
These forward-looking forecasts are an integral part of our tactical investment process. Instead of using a buy-and-hold 
strategy, we know that risk changes over time, and we make ongoing, tactical changes to our portfolios to consistently 
move away from risk and toward opportunities. These changes are based in large part on the forecasts enclosed. 

With mature economic and market cycles (we’re in the 11th year for both), we can expect volatility in the markets and 
deceleration in the economy. Navigating these mature cycles is a primary focus, as our current environment includes 
an inverted yield curve, falling interest rates, little-to-no inflation despite wage growth, and slowing global economies.

Early recessionary signals are popping up—the 
most notable being the yield curve inversion. 
Historically, inversions have preceded a recession 
by seven to 19 months—on all but one occasion. 
However, this lengthy foreshadowing makes it 
difficult to predict a downturn’s start. 

Even when the next recessionary period hits, 
it could be quite mild. The combination of 
economic slowing, increasing unemployment, 
falling rates, and low-priced energy give 
inflation no reason to rear its head. It’s possible 
we could wind down this business cycle and 
never see any inflation—a soft landing, so to 
speak, and highly abnormal. 

For now, we don’t foresee an imminent 
recession, and equity markets aren’t 
overvalued. Though the economy is slowing, 
it is still strong enough to support stock 
valuations, which are just above long-term 
averages.  

GRAPHIC 1. Since 1962, inverted yield curves have foreshadowed a recession—

all but once. The yield curve is significantly flatter than in 2013 (gray), and as 

of August 20, the curve has inverted. Source: U.S. Department of the Treasury, 

Resource Center, August 20, 2019.
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VOLATILITY, BUT NO TURN YET 

Following are our outlooks for equities, bonds, and each major asset class. Tactical asset allocation is a cornerstone of 
our investment strategy, and these forecasts are a key analytical tool we use to identify market opportunities, minimize 
exposure to risk, and reduce portfolio volatility. 

MARKET FORECASTS 
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Our outlook is neutral between stocks and bonds. The 
recent interest-rate reduction will make bonds generally 
more attractive but not substantially more so than stocks. 

Equities 

U.S. stocks are falling off their record highs, which makes 
them more volatile. Unless earnings continue to grow, it 
will be harder to attain U.S. equity growth. For now, with a 
low-rate environment and stock valuations just above long-
term averages (graph below), equities are not generally 
overvalued.   

Lingering tariff issues spurred equity volatility in August, 
but tariffs are not a lasting economic concern. Yes, trade 
wars will impact consumers and businesses, but they 
won’t trigger a recession or protracted market sell-off.  

Our regional forecast is slightly skewed toward the U.S. 
over foreign because global growth is slowing: Europe is 
not doing well, and Asia is suffering from the U.S. tariff 
scuffles. Our foreign preference has shifted neutral. 
Emerging markets tend to be sensitive, and if we enter a 
more protracted global slowdown, capital could flow from 
emerging markets, rendering them more volatile than 
developed markets. Developed markets are price attractive 
but have not seen much growth in recent years. In market 
cap, we’re weighted slightly toward large cap. This is 
a change resulting from weak small-cap performance 
triggered by increased volatility and a domestic 
manufacturing slowdown.  

Value stocks are slightly more favorable now—their 
dividends and prices will be an advantage should earnings 
slow and the market flux. 

GRAPHIC 2. We’re 10 years 

into this bull run, yet equity 

valuations remain only slightly 

above long-term averages. 

Source: JP Morgan Guide to 

the Markets, July 31, 2019.
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Bonds 

With no rate hikes and few credit issues, the bond market should perform well overall.  

A shifting yield curve with a belly in the intermediate section pivots our strategy for bond duration 
and our preference to neutral. There’s no advantage between short and intermediate bonds while 
money market rates are falling, and intermediate bonds don’t yield much more. With rate hikes at 
bay and rates more stable, long-duration bonds look favorable now, but long rates are relatively 
low. Locking in 3% to 4% for 30 years is not attractive inside a net real-return calculation.  

As we move closer to a recession, the possibility of credit risk increases, and that could affect 
bond quality; therefore, we’ve shifted to neutral in this asset class. Our regional bond outlook is 
also neutral. International bonds have extremely low rates, excluding emerging-market bonds, 
which have credit and capital-flow risks. Though U.S. rates are a bit higher than internationals, from 
a long-term view, they’re not extremely attractive, so we remain neutral.   

Other 

Commodities are weak across the board. In currencies, we slightly tilt toward U.S., where the real 
interest rate is slightly positive, depending upon when measured, versus negative rates in Europe 
and Japan.  

REITs are part of the value asset class, and value stocks will have an advantage over growth stocks 
in a more volatile environment.  

We’re neutral on natural resources. Oil’s volatility is extreme from slowing global demand, and natural 
gas remains uncertain. All other commodities are immensely inexpensive and haven’t performed well in 
the last five or so years. For alternatives, there is not a lot of liquidity to make them attractive.  
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GRAPHIC 3. The labor market 

has tightened and wage growth 

has finally accelerated, but it’s 

not likely to last. A slowing 

economy will spur an uptick in 

unemployment, and retiring 

high-wage-earning Boomers 

will dampen wages. Source: JP 

Morgan Guide to the Markets, 

July 31, 2019.
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A growing, healthy economy often sets the stage for corporate growth, expected future earnings, and 
climbing stock values. We analyze the economy, project the outlook for various types of stocks and bonds, 
and then reduce asset classes with more projected risk while favoring those with projected opportunities.  

GLOBAL ECONOMIES ARE DOWNSHIFTING—BUT AREN’T 
RECESSIONARY

We’ve entered the 11th year of our economic 
expansion. While growth accelerated last year and 
should remain steady near term, we’re poised 
for a slight slowdown as we round the curve into 
2020. The manufacturing slowdown that started in 
Europe has now begun in the U.S., and it will lead 
to lower growth rates both here and abroad.  

Will we soon see a recession? We don’t 
think so. None of the historical indicators that  
accompanied previous recessions are present, 
and key cyclical indicators (housing investment, 
auto consumption, etc.) are all below their 
long-term averages. Relatively strong consumer 
spending and earnings reports are positive 
indicators for our economy’s performance 
through 2019 and into 2020. 

The 10-year Treasury interest rate is likely to fall slightly over the next year. We could see another 0.25% 
decrease, though the timing is debatable and we’re not convinced the Fed will reduce rates again before 
year’s end. The labor market has tightened to at or beyond full employment, but as the economy slows, 
unemployment will tick up in tandem. Without growth, inflation (which is currently below the Fed’s 2% 
target) will remain low, possibly even dropping slightly over the next year.  

The euro recently gained a little strength against the dollar, but that’s not likely to continue. The dollar will 
retain a small advantage from demand, while the euro won’t strengthen beyond the current range of 1.1–1.15.  

Oil remains volatile and has yet to land in a solid trading range. 
The current $50 to $60 price per barrel will continue until this 
global slowdown ends. With the global manufacturing economy 
slowing and Asian growth rates moderating, demand for energy 
is decreasing. Saudi Arabia recently announced it is decreasing 
production to prop up oil’s price, but that rarely seems to have 
a significant impact. The primary catalyst to an oil price increase 
is a demand jump that’s driven by global demand or speculators 
pushing prices up. One of those two things needs to happen for oil 
to break through $60 per barrel again.   

ECONOMIC FORECAST 

4

Short Term One Year “Healthy 
Rate”

Forecast 
Trend

GDP* 4.2% 3.8% 3.0%+

Interest Rates 1.65% 1.55% 4 - 6%

Unemployment 3.7% 3.9% 4 - 6%

Inflation 1.6% 1.5% 2 - 4%

Dollar/Euro                                                    1.12 1.11 0.90 - 0.95

Oil Price                                                           $53 $56 $60 - 80

Graphic 4. Economic Key Indicator Forecasts. This page contains a 

detailed discussion of the key economic forecasts in this table. *Gross 

GDP. Source: JP Morgan Guide to the Markets, July 31, 2019.
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OUR INVESTMENT STRATEGY
Economic, Market & Allocation Outlook 3Q 2019

WHAT SEPARATES US FROM MOST INVESTMENT ADVISORS 
IS OUR TREMENDOUSLY DETAILED FINANCIAL PLANNING. 
Truly personalized planning is not scalable; therefore, most investment managers are not financial 

planners. Instead, the average advisor will invest without a thorough understanding of 
the client’s true risk tolerance or tax implications. We see this all the time—new 

clients who come with far too much risk in their portfolio for their return goals. In 
volatility, erratic market performance can only magnify their portfolio risk.  

For more than 25 years, we’ve used the tools of multibillion-dollar, institution-level 
investors to manage our portfolios: a tactical asset allocation strategy that stems 

from each client’s personal financial plan and investment policy statement. Some 
call it overkill for the average investor, but we call it stewardship. We do so to help 

our clients reduce volatility and pursue more stable returns with less market risk.

See samples of our Financial Plans and Investment Policy Statements online:  
NapaValleyWealthManagement.com/p/advisor-resources

After all, the fundamental purpose of our investment strategy is to help our clients pursue their goals with 
the least risk possible. It’s our motto: Plan, Build, Preserve Your Wealth.

We’d like to offer you a complimentary financial plan2. No joke, no 
strings attached. Just a chance to show you how our thorough 
financial-planning process separates us from those who merely invest. 
With two offices in the Bay Area, more than 35 years of experience, 
and a 99% client-satisfaction rating1, we look forward to partnering 
with you to help our clients  Plan, Build, Preserve Their Wealth.

A COMPLIMENTARY 
FINANCIAL PLAN FOR YOU

KELLY F. CRANE  
CFP®, CLU, CFA, MBA

President & Chief Investment Officer

NapaValleyWealthManagement.com/p/consultation 

St. Helena: (707) 963-5096  •  Walnut Creek: (925) 827-4393

Sara Aikman, saikman@napavwm.com, for fastest service to 
connect with Kelly

C
FP®, CLU, CFA, M

BA
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1: Client satisfaction rate based upon three years of surveying our clients via a third party.

2: Limit one per advisor, for new clients only. For tax and legal advisors currently in our network. 

99%
CLIENT
 SATISFACTION1

www.NapaValleyWealthManagement.com/p/advisor-resources
mailto:saikman@napavwm.com
www.NapaValleyWealthManagement.com/p/consultation


ST. HELENA  •  WALNUT CREEK   |   1127 POPE STREET, SUITE 101, ST. HELENA, CA 94574
WWW.NAPAVALLEYWEALTHMANAGEMENT.COM   |   888-883-3222   |  707-963-5096

(ADV) Kelly Crane, CFP®, CLU, CFA, MBA; Earl Knecht, CFP®; 
and Gulia Beisenova are registered representatives with, and 
securities offered through, LPL Financial, Member FINRA/SIPC. 
Investment advice offered through Napa Valley Wealth Man-
agement, a registered investment advisor and separate entity 
from LPL Financial. Kelly Crane CA Insurance License Number 
0668025. Earl Knecht CA Insurance License Number 0D32555. 
Gulia Beisenova Insurance License Number 0K92374.

The opinions voiced in this material are for general informa-
tion only and are not intended to provide specific advice or 
recommendations for any individual. All performance refer-
enced is historical and is no guarantee of future results. All 
indices are unmanaged and may not be invested into directly.

The economic forecasts set forth in the presentation may not 
develop as predicted, and there can be no guarantee that 
strategies promoted will be successful. 

Stock investing involves risk, including loss of principal.

Asset allocation does not ensure a profit or protect against a loss. 

An increase in interest rates may cause the price of bond 
mutual funds to decline.

International investing involves special risks, such as currency 
fluctuation and political instability and may not be suitable 
for all investors. These risks are often heightened for invest-
ments in emerging markets. 

Mortgage backed securities are subject to credit, default, pre-
payment, extension, market and interest rate risk.

Investing in Real Estate Investment Trusts (REITs) involves 
special risks such as potential illiquidity, and may not be 
suitable for all investors. There is no assurance that the in-
vestment objectives of this program will be attained. 

Municipal bonds are subject to availability and change in 
price. They are subject to market and interest rate risk if sold 
prior to maturity. Municipal bonds are federally tax-free, but 
other state and local taxes may apply. If sold prior to maturity, 
capital gains tax could apply. 

Bonds are subject to market and interest rate risk if sold prior 
to maturity. Bond values will decline as interest rates rise, and 
bonds are subject to availability and change in price. Interest 
income may be subject to the alternative minimum tax.
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We hope these minutes help you understand our investment management process, the reasoning 
behind our actions, and how global indicators affect our tactical changes. Should you have a client in 
need of a financial plan or portfolio review, we’d be happy to meet with them complimentary. With a 
With two offices in the Bay Area, more than 35 years of experience, and a 99% client-satisfaction rating, 
we look forward to partnering with you to help our clients Plan, Build, Preserve Their Wealth.  

To your fiscal health,

Kelly F. Crane  
CFP®, CLU, CFA, MBA
PRESIDENT & CHIEF 
INVESTMENT OFFICER

Earl Knecht  
CFP®

VICE PRESIDENT & CFO

Robert Mauer  
FINANCIAL 
SERVICES
COORDINATOR

Gulia Beisenova  
ASSOCIATE 
PORTFOLIO
ADVISOR

WWW.NAPAVALLEYWEALTHMANAGEMENT.COM



