
The S&P 500 fol lowed up i ts worst quar ter  since 2011 w ith i ts best quar ter  
since 2009, r ising 13.65% in the f i r st three months of 2019.  Risk assets 
across the board, from small cap stocks to high yield bonds, r eal estate 
and natural r esources stocks were al l  broadly higher  as measured by 
their  r espective indexes.  

V-shaped r ebound for  the S&P 500 Index

The t r ue r i sk  toler ance test .  The last six months are a dramatic 
r eminder  of why we constantly str ess the impor tance of choosing an 
appropr iate asset al location. Our  goal is to help investor s al ign their  goals 
w ith emotional and f inancial tolerance for  the ups and dow ns that come 
w ith investing.

The dramatic decl ine and rebound occur red as the pace of grow th in the 
global economy is slow ing dow n.  In the four th quar ter , investor s wor r ied 
that higher  interest r ates from the Federal Reser ve and economic harm 
related to the US-China tr ade war  would push a slow ing US economy 
closer  to r ecession.  In Januar y, those fear s were quickly calmed as the 
Federal Reser ve said i t would be pat i ent  w i th any fur ther  r ate increases.  
Though a deal could not be r eached between the US and China by the 
March 1 tr uce deadline, both sides agreed to extend the tr uce as talks 
have been progressing w ith a sense of urgency for  an agreement.

Fed on hold. On March 20, the Federal Reser ve announced that they 
believe the cur rent federal funds r ate is now  in the r ange of neutral, 
meaning interest r ates tend to nei ther  stimulate, nor  r estr ain the 
economy.  This is a signi f icant shi f t for  the Fed marking the end to the 
"normalization" process, which r emoved record low  interest r ates that 
were in place to r ecover  from the 2008-2009 f inancial cr isis. The Fed 
raised rates nine times, each 0.25%, from 2015 - 2018, for  a total of 2.25%.

The Fed said they w i l l  hold at cur rent levels unti l  the outlook for  jobs and 
inf lation clear ly cal ls for  a change in pol icy.  Not only does this mean the 
Fed w i l l  be slow  to the next hike, i t also means that the next move could 
be a r ate cut.  The possibi l i ty of a r ate cut gives investor s more confidence 
that the Fed w i l l  take suppor tive action i f  grow th continues to slow.

Jam es F. Marshall
President

Jonat han J. Marshall
Chief Investment Officer

Econom ic Updat e

Slow ing m or e than ex pected .  The bottom l ine is that grow th in the US 
and abroad (par ticular ly China and Europe) is slow ing more than 
expected.  The IMF (International Monetar y Fund) lowered i ts 
expectation for  global grow th in 2019 from an estimate of 3.9% a year  
ago, to 3.3% as of Apr i l  2019.  So far  this slowdow n has been felt the most 
in manufactur ing, par ticular ly in Europe and Asia.  I t 's expected that 
much of the fal l  in manufactur ing is a r esult of tr ade confl icts as those 
countr ies who depend on tr ade most (Japan, Korea, Germany and Taiwan 
- al l  expor t powerhouses) are those who are show ing the largest decl ines.  

I s the economy about  to stal l  or  i s i t  j ust  slow ing down? According to 
Dr . David Kel l y , Chief Market Str ategist of JPMorgan Asset Management, 
by July 2019, this expansion w i l l  be the longest since the Civi l  War.  The 
tax cut in 2018 has permanently r aised the level of consumer  spending  in 
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Amer ica, but has not permanently r aised the grow th r ate of r eal 
consumer  spending. The Fed hasn?t moved too fast or  too far. In past 
r ate hike cycles, the Fed has r aised rates 2.4% per  year.  Today's r ate 
hiking cycle averaged 0.75% for  the past three years, about 1/3 as fast as 
previous r ate hike cycles.  Without any shocks, such as surpr ise inf lation 
or  an al l  out tr ade war , Dr. Kelly sees our  economy continuing to grow  at 
about a 2% pace, and not stal l ing.

Housing, which was one of the f i r st sector s to slow  in 2018, is star ting to 
show  improvement as mor tgage rates have dropped sharply thanks to 
the fal l  in the 10-year  Treasur y r ate.  The 10-year  Treasur y was over  3% 
late last summer , vs. 2.41% as of 3/31/19.

Cor por ate ear n ings.  Corporate earnings for  S&P 500 companies are 
expected to be dow n 4.2% in the f i r st quar ter  on a year -over -year  basis.  
I t would be the f i r st decl ine in earnings since the second quar ter  of 2016 
(FactSet Earnings Insights).  Investor s, however , w i l l  be paying much 
more attention to any clues about future earnings, as expectations are 
for  earnings to be stronger  by the four th quar ter  2019 and are projected 
to grow  by 11% for  the calendar  year  of 2020.

Cor por ate debt .  Non-f inancial corporate debt is now  at 73.9% of US 
GDP, which is the highest level in more than 40 years.   One of the 
r easons for  the high levels of debt is companies bor rowed more to take 
advantage of the low  rates as the Fed was raising r ates.  Low  interest 
r ates are the key di f ference, making the debt payments more 
manageable.  Like the inver ted yield cur ve, high corporate debt is not 
l ikely to cause a r ecession, but i t is a signal for  caution. 

Inver ted yield cur ve.  The 3-month Treasur y yield exceeded the 
10-year  Treasur y yield (an inver ted yield cur ve, shor t-term rates being 
higher  than long-term rates) on March 22, 2019, fol low ing the Fed 
announcement that r ates hikes were on hold.  As we have discussed in 
the past, an inver ted yield cur ve has been one of the best signals of a 
coming recession, inver ting pr ior  to ever y dow nturn since 1950.  Only 
once in 1966 has this signal ever  warned of a dow nturn that didn't 
mater ial ize.  However , the tr adi tional yield cur ve compar ison for  an 
inversion is the 2-year  Treasur y minus the 10-year  Treasur y.  This has 

not yet inver ted and remains on a thin margin of about 10 to 20 basis 
points.  Regardless of at which point the yield cur ve inver ts, for  a signal 
to be val id i t has to per sist for  months, not weeks.  As of Apr i l  10, the 
3-month (2.43%) and 10-year  Treasur y (2.48%) are no longer  inver ted, 
but r emain extr emely close.

If  the inver ted yield cur ve is supposed to mean the market is signaling 
an impending r ecession, we would also expect signals that show  up in 
w idening spreads between the yield on junk bonds (sensi tive to 
economic grow th) and tr easur y bonds.  But, not only are spreads below  
average, they have been nar row ing, not w idening.  

I f  the yield cur ve inversion is r ight, stocks would be l ikely to r ise for  
some time according to Marko Kolanovic from JPMorgan.  Stocks 
histor ical ly produce some of the strongest r eturns fol low ing an 
inversion.  In the past eight inver sions, stocks had a median r ise of 16% 
over  the 11 months after  the inversion before the market topped 
(Fidelity Monitor & Insight, Apr i l  2019).   

The yield cur ve inversion is par tly being attr ibuted to the state of 
ultr a-low  interest r ates around the globe.  Through March, 29% of 
global government debt has a negative yield, including Germany and 
Japan where quanti tative easing by central banks has helped push 
yields dow n.  This has created high demand for  US Treasur ies, also 
pushing our  yields dow n as the Federal Reser ve has been raising 
interest r ates (JPMorgan Asset Management).

The inver ted yield cur ve is also a r ef lection that the market expects 
there is a signi f icant chance for  a r ate cut by the Federal Reser ve.  
According to the CME FedWatch Tool, as of Apr i l  2, 2019, the futures 
market is pr icing in a near ly 50% chance of a r ate cut before the end of 
2019.  However , a sur vey at the Federal Reser ve shows that none of the 
17 FOMC members are forecasting a r ate cut.  

Br ex i t  and US-China Tr ade Negot iat i ons.  Both of these issues are 
l ikely to have lasting impacts on the global economy.  The European 
Union has yet to lose a member  nation of this size and i t could set a 
precedent for  any future considerations of leaving the union.  On Apr i l  
10, the EU and UK agreed to extend the negotiation per iod through 
October  31, 2019.  Whi le i t is impor tant to both sides for  the deal to be 
fair , the uncer tainty w i l l  r emain a headw ind for  both the UK and EU.  

The US and China also missed their  or iginal March deadline.  With both 
sides working toward an agreement, no formal deadline has been 
announced.  According to Dr. Kelly, the cur rent administr ation does not 
want to r un an election campaign w ith a tr ade war  sti l l  looming.  Dr. 
Kelly bel ieves there is a high probabi l i ty a deal w i th China w i l l  be made 
well  before the US elections in 2020.  China is also motivated to make a 
deal as their  economy continues i ts gradual slowdow n and battle w ith 
high debt.  What favors the US is a lower  dependence on tr ade.  The US 
only expor ts 8% of GDP versus China's expor ts at 19% of GDP. 

What  to do now.  Whi le the stock market is off  to a great star t in 2019, 
clear  signs of caution r emain.  Histor ical ly, the thir d year  of a 
Presidential term (2019) is the strongest year  for  stocks in the four -year  
election cycle.  With the Fed on hold, moderate oi l  pr ices, and corporate 
earnings expected to r ebound in the four th quar ter  2019, we suggest 
staying the course.  However , we do not think this is the time to be 
extending r isk.  We continue to suggest that i f  you are w ithin 15 years of 
r eti r ement, and over  60 percent in equities,  you may want to confi rm 
that your  al location al igns w ith your  goals and r isk tolerance.  For  
m or e on the m ar kets, visi t w w w.spectruminvestor.com, under  
"Resources and Links" to r ead weekly r epor ts from Dr. Kelly of 
JPMorgan and several other  economists. Please see benchmark 
disclosures on page 5 of this newsletter.

Quar t er ly Econom ic Updat e Cont inued
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Global  Tr ade:  Trade tensions, especial ly between the US and China, are putting dow nward tension on global tr ade volume.  Economic 
global grow th could slow  fur ther  i f  no deal is r eached.  Countr ies whose economies have been hi t hard by tr ade tensions are the four  expor t 

powerhouses: Germany, Japan, Korea, and Taiwan, as you can see by the char t on the r ight below.  Not show n on the char t is Germany's 
expor ts, which as a share of GDP, is near ly half .

Leading Econom ic Indi cator s (LEI ):  The LEI char t below  provides insight into the under lying dr iver s of US economic activi ty.  The LEI 
r eading turned negative (turquoise decl ining bars) pr ior  to each of the past seven economic r ecessions (show n by the l ight blue shaded 

areas).  The recent posi tive r eadings (green bars) tel l  us that the U.S. economy continues to grow  at a healthy pace and that a r ecession is 
unl ikely in the next 18-24 months.
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Inver ted Yield Cur ve:  The 3-month Treasur y and 10-month Treasur y inver ted on March 22, 2019. However , the 2-year  vs. 10-year  Treasur y has 
yet to inver t, but is extr emely close.  Once the yield cur ve inver ts, to be val id i t needs to stay inver ted for  months, not weeks.  Should the 2-year  
and 10-year  Treasur ies inver t and remain that way for  months, the average time from that point to a r ecession is 14 months.  Histor ical ly, when 

the yield cur ve inver ts, the 10-year  Treasur y is at 6% - 7.5%.  On March 22, 2019 the yield cur ve inver ted w ith the 10-year  Treasur y at 2.44%.

Unem ploym ent  and Wages: As the below  char t indicates, when unemployment and wage grow th come close to inter secting, the Fed has to put 
the pedal to the medal and raise interest r ates multiple times, which they have done, w ith nine r ate increases. The Fed closely watches the 

unemployment r ate, at 3.8%  and wage grow th, at 3.5%. Although the Fed has signaled that they w i l l  be patient, a continued r ise in wages may 
for ce future r ate hikes.  
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In Ot her  Words
Spring Cleaning for Your Financial Closet

I t 's been a par ticular ly rough w inter  for  those of us in the Midwest this 
year ; r ecord breaking snow fal l , a polar  vor tex, and a lying ground hog.  
The bleakness of this w inter  may have dr iven many of us to consume 
more than usual, thus  making the annual spr ing cleaning of our  
closets a l i ttle more depressing when the r ealization sets in that there's 
not much from last year  that f i ts anymore.  Although i t may be easier  
just to tr y squeezing into what we alr eady have from last year , i t 's 
bound to be uncomfor table and anxiety inducing. 

The same can be said for  your  f inancial closet; par ticular ly the 
r eti r ement plan section.  I t 's possible that the asset al location that f i t 
your  r isk tolerance last spr ing has grow n in some areas and is no 
longer  the r ight f i t for  you.  From March 31, 2018 to March 31, 2019, the 
Dow  Jones Industr ial Average has grow n 6%, meaning that the 
percentage of stocks in your  por tfol io could be higher  than you'r e 
comfor table w ith.  One thing you should defini tely not do is tr y to 
make that por tfol io f i t because i t just seems easier  to do nothing than 
to make an adjustment.  This is where r ebalancing comes in.

Quick r efr esher  on what r ebalancing is: over  time, market f luctuations 
can change your  asset al location in such a way that i t becomes out of 
sync w ith your  r isk tolerance.  For  example, when stocks r ise or  fal l , 
the percentage of assets you have in stocks r ises or  fal ls accordingly.  In 
order  to keep the amounts of stocks, bonds and cash in your  por tfol io 
consistent w ith your  or iginal per centages, you should consider  
r ebalancing annually, which r estores your  por tfol io to the mix you 
intended i t to be.  By taking this impor tant step in r isk control, your  
investments are more l ikely to l ine up w ith your  goals.

Whi le past per formance is not an indication of future r esults, 
histor ical ly speaking, late Apr i l  and ear ly May are general ly good times 
to r ebalance your  por tfol io, w i th November  1 through Apr i l  30 being a 
stronger  per iod than May 1 through October  31.

Although rebalancing does not ensure you get a better  r eturn, i t does 
help to r educe the volati l i ty of your  investments.  As i l lustr ated in The 
Importance of Rebalancing char t, i f  you had never  r ebalanced a 
por tfol io of 60% stocks and 40% bonds since the market bottom on 
3/9/09, your  por tfol io as of 3/31/19 would be 80% stocks and 20% bonds.  
Although i t is tr ue that i f  you hadn't r ebalanced your  r eturn would be 
higher , is a 0.87% higher  r eturn wor th a por tfol io that takes on a 
higher  level of r isk than you'r e comfor table w ith?

Angie Franzone |  Newsletter Editor

I f  a por tfol io that no longer  f i ts your  target al location isn't enough to 
convince you, take a look at what would have happened i f  you had not 
r ebalanced in 2008 when the stock market crashed.  You would have 
lost 8.45% more than i f  you had kept your  por tfol io in check by 
r ebalancing.  Can you tolerate an additional 8% loss for  a less than 1% 
gain? 

Out of al l  the things in the wor ld we can't control, the weather , the 
stock market, our  waistl ines (okay, we can control that, but i t 's hard!) 
the one thing we do have control over  is our  r isk level.  You can be 
proactive in r eview ing your  investment al location on an annual basis 
to make sure i t is sti l l  in l ine w ith your  long-term goals or  to make any 
necessar y adjustments due to changing l i fe events.  Not only w i l l  i t help 
you to sleep at night know ing you'r e appropr iately invested, i t w i l l  also 
help keep you from making r eactive decisions based on emotion when 
the stock market goes dow n.  

I f  you need assistance determining whether  the contents of your  
f inancial closet f i t you the way they did last spr ing, please cal l  and talk 
to one of our  advisor s, and don't wor r y, they'l l  focus on f inancial 
advice and not fashion advice.

Benchmar k Disclosur es: Mor ningstar  Categor y Aver ages: Morningstar classifies mutual funds into peer groups 

based on their holdings. The Category Average calculates the average return of mutual funds that fall within the 

category during the given time period. The following indexes and their definitions provide an approximate 

description of the type of investments held by mutual funds in each respective Morningstar Category. One cannot 

invest directly in an index or category average. Lar ge Cap Gr owth: S&P 500 Gr owth Index?Measures the 

performance of growth stocks drawn from the S&P 500 index by dividing it into growth and value segments by using 

three factors: sales growth, the ratio of earnings change to price and momentum. Inter mediate-Ter m Bonds: 

Bar clays US Agg Bond Index?Measures the performance of investment grade, US dollar-denominated, fixed-rate 

taxable bond market, including Treasuries, government-related and corporate securities, MBS, ABS and CMBS. Lar ge 

Cap Blend: S&P 500 Index?A market capitalization-weighted index composed of the 500 most widely held stocks 

whose assets and/or revenue are based in the US. Lar ge Cap Value: S&P 500 Value Index?Measures the 

performance of value stocks of the S&P 500 index by dividing into growth and value segments by using three factors: 

sales growth, the ratio of earnings change to price and momentum. Mid Cap Value/Mid Cap Gr owth: S&P MidCap 

400 Index?A market cap weighted index that covers the complete market cap for the S&P 400 Index. All S&P 400 

index stocks are represented in both and/or each Growth and Value index. Mid Cap Blend: S&P MidCap 400 

Index?Measures the performance of mid-sized US companies, reflecting the distinctive risk and return 

characteristics of this market segment. Small Cap Blend: Russell 2000 Index?Measures the performance of the 

small-cap segment of the US equity universe. It includes approximately 2000 of the smallest securities based on a 

combination of their market cap and current index membership. Small Cap Value: Russell 2000 Value 

Index?Measures the performance of small-cap value segment of Russell 2000 companies with lower price-to-book 

ratios and lower forecasted growth values. Small Cap Gr owth: Russell 2000 Gr owth Index?Measures the 

performance of small-cap growth segment of Russell 2000 companies with higher price-to-value ratios and higher 

forecasted growth values. For eign Lar ge Cap Blend: MSCI  EAFE NR Index?This Europe, Australasia, and Far East 

index is a market-capitalization-weighted index of 21 non-US, developed country indexes. Real Estate: DJ US Select 

REIT Index?Measures the performance of publicly traded real estate trusts (REITs) and REIT-like securities to serve 

as proxy for direct real estate investment. Natur al Resour ces: S&P Nor th Amer ican Natur al Resour ces Index? 

Measures the performance of US traded securities classified by the Global Industry Classification Standard (GICS) as 

energy and materials excluding the chemicals industry and steel but including energy companies, forestry services, 

producers of pulp and paper and plantations. Past performance is no guarantee of future results.
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Spect rum  Wealt h Managem ent
Qualified Charitable Distributions

Spr ing is a time for  al l  of us to put away the snow  shovels/snow  blowers 

(knock on wood!), and think about spr ing cleaning.  By the time you 

read this newsletter , you should be done w ith or  f i led an extension for  

your  2018 income taxes.  Whether  you?re thanking the IRS for  a r efund 

or  cur sing them for  an amount owed, you?re probably r eady to move on.  

Before you do, let?s look at a way to r educe your  taxable income for  this 

next year  through a Quali f ied Char i table Distr ibution.  

The Pension Protection Act of 2006 introduced the Quali f ied Char i table 

Distr ibution or  QCD.  This provided individuals a way to donate to a 

501(c)(3) organization dir ectly from their  Individual Reti r ement Account 

(IRA).  Eventually this provision was made permanent on December  18, 

2015 through the Protecting Amer icans from Tax Hikes of 2015 (PATH 

Act).  

How does i t  wor k?

I f  you?re over  the age of 70 ½, you can make a payment dir ectly from 

your  IRA to a quali f ied char i table organization.  The IRA must be a 

Tradi tional, Rollover  or  Inher i ted IRA.  Cer tain SEP and Simple IRAs 

(inactive plans only) are also el igible for  the QCD.  The maximum 

annual QCD is $100,000 per  year , per  per son.  

Why should I  do i t?

The ver y simple answer  for  this is that IRA ow ners are able to move 

funds out of their  IRA to a quali fying char i ty i ncom e, tax  f r ee.  In a 

normal tr adi tional IRA distr ibution, the funds come out of the IRA and 

are taxed at ordinar y income rates.  With a QCD, the funds come out of 

the IRA, but are NOT taxed.  

A QCD also counts towards your  Requir ed Minimum Distr ibution (RMD).  

For  example, Jane Doe is 72 and has an IRA w ith a balance of $500,000 

on December  31, 2018.  At this balance and w ith the IRS standard l i fe 

expectancy tables, Jane?s RMD is just over  $19,500.  I f  she uses the QCD 

to donate $18,000 to ABC Char i ty (a quali f ied 501(c)(3) organization), she 

only needs to w ithdraw  an additional $1,500 to satisfy her  RMD by the 

end of the year.  

Let?s say that Jane has income from other  sources and doesn?t need the 

$19,500 to l ive on.  In that case, she may be looking for  ways to r educe 

that income.  I f  she?s alr eady making contr ibutions to ABC Char i ty, this 

defini tely works in her  favor.  Her  taxable income is r educed by $18,000 

and ABC Char i ty sti l l  benefi ts from her  gi f t.  

Do I  need to i tem ize my deduct ions to take advantage of  the QCD?

No, you can sti l l  take the standard deduction and uti l ize the QCD.  The 

standard deduction amount for  2018 is $12,000 for  individuals and 

$24,000 mar r ied f i l ing jointly.  This has jumped signi f icantly from 2017 

and has caused many people to take the standard deduction instead of 

i temizing.  There are many other  factor s affecting income taxes, 

including tax credi t changes and personal exemptions.  As always, 

contact your  tax advisor  w ith any questions you may have.

Br ian Whit e, CFP® |  Wealth Manager

Other  im por tant  consider at i ons:

- The QCD cannot be done from a 401(k), 403(b) or  other  active 

company-sponsored reti r ement plan.  The funds must come 

from an IRA account.  

- QCDs do not apply to funds that are coming from non-deductible 

contr ibutions (again, consult your  tax advisor ).

- Char i ties do not include pr ivate foundations, suppor ting 

organizations or  donor -advised funds.  They must be a quali f ied 

501(c)(3) organization.

- Funds must f low  dir ectly to a char i table organization.  The IRA 

ow ner  cannot take possession of the funds, then w r i te a check to 

the char i ty.  

We would encourage anyone over  70 ½ to r eview  their  per sonal si tuation 

to determine i f  the QCD is sui table.  As always, be sure to consult your  tax 

advisor.  

DOW: 25,929 10 Yr  T-Not e: 2.41%

NASDAQ: 7,729 Inf lat ion Rat e: 1.9% 

S&P 500: 2,834 Unem ploym ent  Rat e: 3.8% 

Data as of 3/31/19 unless otherwise noted. The Dow Jones Industrial Average is comprised of 30 
stocks that are major factors in their industries and widely held by individuals and institutional 
investors. The S&P 500 Index is a capitalization weighted index of 500 stocks designed to 
measure performance of the broad domestic economy through changes in the aggregate market 
value of 500 stocks representing all major industries.  The NASDAQ Composite Index measures 
all NASDAQ domestic and non-U.S. based common stocks listed on The NASDAQ Stock Market.  
Barrel of Oil: West Texas Intermediate. Inflation Rate: CPI. The market value, the last sale price 
multiplied by total shares outstanding, is calculated throughout the trading day, and is related to 
the total value of the Index. Indices cannot be invested into directly.  

To determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing. All performance referenced is historical and is no guarantee 

of future results. All indices are unmanaged and cannot be invested into directly.

Morningst ar  Cat egory Averages 1st  Qt r 1 Year 3 Year

 Intermediate-Term Bond 3.13% 3.98% 2.39%

 Allocation 50%-70% Equity 8.93% 3.94% 7.49%

 Large Cap Value 11.27% 4.44% 9.98%

 Large Cap Blend 12.93% 6.79% 11.78%

 Large Cap Growth 15.65% 10.64% 15.30%

 Mid Cap Value 12.91% 0.68% 8.55%

 Mid Cap Blend 13.91% 2.21% 9.60%

 Mid Cap Growth 18.21% 8.12% 14.15%

 Small Cap Value 12.16% -2.58% 8.26%

 Small Cap Blend 13.30% -0.08% 10.09%

 Small Cap Growth 16.98% 7.67% 15.86%

 Foreign Large Blend 10.22% -5.21% 6.55%

 Real Estate 16.21% 16.89% 5.86%

 Natural Resources 11.75% -5.02% 7.82%
Source: Morningstar, 3 yr return is annualized. Morningstar classifies categories by 
underlying holdings and then calculates the average performance of the category. 
Past performance is not an indication of future results. Returns in Blue = Best, 
Returns in Red = Worst. Please see Benchmark Disclosures on page 5.

IRS Indexed Limits for 2019: 
401(k), 403(b), 457 Plan  Deferral Limit is $19,000.

 Catch-up Contribution limit is $6,000. Source: www.irs.gov
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