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Investors have been on a roller-coaster-like ride in 
the past six months.  After attaining all-time highs 
in early October 2018, major U.S. stock indices 
took a dive to near bear market territory by the 
end of December.  However, once the Federal 
Reserve Bank got its policy and messaging aligned 
with investor expectations, markets have 
experienced a strong recovery.  To briefly review 
the circumstances surrounding this round-trip, we 
call to memory the perfect storm in mid-
December 2018.  Investors were frightened that 
global economic conditions were rapidly 
deteriorating, a trade war with China was about 
to escalate, and President Trump was about to 
make a foreign policy blunder by exiting Syria too  
quickly.  By early January, the Fed had moderated  
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Economic and Financial Markets Review & Outlook 

its hawkish stance on monetary policy, the 
administration had dialed back its rhetoric about China 
and concerns over Middle East policy had abated.  
These positive developments allowed markets to 
rebound from deeply over-sold conditions.  With 
sentiment that both economic and geo-political risks
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1. After a brutal end to 2018, stocks recovered sharply in 

the first quarter 
2. Real GDP and earnings growth in 2019 is expected to 

decelerate from 2018’s robust pace 
3. With growth slowing, the Fed is no longer expected to 

hike rates in 2019 and is expected to end its balance 
sheet shrinkage by September 

4. Perceived investment risks have diminished in the first 
quarter due to a more dovish Fed and deescalating trade 
tensions 

5. New growth opportunities are emerging with the advent 
of 5G and a new generation of technology IPOs
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resolved soon.  Anything short of an escalation of 
trade tensions should pacify investors and continue 
the trend toward a lower risk investment 
environment.  With monetary policy and trade no 
longer considered near-term threats, slowing growth 
in Europe and worries over Brexit remain as areas of 
concern.   
For the first time since the financial crisis in 
2008/2009, we believe there is the potential for new 
growth leaders to emerge.  Last week, we outlined 
the opportunity we see for investors with the 
development and rollout of 5G, the next generation of 
wireless networks.  If you have not had the 
opportunity to read these comments, please click on 
the following 5G blog link.  In addition to 5G, we also 
see emerging opportunities in a new generation of 
companies who are exploiting the vast opportunities 
of the internet and an increasingly connected world.  
These include fast-growing public companies as well 
as impending IPOs expected to go public this year.  
We intend to retain our discipline of not investing in 
companies until they become profitable and we have 

had been reduced, investors jumped back into risk 
assets and have driven stock prices to within a few 
percentage points of the October highs.  At the 
press conference after the March FOMC meeting, 
Fed Chairman Powell indicated the Fed would most 
likely not raise Fed Funds rates in 2019 and would 
end its asset run-off, dubbed quantitative tightening 
by the investment community, by September.  
These comments frightened bond investors into 
believing that global growth was deteriorating too 
rapidly and the risk of recession had risen.  Within 
days of the FOMC meeting, the ten-year U.S. 
Treasury Note yield had dropped below 2.40% and 
the yield curve became slightly inverted at the short 
end of maturities.  This means that very short-term 
rates on maturities of less than one year were 
higher than longer term rates out to ten years.   
Stock market investors, and our view is that 
Chairman Powell’s comments and recent economic 
reports suggest that, while economic conditions 
have slowed from last year’s rapid pace, recession 
is unlikely within the next year or more.  Some of 
the economic slowdown in the first quarter can be 
attributed to temporary factors including severe 
weather, the government shutdown and the 
hangover effects of the sharp drop in asset prices 
late last year.  During the market turmoil, consumer 
and business confidence retreated from elevated 
levels in mid-2018 and have yet to fully recover.  
These indicators are important to watch as a sign 
of spending intentions for both consumers and 
businesses. Additionally, investors have become 
increasingly confident that a trade deal with China 
is probable.  Our view is that some agreement will 
be made to take the issue off the table until after 
the 2020 elections. It is less likely that the most 
important issues concerning forced technology 
transfers and intellectual property theft can be 

https://www.covasset.com/blog/entry/what-is-5g-and-why-is-it-such-a-big-deal
https://www.covasset.com/blog/entry/what-is-5g-and-why-is-it-such-a-big-deal
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confidence in their profitability and growth trends.  
After a decade of leading the U.S. stock market 
higher, we believe it is likely that the best days of 
strong relative price performance may be ending for 
the FAANG stocks (Facebook, Apple, Amazon, 
Netflix, Google).  While these stocks may continue 
to appreciate in value along with the market, we do 
not expect the kind of market leading results we 
have all become accustomed to.  The biggest reason 
for our expectations is size.  All of these companies 
have now achieved revenue and market 
capitalization levels that make it more difficult to 
grow these measures at as fast a rate as when they 
were smaller.  In order to make room for the 
emerging opportunities described above, clients 
should expect some of the funds to seed new 
opportunities to come from a reduction in FAANG 
stocks’ holdings. 
Another area of diversification certain clients may 
have noticed in their portfolios during the first 
quarter are structured CDs or Notes.  These 
products have been around for many years, but it 
has been the better part of a decade since the 

market environment offered such appealing 
characteristics.  Structured securities, also known 
as market-linked investments, are pre-packaged 
strategies that derive their return from an under-
lying security, basket of securities or indices.  We 
use these securities in order to provide a 
combination of some downside protection, while 
allowing participation of much of the upside of the 
underlying security, index or basket, sometimes on 
a leveraged basis.  At this stage of the economic 
and market cycle, we believe these products afford 
our clients attractive risk/reward characteristics.  If 
appropriate for your individual objectives, you may 
see additional structured CDs and Notes purchased 
for your account to meet specific investment 
objectives.   
It is possible that the Fed’s reversal of monetary 
policy from hawkish to dovish within the last few 
months may have extended the life of the current 
economic expansion and bull market.  However, 
we continue to believe we are in the late stages of 
these cycles and risk exposure should be checked 
to affirm it is in alignment with client objectives
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and risk tolerance.  We advocate adhering to a 
disciplined and diversified investment strategy.  
This should allow our clients to ride out any 
market downturns and remain focused on their 
long-term goals.  Please contact your Covenant 
financial advisor with any questions concerning our 
comments or strategy.
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Rather than write extensively about equity valuations, economic statistics and investing principles, we offer the following charts 
organized by topic and courtesy of J.P. Morgan Asset Management: 
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*Any performance-related data listed in this report may represent un-audited results compiled by Covenant Asset Management or others.  It could be intended to 
reflect results that are indicative of Covenant’s individual client’s equity performance who religiously invest according to our model portfolios.  This performance 
data represents past performance and individual client results may vary materially.  Past performance does not guarantee future results and current performance 
may be higher or lower than the performance data quoted. 
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