
 
 

 

June 3, 2019 

Investor Update 

 

May was a pretty awful month to be invested in stocks with the S&P down 6.38%, small caps down 7.85% and 

the Nasdaq down 8.23%.  Just when analysts had started to raise price targets and earnings were better than 

expected, the market surprised us once again.  A lot will be made of trade tensions, but this was most likely 

going to happen anyway as we needed to let some steam off the rally.  In fact, we have been talking about the 

need to raise cash for months leading up to this correction.  As always, the question now becomes how long this 

will last and will it turn into a bear market.       

 

First of all, there has been little improvement in the economic data and this was before the recent escalation in 

trade rhetoric.  This has lead the bond market to go from pricing in the possibility of 1 rate cut this year to 2 rate 

cuts being priced in with the possibility of a 3rd.  This will be debated as we approach every FED meeting, but 

the below chart shows that interest rate cuts may not have the effects that it once did as household debt has 

dropped dramatically in the last decade.   

 

 

 
 

 

 

Next the conversation has shifted from a second half economic recovery (which was consensus just 1 month 

ago) to the possibility of recession sometime next year if the tariffs persist.  Pundits have claimed for years that 

investors not time the market, however, the below chart shows that timing can be everything when it comes to a 

recession as returns are relatively strong up until 6 months before a recession.   

 



 
 

Another interesting thing about this latest selloff is that it lacks conviction.  We are seeing this across multiple 

fronts and the volatility index remains subdued even as we hit new lows throughout May.  Additionally, as the 

below chart illustrates volume has been trending down all month.  Usually a correction has increasing volume 

and thus the latest drawdown could be more indicative of a buyers strike as people sit on their hands and wait 

for some type of geo political clarity.   

 

 
 

 

May really set up as an interesting month not only in the stock market, but with a cacophony of political 

headlines and macro data.  In December, there were few indicators of recession, but now there are a few that are 

warranting caution even as the market has rebounded.  A recession is coming and will be here sometime in the 

next couple years.  Right now evidence suggests we are still at least 12 months from a recession which suggests 



better returns ahead.  Risk management, stock selection, and holding some forms of cash are going to be very 

important as we move forward in the coming months.  At some point there will be enough recession risk to 

warrant a more defensive posture, but for now shortening investment horizons and being flexible will garner 

positive results.  If you have any questions about current positioning and economic indicators please contact me 

at 908-376-3041. 

 

Sincerely, 

 

 
 

Mark R. Painter, CFA 


