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Three months ago we cheered the spectacular performance 
of the stock market in the first quarter of the year. But we 
described ourselves as “neutral” on the outlook for the 
remainder of the year. We did not expect much potential 
for further gain in 2019. Wrong!  The market had a volatile 
but positive second quarter. Stock indexes have moved to 
record levels.  

The market was buoyant despite many obvious worries. 
The trade war – and we now use the word ‘war” -- between 
the United States and China has no imminent resolution. 
The global economy is slowing. We have simmering 
geopolitical tensions that could escalate into full-blown 
conflict.  

So what is going on? The market seems paradoxical. Bad 
news is greeted like good news. The Federal Reserve has 
announced its concerns for the U.S. economy in the face of 
trade tensions and the global slowdown. Investors are 
pleased with the Fed’s concerns because it means the Board 
is likely to reverse its policies on interest rates. The hikes 
seen in 2018 will now likely be turned around in 2019. 

Amidst all this push and pull, we remain neutral at Hudson 
Advisors on the outlook for the market. We are neither 
bullish nor bearish. We expect the market to hold most of 
its year-to-date gains. But we think the opportunity for 
further expansion in 2019 is restrained. The market is at the 
highpoint of this historic 10-year cycle. In this 
environment, we seek selective growth opportunities for 
our clients while protecting them against potential volatility.  

 

 

The accompanying chart summarizes stock and bond 
market prices for the first half of 2019.  Despite some 
volatility, equities in the second quarter built upon the gains 
in the first quarter.  It was the best first half since 1997. 
Meanwhile, the bond market seemed more concerned 
about the economic outlook and yields declined.   
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Equity Market: The second quarter ended well despite 
some troublesome periods driven by emotions and 
headlines.  April was a good month that continued the 
trend in the first quarter. Then news emerged that trade 
talks between the U.S. and China had run amok and the 
market reacted badly and lost ground. Then Chairman 
Powell announced the change in Federal Reserve policies. 
The market rebounded strongly with one of the best 
months of June in its history.  

The Dow Jones Industrial Average was up 2.31% for the 
quarter and 14.09% for the year-to-date.  The S&P 500 
gained 3.79% in the quarter and 17.35% for the year. The 
Nasdaq Composite index was up 3.58% in the quarter and 
20.66% for the year. The Russell 2000 index was ahead 
1.74% for the quarter and 16.17% for the year.  

Fixed Income Market: The sentiment in the bond market 
was different. Bond prices rose over concerns about the 
global economy. When investors get nervous, they buy 
government bonds. The yield on the 10-year Treasury was 
2.0% at the end of June versus 2.42% at the end of March. 
(Yields move inversely to prices.)  We also now have the 
situation of an inverted yield curve in which long-term 
bond yields are lower than short-term bond yields. 
Historically, this inversion has usually been a warning sign 
of coming recession.  

 

 

 

 

 

 

 



 

 

The Economy: Despite the worries, the fundamentals of 
the U.S. economy remain strong.  The 10-year expansion 
continues. Growth in the GDP was 3.1% in the first 
quarter and estimated at over 2.0% in the second quarter. 
Full-year GDP growth could be about 2.5%. Job growth 
remains strong and unemployment is at an historic low of 
3.6%. Wage growth is sluggish but consumers are 
reasonably confident. Given the lagging wages, inflation 
remains well below the 2% level.  

All that said, the concerns do exist.  Trade conflict is at the 
top of the list. Use of multiple tariffs by both the U.S. and 
China could hurt U.S. industries that buy or sell goods with 
China.   It could also hurt the Chinese who already were 
experiencing slower growth before the trade conflict 
intensified. The outlook in Europe is also troubled. The 
Brexit situation will have negative impacts for many years. 
Germany is also facing recession. It was these multiple 
concerns which prompted the Federal Reserve to reverse 
course and promise to cut interest rates if conditions 
warrant.   

The Market: As always, corporate earnings are critical to 
the stock market outlook. On the positive, first quarter 
earnings of the S&P 500 companies were about the same as 
in 2018. But most companies are now reporting or 
predicting earnings for the second quarter that are lower 
than last year. The outlook is the same for the third and 
fourth quarters. It could be the first year since 2016 that 
corporate earnings are lower than the previous year.  

Stock prices have been pushed higher by the first-half 
market frenzy. The price-to-earnings ratio is now about 18 
times this year’s expected earnings – up from about 15 at 
the end of last year. The earnings outlook does not offer 
much promise to lower that ratio again.  

So, we are looking at possible economic slowing in the U.S, 
lower earnings, and richer stock prices. We think the stock 
market will stay relatively flat for the rest of 2019.  

 

OUR STRATEGIES   

Asset Allocation: Normally, for clients investing new 
money,  we  recommend 60% allocation to equities and the 
remaining portion to cash, bonds with maturities under two 
years, and alternative investments.  But in this environment, 
we may recommend a lower allocation to equities until the 
market direction is somewhat clearer.  

Preferred Equities: We remain focused on large cap 
companies with strong balance sheets, sustainable cash 
flows, and credible business models. Companies that pay 
attractive dividends are central to our strategy.  Some of the 
sectors getting our attention:  

HEALTH CARE: The larger uncertainties regarding 
national health care policy make us cautious about much of 
this sector. But we like select names in bio-technology and 
medical devices.   

TECHNOLOGY: We are cautious about this sector – 
especially given the various issues   in the big tech names  – 
but areas such as communications equipment  and semi- 
conductors have our interest.  

FINANCIALS: Our focus is upon regional banks and 
non-bank financial services.  Prices are reasonable for many 
of these stocks. 

Other Equity Approaches: We are interested in Exchange 
Traded Funds as a part of client portfolios. These vehicles 
allow us to manage volatility but still provide exposure to 
value or growth stocks. For some clients, we also partner 
with firms to co-invest in private equity strategies. (See next 
page for more detail.)  

Fixed Income Investments: Our repeated aversion to 
bonds with long maturities remains firm.  We prefer to find 
higher yielding alternative investments such as municipal 
tax liens.  

 

 

 

 

 

 

 

 

Dow Jones U.S. Sectors Total Return 
(Percent Change for YTD, Ending June 30, 2019) 

Source: Morningstar® 
Oil & Gas 12.43 Consumer Services 21.27 

Basic Materials 14.48 Telecommunications 12.10 

Industrials 24.36 Utilities 14.44 

Consumer Goods 15.71 Financials 19.48 

Health Care 8.78 Technology 24.75 
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Dynamic Portfolio Management by Hudson Advisor Services 

We at Hudson Advisors believe in an active and thoughtful process for portfolio management.  In years gone by, that pretty much meant that the portfolio 
manager would pick the best stocks and hold them for a good amount of time.  Unfortunately, the world has evolved and become infinitely more complex.  
Not just the political divisiveness in the U.S, but divisiveness everywhere else impacts the financial landscape. Serious global threats in Asia and the Middle 
East make us want to be more cautious.  
While our concerns about U.S. and global investment markets are higher than they have been in past years, we are confident in our ability to navigate these 
markets.  However, we have adapted new approaches to add to our core stock picking.  
In particular, there are 3 principal ways in which we are expanding our investment process. 

• Multi factor ETFs: We have been analyzing a series of Exchange traded funds (ETFs), which over time we are using as foundation stones for most 
portfolios.  The technology behind these strategies is quite impressive and allows us to reduce the volatility – or risk level – within equity portfolios 
without dampening the ability to realize gains.  In addition, there are a series of multi factor ETFs that allow us to time markets, as well as to increase 
exposure to value stocks or growth stocks. As mentioned above, these ETFs are foundation stones but do not replace our core stock picking 

• Fixed income: as most of our clients know, the fixed income – or bond – markets have not returned any significant income for our clients.  That is 
why we partnered with a firm to construct a strategy using real estate tax lien certificates. This strategy, in addition to several others, has been successful 
in generating income in excess of 6%. 

• Private equity:  We continue to partner with firms and co-invest in longer term private equity strategies.  For the appropriate clients, this has been an 
excellent approach. 

In summary, given market volatility and global uncertainty, we believe in using sophisticated new strategies in managing portfolios to achieve solid growth 
and minimize downside volatility.  

 

 


