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Keeping Your Portfolio Cool 
in the Summer Heat

Key Takeaways

• U.S. stock market fell during the month of May as 

trade tensions and fears of global growth slowdown 

took center stage. The bond markets also continue 

to send warning signals as yields on short term 

bonds remain above longer-term bonds, a historical 

predictor of an economic slowdown.

• While it may be tempting to believe that certain 

economic indicators can predict the next bear 

market or recession and that if we only followed 

these indicators closely, it would allow investors to 

avoid the decline. It’s important to remember that 

no single indicator or market event should be used 

to predict the top or bottom in the market.

• Despite the pullback, stocks remain relatively close 

to all-time highs, making this a great time to ensure 

your portfolio is fully prepared for the future before 

you head out on summer holiday.

Are economic signals flashing 
yellow? 

So far 2019 has been a great year for the stock market, 

despite the recent market volatility. During the month of 

May equity markets fell 7-10% as trade tensions and fears 

of a global growth slow down took center stage. The issues 

that rattled the market in May could resurface and require 

close attention.

First, the trade dispute with China could escalate as 

the United States could impose additional tariffs on the 

remaining Chinese goods that U.S. companies import. An 

escalation in tariffs creates uncertainty for businesses 

making it hard to predict the future demand for their 

products and services. Thus, sustained escalation in 

tariffs could raise consumer prices and potentially weaken 

corporate profits. 

Second, a historically reliable recession indicator in the bond 

market has been flashing yellow. Typically, the yield on the 

3-month Treasury bill is lower than the yield on a 10-year 

note. That’s because there is less uncertainty regarding 

what will happen over the next three months compared with 

10 years, and thus investors demand less compensation for 

a shorter-term investment than longer-term one. Yield curves 

that are steep, meaning rates rise with longer maturities, 

suggest investors are optimistic about future economic 

growth. In contrast, an inverted yield curve, where the 

short-term rates are higher than longer-term rates, often 

point to a slowing economy. Historically, the yield curve 

would need to remain inverted for at least a quarter before it 

would be a reliable recession signal. As of Friday, June 7th, 

the yield on the 3-month bill was 0.19 percentage points 

above the 10-year note, and this inversion has persisted 

since May 23rd. 

Despite the pullback, stocks remain relatively close to 

all-time highs, making this a great time to ensure your 

portfolio is fully prepared for the future. Investors should 

focus on the appropriate risk tolerance, diversification and 

liquidity needs to match their long and short-term goals. As 

an investor, watching your hard-earned savings fall is never 

comforting, but it is part of the normal course in investing. 

To provide some perspective, consider the following.

Remember the big picture

With so much information readily available, it is very easy 

to be caught in the minutia while entirely losing focus 

on the big picture. While it may seem counterintuitive, 

investors should remain focused on their individual goals 

and their long-term plan, and not what’s happening in the 

market today or even next week. It is tempting to believe 

that certain economic indicators can predict the next bear 

market or recession and that if only we followed these 

indicators closely it would allow investors to avoid the 
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decline. Instead, investors who have simply stayed invested 

through the various downturns have fared far better than 

those who tried to time their entry and exit in the market. 

The adage of “slow and steady wins the race” remains true 

as time is the greatest ally for an investor. A study by Capital 

Group illustrates this very point, “$1 invested in the S&P 

500 index in 1926 would have grown to $7,030 by the end of 

2018, despite all the damaging bear markets along the way. 

Missing just the best 40 months would have lowered the 

ending value to a mere $40.48.”

Conclusion

While no single indicator or market event should be used 

to predict the top or bottom in the market, investors should 

pay close attention before they head out on summer 

vacations. Even as trade policy uncertainty remains high, 

there is plenty of reason to remain optimistic that trade 

disputes can be resolved, especially given the upcoming 

election cycle. A positive outcome could extend the rally 

in stock markets between now and the next recession. 

However, as many of us head for our summer holiday, 

it’s likely that volatility will resurface as the tariff battle 

continues. Investors should maintain perspective and 

prepare accordingly to keep cool from the market heat. 

While past performance is no guarantee of future results, 

the below chart of the historical performance of the S&P 

500 stock market index returns since 1926 through 2018 is 

a reminder to maintain perspective. The average bull market 

period lasted 9.1 years with an average cumulative total 

return of 473%, while the average bear market period lasted 

1.4 years with an average cumulative loss of -41%. 
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Disclosures

This commentary is not intended as investment advice or an 

investment recommendation. It is solely the opinion of our 

investment management team at the time of writing. Nothing 

in the commentary should be construed as a solicitation to buy 

or sell securities. Past performance is no indication of future 

performance. The author has taken reasonable care to help 

ensure that the information is accurate. 

Some of the data used including data for indices, charts and 

graphs, has been obtained from third party providers. The 

data is believed to be reliable and is subject to revision. The 

commentary is given for informational purposes and is not a 

solicitation to buy or sell a security or strategy. The information 

is not intended to be used as the sole basis for financial 

decisions, nor should it be construed as advice designed to 

meet the particular needs of an individual’s situation. GFPC has 

taken reasonable care to help ensure that the information is 

fairly presented. Diversification does not protect against loss.

Global Financial Private Capital, LLC is an investment adviser 

registered with the Securities and Exchange Commission.


