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QUOTE OF THE WEEK 

“When your work speaks for itself, don’t interrupt.” 

 -Henry J. Kaiser  

Drooping consumer sentiment is pointing the way to a sub-
stantial economic slowdown, if history is any guide. 

In particular, the gap between current sentiment and future 
expectations has blown out wider, according to the Confer-
ence Board's Consumer Confidence Index released Tuesday. 

While confidence in the broader confidence index remains 
strong, falling just slightly month over month, the Expecta-
tions Index tumbled from 97.7 to 87.3 from December. Since 
October, the expectations reading has plunged 24 percent. 
Conversely, the Present Situation Index is at 169.6, a nudge 
lower from December's reading. 

Such wide gaps have portended sharp declines in economic 
activity, as pointed out by several market observers, including 
DoubleLine Capital's Jeffrey Gundlach, the so-called Bond 
King. 

"The most recessionary signal at present is consumer future expec-
tations relative to current conditions. It's one of the worst readings 
ever," he said in a tweet. 

Click here to read more.  

Odds of a recession spike to a three-year high, according to CNBC's 
Fed survey 

The chance of recession in the next 12 months spiked to its 
highest level in three years as market participants ratcheted 
up their worries about global economic weakness, Fed rate 
hikes, the market sell-off, trade tensions and the government 
shutdown. 

The CNBC Fed Survey, conducted last week while the govern-

ment was still shut down, saw the probability of a recession in 
the next 12 months rise to 26 percent, the third straight in-
crease. The probability was last higher at nearly 29 percent in 
January 2016, following another market sell-off, showing how 
sensitive the outlook for survey respondents can be to market 
gyrations. 

"When you look at the slide in global growth, it is hard to 
think that, in a matter of time, the U.S. won't join the slide," 
Kevin Giddis, head of fixed income capital markets at Ray-
mond James Financial, wrote in response to the survey. "This 
prospect has only been enhanced by a lack of a trade deal, the 
government shutdown, and a completely inefficient coopera-
tion in Washington." 

Click here to read more.  

Bond King Jeffrey Gundlach says we just got 'the most recessionary 
signal' yet 

http://horterinvestment.com/
https://www.cnbc.com/2019/01/29/consumer-sentiment-is-the-most-recessionary-signal-yet-gundlach-says.html
https://www.cnbc.com/cnbc-fed-survey/
https://www.cnbc.com/2019/01/29/recession-odds-spike-to-their-highest-in-three-years-cnbc-survey.html


Term of the Week:  

Pareto Efficiency  
Pareto efficiency, or Pareto optimality, is an economic state where resources cannot be reallocated to make one individu-
al better off without making at least one individual worse off. Pareto efficiency implies that resources are allocated in the 

most efficient manner, but does not imply equality or fairness.   

 Taking a comprehensive look at the overall current stock market, you can see the chart below representing eight major indices 
and their returns through the week ending February 1, 2019. In a truly diversified portfolio, the portfolio’s total return is de-
termined by the performance of all of the individual positions in combination – not individually.   

So, understanding the combined overall performance of the indices below, simply average the 12 indices to get a better over-
all picture of the market.  The combined average of all 12 indices is 6.37% year to date. 

Taking a comprehensive look at the overall current stock market 

Data Source: Investors FastTrack, Yahoo Finance, Investopedia 
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Index Last Week One Month  Year-to-Date 

  Close % Change % Change % Change 

Dow Jones Industrial Average Index 25,063.89 1.33% 7.57% 7.57% 

S&P 500 Index 2,706.53 1.62% 8.13% 8.13% 

Nasdaq Composite Index 7,263.87 1.40% 9.52% 9.52% 

60/40 Portfolio (BAGPX) 12.11 1.09% 5.49% 5.40% 

US Aggregate Bond Index 2,063.18 0.53% 0.70% 0.81% 

20+ Year Treasury Bond (TLT) 120.96 0.36% -0.97% -0.45% 

MSCI EAFE (EFA)  62.66 0.79% 6.82% 6.60% 

MSCI Emerging Markets (EEM)  42.76 1.33% 9.19% 9.47% 

France CAC Index (EWQ)  28.25 2.32% 7.46% 8.78% 

Germany DAX Index (EWG) 26.81 -0.52% 6.56% 5.76% 

Italy Borsa Index (EWI) 25.96 -0.04% 7.49% 7.23% 

London FTSE (EWU)  31.60 2.27% 7.74% 7.67% 



WEEKLY MARKET SUMMARY 

Global Equities: The US Federal Reserve (FOMC/Fed) has seemingly 
confirmed with its Wednesday announcement what markets have 
been expecting since the beginning of the year, an end to the current 
tightening cycle. This allowed US equity markets to rise above tech-
nical levels of resistance, with the S&P 500 Index, the Dow Jones In-
dustrial Average, and the Nasdaq Composite Index reversing early 
week slumps to return 1.57%, 1.32%, and 1.38% respectively. The 
Energy sector made a Friday surge to edge out Communications Ser-
vices to lead all S&P 500 sectors for the week, as the Energy Select 
Sector SPDR ETF (XLE) gained 1.74%. The Fed announcement was 
even better news for Emerging Market equities who rely heavily on 
US investment to fund relatively high rates of growth. This was evi-
dent in continued outperformance of the iShares MSCI Emerging 
Market Index ETF (EEM) gaining 2.39% on the week.  

 

Fixed Income: The important Fed announcement was also a boon for 
bonds, as the 10-year US Treasury Note yield back to 2.68% from 
above 2.75% at the close of the previous week. This move that re-
sembled a flight to safety was anything but, as investors piled back 
into credit with high yield spreads continuing to drop despite an in-
crease in issuance of $9.45B during the week, according to Bloom-
berg. Lipper reported slight inflows into high yield bond funds, as the 
iShares IBoxx High Yield Corporate Bond ETF (HYG) returned .78% on 
a total return basis for the week.  

 

Commodities: Commodities received a boost from the Fed, as well, 
as oil prices climbed after the prior week’s pull-back to post gains of 
roughly 18%, for the best January on record. The evolving political 
situation in Venezuela and European companies looking to continue 

business with Iran may help to slow the grind higher for oil prices in 
the near term. The West Texas Intermediate (WTI) benchmark gained 
2.92%, while the International Brent crude benchmark gained 1.8% 
during the week, to close near $55.26 and $62.75 per barrel, respec-
tively. Natural gas prices were slammed another -14% despite the 
polar vortex affecting much of the country, to close the week at 
$2.73/MMBtu.  

WEEKLY ECONOMIC SUMMARY 

FOMC Announcement: The Federal Open Market Committee left its 
benchmark Federal Funds rate unchanged, as anticipated, after the 
most recent meeting on Wednesday. The pause is consistent with 
what the Fed had communicated at the prior meeting, and with what 
individual members have been saying publicly since, emphasizing 
patience in light of global economic developments and muted infla-
tion pressure. The Fed did surprise with even more dovish news that 
it is prepared to adjust the balance sheet normalization earlier than 
previously stated, which is currently targeted at $50B per 
month. Market odds now favor an interest rate cut rather than a hike 
for the rest of 2019.  

 

Employment Situation: The Employment Situation report by the Bu-
reau of Labor Statistics indicated another strong increase in Nonfarm 
Payrolls for the month of January. The surprising increase of 304,000 
versus the consensus estimate of 158,000 made up for a lower revi-
sion of the number for December. Construction, trade, and transpor-
tation jobs highlight the sectors adding jobs for the month. The un-
employment rate ticked higher to 4% thanks, again, to an increase in 
the participation rate. The report also signaled moderation in wage 
pressure, missing the consensus estimate of .3%, rising only .1% for 
the month. The average work week was unchanged and in-line with 
consensus at 34.5 hours.   

 

Q4 Earnings Season: Amazon (AMZN), Apple Inc. (AAPL), and Face-
book (FB) highlighted an extremely busy Q4 earnings week. FB stock 
gained over 10% thanks to a blowout quarter, surprising analysts as 
advertisers and new users continue to flock to the platform despite 
privacy concerns. AAPL shares were steady despite disappointing 
revenue and unit sales of its flagship iPhone, as customers hold onto 
their older models for longer. AAPL says that this is ok because con-
sumers are sticking within the ecosystem and spending more on sub-
scription services. AMZN somehow failed to impress with record-
breaking sales and earnings which included explosive growth for its 
Amazon Web Services segment, ending the week down 2.65%. With 
57.7% of S&P 500 companies having reported 4th quarter earnings, 
the 2019 forward P/E (on reported earnings) is 17.53.  

Other Managers 

HIM #12 — 100% IJH-Ishares Core S&P Mid-Cap ETF                  

HIM #9 —  100% fund 

HIM #1 —   85% fund /5% high yield fund/5% high yield  
  fund/ 5% high yield fund/ 

HIM #29 —   50% real estate mutual fund/ 25% fund/ 25% 
  fund 

 

 

HIM #22 —  67% fund/33% Money Market 
HIM #25 —   100% Money Market  

HIM #8 —   100% trust 

HIM #26 —   52.5% Money Market /10% VP   

  Bull/25% S&P/12.5% Nasdaq 

Dow Jones  -  Week Ending 

Tactical Fixed Income Model Allocations 
2/1/2019 

Current Model Allocations 

Cash—5% Exchange Traded 

Fund —4% 

Exchange Traded 

Fund —5%  

Exchange Traded 

Fund —3% 

Treasury Bond— 

19.5% 

Exchange Traded 

Fund —5% 

Exchange Traded 

Fund —10%  

Exchange Traded 

Fund —5% 

Exchange Traded 

Fund —2.5% 

Money Market—

41% 
 

 



In utilizing an approach that seeks to limit volatility, it is important 
to keep perspective of the activity in multiple asset classes. We seek 
to achieve superior risk-adjusted returns over a full market cycle to 
a traditional 60% equities / 40% bonds asset allocation. We do this 
by implementing global mandates of several tactical managers with-
in different risk buckets. For those investors who are unwilling to 
stomach anything more than minimal downside risk, our goal is to 
provide a satisfying return over a full market cycle compared to the 
Barclays Aggregate Bond Index. At Horter Investment Management 
we realize how confusing the financial markets can be. It is im-
portant to keep our clients up to date on what it all means, especial-
ly with how it relates to our private wealth managers and their mod-
els. We are now in year nine of the most recent bull market, one of 

the longest bull markets in U.S. history. At this late stage of the mar-
ket cycle, it is extremely common for hedged managers to underper-
form, as they are seeking to limit risk. While none of us know when 
a market correction will come, even though the movement and vol-
atility sure are starting to act like a correction, our managers have 
been hired based on our belief that they can accomplish a satisfying 
return over a full market cycle, -- while limiting risk in comparison to 
a traditional asset allocation approach. At Horter we continue to 
monitor all of the markets and how our managers are actively man-
aging their portfolios. We remind you there are opportunities to 
consider with all of our managers. Hopefully this recent market 
commentary is helpful and thanks for your continued trust and   
loyalty.  

Chart of the Week:  
Last Wednesday at the news conference following the two-day FOMC meeting, Federal Reserve Chairman Jerome Powell issued his 
strongest statement yet that the central bank has changed its outlook regarding interest rate hikes. The Chart of the Week shows histori-
cal Federal Funds target rate, as well as FOMC dot plot expectations and the futures market implied expectations for the Federal Funds 
rate. The markets heard what Chairman Powell said and market implied rates (orange) fell yet further, suggesting cuts in the future.  
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