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Highlights:

What’s Going On?: The Wisdom of Motown

Regular readers of the WestStar Wealth Watch may notice the 
recurring music theme. As a true music aficionado, I am often 
inspired by the insight I glean from song lyrics. During a recent 
road trip and corresponding in-car sing-along session to one of 
my favorite genres—Motown—I was reminded of current market 
events. The stock market went from a record negative reversal to a 
record positive one in the first quarter, both “risky” and “defensive” 
investment categories moved higher despite conflicting 
information regarding global economic conditions, and interest 
rates have moved in a potentially concerning manner.

As Marvin Gaye famously sang...
“You know we’ve got to find a way to bring some understanding 
here today...”

• Markets have swung widely from a     
   sharp downturn to a steep upturn

• Global economic indicators are  
   conflicting with some signaling  
   weakness and other suggesting  
   stabilization

• Recession is unlikely at this juncture,  
   though if one did occur it would likely  
   be accompanied by a soft landing

• The inverted yield curve may not be 
   as problematic as some suggest

• A slightly defensive posture remains  
  prudent at this time

Your wealth, well managed.   
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*Large Cap: S&P 500 Index; Small Cap: Russell 2000 Index; Int’l Devel: MSCI EAFE Index; Int’l Emerg: MSCI Emerging Markets Index; Core Bond: BbgBarclays Aggregate Index; Int’l Bond: BbgBarclays Global Aggregate ex-USD Index; High Yield: BbgBarclays US Corporate High Yield Index; Cash: BofA Merrill 
Lynch 3-Month US Treasury Index; Real Estate: FTSE EPRA/NAREIT Developed Index; Commodity: Bloomberg Commodity Index; Alternatives: Wilshire Liquid Alternatives Index

Asset Class Performance*
Year-to-Date

As of 3/31/2019

Real Estate
14.86%

Small Cap Stocks
14.58%

Large Cap Stocks
13.65%

International Developed 
Market Stocks

10.13%

International Emerging 
Market Stocks

9.97%

High Yield Bonds
7.26%

Commodities
6.32%

Alternative Investments
3.21%

US Investment-Grade Bonds
2.94%

International Bonds
1.52%

Cash
0.60%

Smokey Robinson’s “The Agony and The Ecstasy”
Market Performance & Tactical Strategy
“You pay some agony for the ecstasy.” 

The Agony: The 2018 fourth quarter sell-off was unequivocally excruciating. The 
market witnessed the worst December since the Great Depression and by some 
measures, the Christmas Eve low was among the biggest selling climaxes in history. 

The Ecstasy: Yet Santa Claus did visit, albeit a little late, and over the five trading 
days following Christmas the market rallied 7.1%--the second largest “Santa Claus 
rally” since the year 1900. The market continued its ascent through March and 
elation ensued as the winning categories of 2017 were once again on top, with 
REITs leading the way up almost 15% in the first three months of the year.

We expected this rebound rally being that our research indicated a sharp jump 
typically follows a “panic selling” event. As such, we maintained our tactical 
positioning through the panic in anticipation of capturing said rebound. Our 
research also showed, however, that in all panic-selling scenarios historically the 
market drops back down to the panic level within six months. This factor coupled 
with evidence of continued global economic deceleration and various elements 
of uncertainty led us to tactically adjust our strategy to a more defensive posture, 
taking advantage of and capturing much of the rally. This defensive posture has 
admittedly somewhat detracted from short-term, benchmark-relative performance 
as the market has continued to rise. Given several key issues discussed below, 
however, maintaining this position remains prudent for the time being.

The Temptations’ “Ball of Confusion”
Mixed Economic Signals
“Round and round and around we go, where the world’s headed nobody knows.” 

Some recent data compared to the one year ago period corroborate we are in the 
midst of a global economic slowdown, yet other recent, more optimistic results 
seemingly conflict with this narrative.

Negatives:
• Manufacturing: An across-the-board slowing can be seen over the past year   
   and many countries have fallen into contractionary territory.

• Global Economy: In February, the Organisation for Economic Co-operation and  
   Development (OECD) Composite Leading Indicator, which forecasts future global  
   growth, registered its 9th consecutive month under 100 (indicating below-trend   
   growth) and its lowest reading since 2009.

• US Economy: Fourth quarter GDP growth was revised downward to a final 2.2%,   
   markedly lower than the previous 2.6% estimate. 

Positives:
• Manufacturing: Following ten consecutive months of declines, manufacturing   
   was unchanged in March and the number of countries in expansion       
   mode ticked up for the first time in six months.

• Global Economy: OECD reflects that the probability of global recession ticked   
   downward for the first time in nine months and global economic sentiment has   
   witnessed an incremental improvement.

• US Economy: 2018 year-over-year GDP growth met our expectations at 3.0% and  
   the latest figures on trade and employment show promise for Q1. Furthermore,   
   the cyclical economic segments that account for 66% of the change in GDP are   
   more stable than they are historically.



*Large Cap: S&P 500 Index; Small Cap: Russell 2000 Index; Int’l Devel: MSCI EAFE Index; Int’l Emerg: MSCI Emerging Markets Index; Core Bond: BbgBarclays Aggregate Index; Int’l Bond: BbgBarclays Global Aggregate ex-USD Index; High Yield: BbgBarclays US Corporate High Yield Index; Cash: BofA Merrill 
Lynch 3-Month US Treasury Index; Real Estate: FTSE EPRA/NAREIT Developed Index; Commodity: Bloomberg Commodity Index; Alternatives: Wilshire Liquid Alternatives Index

Diana Ross’ “Upside Down”
Inverted Yield Curve Implications
“Upside down, boy, you turn me inside out and round and round.” 

What is a Yield Curve? If you lent money to someone, you would 
naturally demand to be paid a higher interest rate if it was for 30 
years rather than three months. A yield curve charts each demanded 
interest rate for every loan “maturity” date and, as in our example, 
it is naturally upward-sloping with longer maturities at higher rates 
than shorter ones.

What is an Inverted Yield Curve? When signs of economic distress 
arise the natural shape of the yield curve may reverse, with shorter-
term rates actually higher than longer term ones. This “inversion” 
happens when longer-term investors are worried future rates will 
go lower and are therefore willing to lock-in current ones en masse. 
Market observers worry when this happens, as historically recessions 
often follow.

Should We Worry Now? Several key aspects should ease fears:
• Not all portions of the yield curve have inverted, including the   
   “benchmark” 2-year/10-year relationship. 
• While every recession since 1960 was preceded by an inversion, 
   not every inversion has led to recession (see chart to the right). 
• Historically the lead-time to recession post-inversion is over one year (with inversion lasting an average 15 months). 
• Should recession occur, the aforementioned low rate levels would suggest a soft-landing is likelier than a hard-landing. 
• Credit spreads (the extra interest earned for taking greater risk relative to treasury bonds) are not flashing the same      
   recessionary signal that the yield curve is.

Stevie Wonder’s “Higher Ground”
Tactical Investment Strategy
“I’m so glad that I know more than I knew then…going to keep on trying ‘til I reach my highest ground.” 

We have enjoyed a strong rally over the first three months of 2019. Economic indicators are mixed, though positives 
presently outweigh negatives, and the threat of recession seems to have been averted for the time being. Many unknowns 
remain, however, and the adverse impacts of the trade war and geopolitical tensions are still a factor. We are also wary of 
the fact that crowd sentiment is at record highs. Excessive optimism such as this is a contrary indicator, and historical analysis 
shows that at extremes the “crowd” is wrong 99% of the time. This and the possible retest of the December panic low leads 
us to maintain our current slightly defensive posture. We stand ready to adjust as necessary.

The chart at left shows the Fed 
has not raised rates too quickly 
this cycle. Hikes have equated 
to 0.75% per year over 3 years—
less than a third of the pace of 
previous cycles. Additionally, the 
level of rates is extraordinarily 
low relative to historic tightening 
cycles. As such, the Fed may very 
well achieve the coveted “soft 
landing” in this instance.

Yield 
Curve 

Inversion 
Date

Bear 
Market 

Start 
Date

Recession 
Start Date

Number of Months

Inversion 
to Bear 
Market

Inversion
to 

Recession

Bear
Market to 
Recession

1/11/66 2/9/66 N/A 1.0 N/A N/A

12/19/68 12/3/68 12/31/69 -0.5 12.4 12.9

6/1/73 1/11/73 11/30/73 -4.6 6.0 10.6

11/1/78 9/8/78 1/31/80 -1.8 15.0 16.8

10/29/80 4/27/81 7/31/81 5.9 9.0 3.1

3/27/89 7/16/90 7/31/90 15.6 16.1 0.5

9/10/98 7/17/98 N/A -1.8 N/A N/A

9/8/00 1/14/00 3/31/01 -7.8 6.7 14.5

1/17/06 10/9/07 12/31/07 20.7 23.4 2.7

3/22/19 ?? ?? ?? ?? ??

Median -0.5 12.4 10.6

Source: Ned Davis Research

On the subject of the Fed and interest rates, much consternation has arisen from a widely-reported inverting of the yield 
curve. What exactly is it and is the concern warranted?

These data acknowledge continued fragility but indicate early signs of stabilization and suggest the worst may be behind 
us on a global scale. It is probable that growth in the US will slow to between 2% - 2.5% and remain at that level for the 
remainder of the expansion, but a near-term recession is unlikely. Moreover, recessions often follow overly-aggressive 
Fed tightening cycles, and in this cycle the Fed has been exceedingly paced and deliberate.

Share of EPS Growth Average 
of past 
5 cycles

March 
2019

Nominal Fed Funds Rate 7.55% 2.40%
Real Fed Funds Rate 3.97% 0.32%
Real 10-Year Treasury Rate 4.73% 0.49%

Recessions

Source: JPMorgan



weststarbank.com Wealth Management Services

As true fiduciaries, our focus isn’t 

on selling products to our clients. 

Instead, we focus on providing 

personalized service and real  

financial solutions. 

Our team of wealth management 

professionals has the valuable 

depth  of expertise you need to 

navigate life’s events. 

From retirement planning and 

investment management to trust 

services and estate settlement, 

we can help you devise the most 

e�ective plan to meet your 

financial goals. 

The team 
you can 
trust.

Investment o�erings provided by WestStar Bank's Wealth Management Division are not insured by the FDIC or any other federal government agency. Investment o�erings are not 
deposits or other obligations of, or guaranteed by WestStar Bank or any a�liate of the bank and involve investment risks, including possible loss of value.
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