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Big Mistake, Little Mistake 

WEEKLY REVIEW 

What a wild week in the equity and fixed-income markets. The 10Yr Treasury touched below 1.6% for the first time since Fall 
of 2016, and the S&P 500 gained and lost almost $1.7 trillion of market capitalization. To really put this into perspective, this 
amount is about equal to the GDP of Russia, the total amount of outstanding student loan debt, the aggregate collection of 
federal income taxes last year, ~8% of the National Debt, and roughly 40% of the Federal Reserve’s balance sheet.  We 
continue to scratch our head regarding the sanguine, rose-colored commentary by network talking heads and overly bullish 
Wall Street strategist.  We remember similar positions held back in 2006/07, when capital market participants were just as 
indifferent to the glaring warning signs of an economy about to pop. 

"At this juncture, however, the impact on the broader economy and financial markets of the problems in the subprime 
market seems likely to be contained. In particular, mortgages to prime borrowers and fixed-rate mortgages to all classes 

of borrowers continue to perform well, with low rates of delinquency." Ben Bernanke, March 2007 

But once again, we are not calling for a cataclysmic downturn or anything resembling The Great Recession (TGR) of 2007, 
but we do caution investors on the potential for any significant appreciation of US equity markets through year-end.  There 
simply remains too much political, geopolitical and global economic uncertainty to overcome. Hence, we see no sustainable 
catalysts to drive equity markets higher (and keep them there), as we are now in the longest economic expansion/equity 
bull market in history. Fixed-income (bond) markets may benefit in the near-term, as the Fed is likely to cut at least 0.25% at 
their next meeting in September (30-31st). And while some investors and commentators are calling for as much as an 
additional 0.50% cut, we caution investors to consider that a 0.50% cut (from 2.25% to 1.75%) would signal that the economy 
is in more trouble than originally thought. Therefore, we believe the Fed will only cut 0.25% in September, providing 
additional fodder regarding “willingness to act further” if significant geopolitical headwinds emerge.  

As a result, not only are equities extremely volatile, but bonds remain a highly crowded trade. The global easing cycle that is 
now underway is driving investors (both equity and bond) into unchartered risk exposures.  A hard BREXIT (October), Iran, 
N. Korea, US elections, slowing US/global growth, F/X policy manipulation (aka global central bank easing) and trade/tariff 
disputes (China/US as well as other countries) are all headwinds presenting an array of known-unknown risks for global 
capital markets and their economies that Wall Street strategists, investors and other market participants are refusing to see 
or acknowledge. We have yet to witness an economic soft landing, either here or abroad (China), and remain skeptical that 
this time is different. Economic data that we comb through daily suggest the slowdown (global) is for real, and no amount of 
monetary easing will help, as the availability and cost of credit is not the problem, but rather aggregate demand for 
goods/services is. Further, technology and globalization (trade/capital market flows) continues to temper inflation and 
growth.  

Therefore, we believe the current investment landscape presents the Big Mistake/Little Mistake argument; given the run up 
in the equity market over the last 5-10 years. Is it worth risking a “Big” mistake by stretching for another 5% of potential 
upside?  We think NOT! We believe investors should think about fading any rallies and booking profits. However, the upside 
risks to our view(s) include that Trump and Xi both blink, with the former realizing that the hardline position toward 
trade/immigration may dent equity markets/economic trends and risk his re-election hopes. With the former, Xi realizes that 
the Chinese economy is truly being impacted by higher tariffs, hence seeding political/human unrest. The last thing China 
wants is another Tiananmen Square in Hong Kong.  

We’d love to hear your thoughts. 
 

 
 
 

https://tradingeconomics.com/russia/gdp
https://www.forbes.com/sites/zackfriedman/2019/02/25/student-loan-debt-statistics-2019/#5d42693b133f
https://www.usdebtclock.org/
https://www.federalreserve.gov/monetarypolicy/bst_recenttrends.htm
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Disclosure: The information in this publication and references to specific securities, asset classes and financial markets are provided for illustrative 
purposes and do not constitute an offer to sell, or solicitation of an offer to purchase, any securities, nor does they constitute an endorsement with 
respect to any investment area or vehicle. This material serves to provide general information to clients and is not meant to be legal or tax advice for any 
particular investor, which can only be provided by qualified tax and legal counsel. Certain information contained herein is based on outside sources 
believed to be reliable, but its accuracy is not guaranteed. Investment products (other than deposit products) referenced in this material are not insured 
by the FDIC (or any other state or federal agency), are not deposits of or guaranteed by Northeast Private Client Group, and are subject to investment 
risk, including the loss of principal amount invested. Portfolios are subject to investment risks, including possible loss of the principal amount invested. 
In addition, foreign investments may be less liquid, more volatile and less subject to governmental supervision than in the United States. The values of 
foreign securities can be affected by changes in currency rates, application of foreign tax laws, changes in governmental administration and economic 
and monetary policy. Investors should consider the investment objectives, risks, charges, and expenses of ETFs carefully before investing. This and other 
information are contained in the fund’s prospectus, which may be obtained from your investment professional. Please read it before you invest. 
Investments in ETFs are subject to risk, including possible loss of the principal amount invested. This information is being provided to current Northeast 
Private Client Group clients and should not be further distributed without Northeast Private Client Group’s approval. S&P 500 Index is a market index 
generally considered representative of the stock market as a whole. The index focuses on the large-cap segment of the U.S. equities market. Dow Jones 
Industrial Average is a widely used indicator of the overall condition of the stock market, a price-weighted average of 30 actively traded blue chip stocks, 
primarily industrials, but also includes financial, leisure and other service-oriented firms. Russell 2000 Index measures the performance of the smallest 
2,000 companies in the Russell 3000 Index of the 3,000 largest U.S. companies in terms of market capitalization. NASDAQ Composite Index is a market 
value-weighted index that measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ stock market. Each company's 
security affects the index in proportion to its market value This commentary contains forward-looking statements and projections. Actual results may 
differ from current expectations based on a number of factors including but not limited to changing market conditions, leverage and underlying asset 
performance. Northeast Private Client Group makes no representation or warranty, express or implied that this information shall be relied upon as a 
promise or representation regarding past or future performance. This material contains the current opinions of the author but not necessarily those of 
Guardian or its subsidiaries and such opinions are subject to change without notice. Past performance is not a guarantee of future results. Indices are 
unmanaged, and one cannot invest directly in an index. Data and rates used were indicative of market conditions as of the date shown. Opinions, 
estimates, forecasts, and statements of financial market trends are based on current market conditions and are subject to change without notice. 
Securities products and advisory services offered through Park Avenue Securities LLC (PAS), member FINRA, SIPC. OSJ: 200 Broadhollow Road Suite 
405, Melville, NY 11747, 631-589-5400. PAS is an indirect, wholly-owned subsidiary of The Guardian Life Insurance Company of America® (Guardian), 
New York, NY. Northeast Private Client Group is not an affiliate or subsidiary of PAS or Guardian. 2019-84171 Exp. 11/19 
 


