 1.6%. Corporate earnings have
also been challenged in the first half of the year as the effects
of 2018 tax cuts wane and capital investment slowed. 1st
quarter operating earnings were expected to decline by 4%
prior to earnings season. However, after all earnings were
officially reported, the actual decline in growth was just 0.4%.
Earnings for the 2nd quarter are expected to decline by just
2.7%. Actual earnings have historically been revised upward
by an average of 3.6% after earnings season concludes.
Therefore, the case is strong for slightly positive growth in Q2.

Source: J.P. Morgan Asset Management; Markit PMI; Guide
to the Markets - U.S. Data are as of June 30, 2019.

Despite continued strong employment and consumer data, many leading economic indicators are showing signs of
fatigue. The Conference Board Index of 10 Leading Economic Indicators declined by 0.3% in June following no
change in May. “This was the first decline since last December and was primarily driven by weaknesses in
manufacturing new orders, housing permits and unemployment insurance claims,” said Ataman Ozyildirim, Senior
Director of Economic Research at the Conference Board.
This decline resonated with the weakness in both global manufacturing and services Purchasing Manager Indexes
(PMIs). PMIs are surveys that provide information about current and future business conditions and help measure
the prevailing trends in both manufacturing and service-based industries. The manufacturing number is now flirting
with contractionary territory (a reading below 50) while the services-based PMI is declining but still considered to
be in the expansionary region (a reading above 50). The manufacturing slowdown in Germany and South Korea
have contributed substantially to this deterioration. Economists are keeping a close watch to see if the
manufacturing decline reverses in subsequent months as the services PMI tends to follow it. Given that most
developed economies are heavily dependent on services as a growth driver, the direction of these data points may
be the reason why other central banks began to entertain more accommodative monetary policies during the
quarter.
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INTERNATIONAL EQUITY MARKETS
International developed market stocks continued to significantly
trail U.S. stocks for the 1st half of 2019. 2nd quarter gains were
slightly better than U.S. markets. Declining European inflation,
stagnant earnings growth and risks associated with the impending
deleveraging of German investment bank, Deutsche Bank, weighed
on the European financial sector and equity market sentiment.
Japanese shares performed worse than the other major developed
markets.

1st half 2019
International developed stocks
significantly trail US stocks

2nd quarter 2019
Gains were slightly better for
int'l developed than US markets

Emerging market stocks also trailed both U.S. and international developed markets in a volatile second quarter.
The MSCI Emerging Markets Index gained but underperformed the MSCI World Index. Trade uncertainties were
rekindled in May as talks broke down between China and the U.S. However, hopes for a resumption of talks at the
G20 summit in June managed to quell fears. Yet this was not enough to pull Chinese and South Korean stocks out
of negative territory. The strength of the U.S. dollar also contributed to the broad weakness for this asset class as
emerging market currency weakness detracted from total returns.

FIXED INCOME
It was a positive quarter for the broad bond market reflecting the
expectation that central banks would lower rates adding a further
lift to bond prices. The accommodate language surrounding the Fed
and European Central Bank’s June meetings sent longer-term bond
yields even lower than where they started the quarter. The 10-year
U.S. treasury yield fell as much as 0.4% to below 2% before ending
the quarter slightly above the 2% mark.

10-year U.S.
treasury yield
fell as much as
0.4% to below
2%

Investment grade corporate and high yield bonds outperformed government bonds as credit drew support from
falling yields (bond prices rising as yields fall). Corporate bonds fared slightly better than high yield issues.
However, we must always remind ourselves that these segments of the bond market tend to be more
economically sensitive and are somewhat linked to the overall prosperity of the stock market. With the current
economic cycle now being the longest on record, we continue to favor higher quality bonds as a prudent diversifier
to equity risk.

RISKS TO GLOBAL MARKETS
There is a myriad of risks to the markets and asset prices as we
enter the second half of the year. At present, we believe that most
of these risks reside within the condition of the U.S. economy and
the Fed’s management of interest rate policy and market
expectations. However, there are two other noteworthy events
that have the potential to derail global market stability: solidifying a
China trade deal and Brexit negotiations.
Resolving our current trade dispute with China and removing
existing tariffs (and preventing additional tariffs) could provide
much relief to multi-national corporations that have suffered
immense disruptions to their supply chains and productivity.
The United Kingdom’s ability to strike a deal with the European Union prior to their EU membership termination
regarding trade, regulation and travel is critical not only to the long-run stability of the UK but also to their
European trading partners. The deadline for such a deal is set to expire on 10/31/2019.
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THE WRAP UP
With equity prices near all-time highs and risks to the
longevity of our current economic cycle, investors should
approach the second half this year with caution. Further
softening to the economy, unresolved trade and Fed policy
errors could cause volatility to increase.

However, if

Proceed with Caution:
Current economic cycle longevity
Unresolved Trade Deals
Fed Policy Changes
Brexit Resolution

economic conditions strengthen, a trade deal is struck with
China or the Fed’s rate policy fosters more growth, the
glidepath of the current business could be extended further.
We always caution against making an allocation change
based on one’s reaction to recent returns. Although the
increase in stock market for the first half may entice some
to believe that there is more upside for the remainder of the
year, an investor’s decision to increase equity risk in their
portfolio should be driven by their time horizon, income
needs, risk tolerance and investment goals. This same pearl
of wisdom also applies to those who are looking to
potentially decrease the level of equity risk in their portfolios in the midst of lower volatility and high asset prices.

DISCUSS YOUR CONCERNS WITH US
Our advice is not one-size-fits-all. We will always consider
your feelings about risk and the markets. We'll review your
unique financial situation when making recommendations.
If you would like to revisit your specific holdings or risk
tolerance please call our office or discuss this at our next
scheduled meeting.

We Are Here
To Help

31 State Route 12, Flemington, NJ 08822 | 908-782-0001 | FAX 908-782-4168
Schoolhouse Plaza, 374 Millburn Avenue, Millburn, NJ 07041 | 973-532-6770 | FAX 973-218-1452
800-743-4768 | pwm@prestigewmg.com | www.prestigewmg.com
A registered SEC investment advisory firm. Securities offered through Triad Advisors, LLC. Member FINRA/SIPC. Prestige Wealth Management
Group is not affiliated with Triad Advisors.

Advisory services offered through Prestige Wealth Management Group, LLC, a registered SEC investment advisory firm. Securities offered through Triad Advisors, LLC.
Member FINRA / SIPC. Prestige Wealth Management Group and Triad Advisors are not affiliated.
Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no
assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies
recommended or undertaken by Prestige Wealth Management Group, LLC), or any non-investment related content, made reference to directly or indirectly in this
newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover,
you should not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from
Prestige Wealth Management Group, LLC. Please remember to contact Prestige Wealth Management Group, LLC, in writing, if there are any changes in your
personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services. Prestige Wealth
Management Group, LLC is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the Prestige Wealth Management Group, LLC’s current written disclosure statement discussing our advisory services and fees continues to remain
available upon request.
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