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Second Half Market Outlook
Jeremy Nelson

Throughout the second quarter of 2019, the bond 
market has begun to garner a lot of attention. A rapid 
decline in the 10-year Treasury yield that has led to an 
inversion in the yield curve has stoked concerns about a 
potential recession for the US economy. On the US equity 
side, we have seen the S&P 500 (including dividends) 
produce a positive return of 3.78% over the past 12 
months. However, the dispersion of returns amongst 
sectors indicates some flux. Defensive bond equivalent 
sectors have led (not surprising considering the decline 
in bond yields), while economically sensitive sectors have 
lagged. In the middle are growth sectors, which tend to 
outperform economically sensitive sectors in periods of 
slower economic growth. 
In our 2019 Economic & Market Forecast, we stated that 
we did not believe the US was going into a recession 
this year. Our view has not changed. We also showed 
that the probability of a global recession was over 90%.   
An important distinction that must be made is that a 
global recession does not mean consecutive quarters of 
negative GDP growth. It is a more subjective term that 
refers to a slowdown in global growth. We believed the 
global economic slowdown would find a bottom in the 
second half due to the fact that the US was not going 
into a recession. Due to the trade war, we are now less 
sure of a second half bottom in global economy. In May 
the JPMorgan Global Manufacturing PMI indicated a 
contraction in global manufacturing for the first time since 
2012. 

 

Despite our belief that that US in not going into a recession 
this year, we would be remiss to not state that we believe 
we are now in the late stages of the current US economic 
expansion.  With modest inflation and the drop in long-
term interest rates, futures markets now indicate a strong 
probability of a rate cut from the Federal Reserve in the 
second half of the year. The stock market would likely 
welcome an interest rate cut and respond positively into 
the end of the year. 

Sector
Price Change 

%
Total Return 

Change %
Real Estate 15.41 19.47
Utilities 14.51 18.63
Consumer Staples 10.38 13.85
Conmunication Services 7.32 10.14
Health Care 4.74 6.57
Consumer Discretionary 4.00 5.41
Information Technology 2.90 4.43
Industrials -4.41 -2.40
Financials -5.21 -3.14
Materials -10.12 -8.09
Energy -23.25 -20.71
Source: Ned Davis Research

1-Year % Change in S&P 500 Sectors (5/31/2019)
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We enter the second half of 2019 with more economic 
uncertainty than the beginning of the year. Equity markets 
have largely rebounded from the brief bear market at the 
end of 2018. Positive catalysts for the second half of the 
year would be a rate cut, a rebound in global economic 
growth, and/or a resolution to the trade war. We remain 
constructive on equities for the time being but believe 
upside will be limited. As we get closer to 2020, the US 
presidential election will get more attention and uncertainty 

surrounding US policy will rise. The election, slowing 
economic growth, and the trade war are potential negative 
catalysts for the equity markets. However, at this time we 
view the overall risks to the economy and equity markets as 
a likely 2020 issue. For these reasons our outlook is neutral 
versus bullish or bearish. 

Some of you may have been hearing the media caution 
listeners about the recent “inverted yield-curve”.  You may 
have been wondering what all the fuss is about.  This 
basically means the short-term rates are higher than 
long-term rates, which is not the norm.
Wikipedia tells us that in the world of finance, the “yield 
curve” is a curve showing several yields or interest rates 
across different contract lengths (2 months, 2-year, 20-
year, etc.) for a similar debt contract.   For example, short 
term U.S. Treasuries (5 or 10 years) are higher yielding than 
30-year Treasuries.  These rates are plotted on a graph and 
make a curve which is usually upward sloping.  For example, 
if you invest in CDs, you would expect a higher interest rate 
on a 5-year CD than a 1-year CD.

As we know, the financial news media tries to focus on topics 
that they can use to make market predictions.  I’m reminded 
that Yogi Berra said, “it’s tough to make predictions, 
especially about the future.”  It has been my experience that 
people are intrigued by someone forecasting the future. 
But nevertheless, an inverted, or negative yield curve has 
historically preceded many of the U.S. recessions.  According 
to Investopedia, an inverted yield curve in late 2005 and again 
in 2007 preceded the U.S. equity market collapse in 2008.

The most recent inverted yield curve was in late 2018.  It 
was the first inverted curve in more than a decade and it was 
the difference between the three- and five-year Treasury 
yield.  According to Reuter (Dec. 6, 2018), a yield curve 
inversion is a classic signal that a recession is coming and 
that the U.S. curve has inverted before each recession in 
the past 50 years and only had one false signal in that time.
Overall, it appears the general economy is doing well at this 
writing, with low unemployment, low inflation, corporate 
earnings growth, low interest rates, recent tax cuts, 
regulatory reform, etc.  And from the looks of what the 
market has done since the end of the year, some would 
argue that a recession is nowhere in sight.  We need to 
remember that the time between a yield curve inversion 
and an economic slowdown is not immediate.  According 
to several sources, the economy has taken 12 to 24 months 
to fall into a recession when the curve inverts.
This is one of the longest economic expansions in our 
nation’s history and the Federal Reserve would like to 
orchestrate what economists call a “soft landing”.  The 
Federal Reserve would like to manage the interest rates 
and their balance sheet so that we don’t see an economic 
contraction and at the same time don’t see it overheat.  
This takes our leadership making smart policy decisions 
and luck.  Mark Zandi, chief economist of Moody’s Analytics 
Inc., likens it to “landing in the fog on an aircraft carrier 
that’s in the middle of choppy seas.”
This may raise the question.  Do I need to move all my 
investments to cash?  You probably know the answer is not 
a simple one.  There are numerous factors that need to be 
taken into consideration as to how a portfolio is structured.  
It may be a good time to review your current investment 
allocation and understand how it is likely to react to various 
market downturns.  
Financial planning and detailed risk analysis can help you 
be better positioned to successfully accomplish your long-
term goals. If you are interested in more info on this topic, 
please give us a call.

Inverted Yield Curve 
Danny Williams 
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There is a quite annoying and effective television commercial that features a man in a pig costume chasing a man and 
reminding him to “feed the pig”, that is, save money on a regular basis. The pig always asks, “Same time next week?”  It 
took me several viewings to realize that the ad was promoting saving money. 
Last year I turned 50 and began thinking about my future retirement years more than ever before. I asked myself, “Am I 
feeding the pig enough? Will my retirement investments be sufficient for my wife and me to live out our retirement years 
with dignity?”
If you think of your retirement account as a goose that lays golden eggs, how much do you have to feed the goose so that 
the golden eggs don’t run out. That all depends on what your needs will be in retirement and how much you will spend. 
What will your social security benefit be for you and your spouse? What other sources of income do you have (if any)? What 
are your expenses going to be? Once you calculate what your monthly needs will be (golden eggs), then you can figure out 
how big you need the goose to be (your retirement account). Many advisors recommend contributing ten percent to your 
401(k) or maxing out your IRA (Individual Retirement Account). In 2019, the contribution limit for a 401(k) is $19,000. You 
can add an additional $6,000 as a catch-up contribution if you are over 50. For an IRA, the maximum contribution for 2019 
is $6,000 with an allowable catch-up contribution of $1,000 if you are over 50.
The problem is that many people postpone thinking about their retirement income needs. A positive step would be to 
sit down and talk to us about your financial future. We will calculate what you will need in retirement income to live 
comfortably and develop a plan to help you get there. Don’t put it off any longer. Feed the Pig.

Feed the Pig 
Lee Yancey

The Reality of Retirement 
Barry Smith

Continued on page 4

As most people realize, we are experiencing a global retirement transformation, some would even say crisis. People are 
living longer, a seemingly positive development that has strained retirement systems around the world. Increased longevity 
has already made the income-for-life guarantees offered by pensions unsustainable. While 401ks have been in place for 
decades, they have limitations with respect to the uncertainty they can place on individuals, particularly as it pertains to 
guaranteed retirement income. While Social Security can provide some level of guaranteed income, it may not suffice.
I recently ran across a fascinating study, purely by accident, called the Global Retirement Reality Report produced by State 
Street Global Advisors. In today’s world there is no shortage of retirement studies, but this one stood out. Much of the 
study focused on the expectations of pre-retirees with the actual experience of those already retired. The following is a 
summary of three primary findings of the report. 
First is the issue of retirement income. The income replacement rates young people expect to receive in retirement are 
very similar to what current retirees are getting, suggesting a realistic assessment of the path ahead. Across the globe the 
spending habits and expectations of pre-retirees and retirees are largely consistent, with the priority being spending on 
regular essentials, holidays, and paying for healthcare.

Interestingly, people in retirement rank spending on healthcare higher than the working population currently expects. 
It should come as no surprise that the US leads in terms of both expected and actual healthcare spending in retirement. 
Also exceeding pre-retirees’ expectation is the retirees’ financial support of their families. This heightened focus extends 
to helping adult children and grandchildren as well as building an inheritance. In fact, building an inheritance for heirs is 
a factor that grew in importance for retirees, displacing self-oriented spending. This shift likely reflects people’s values 
changing with age, but may also be an indicator of the increasing financial needs of younger generations.

Top 5 Spending Items

1. Pay for regular essentials
2. Go on holidays
3. Healthcare
4. Financial help for children/grandchildren
5. Save for a rainy day

Bottom 5 Spending Items

1. Take up a new hobby/further education
2. Buy something one always wanted
3. Move to a different home
4. Move to a more disirable location/climate
5. Buy a vacation home



800 Woodlands Parkway, Suite 201  |  Ridgeland, MS 39157
601-957-6006  |  866-957-6006  |  myelementwealth.com

Disclosure 
Element Wealth, LLC is registered with the Securities and Exchange Commission under the Investment Advisors Act of 
1940. All information contained in this newsletter is for informational purposes only and does not constitute a solicitation 
or offer to sell securities or investment advisory services. All material presented is complied from sources believed to be 
reliable. However, accuracy cannot be guaranteed.

“The best way to teach your kids about taxes is by eating 30 percent of their ice cream.”
             
                Bill Murray
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Beyond not pursuing spending on personal interests, those in retirement are also less adventurous than they thought 
they would be. Compared to expectations, fewer move houses (relocate), buy a vacation home, or relocate to a more 
desirable location. Spending on regular essentials, healthcare, and holidays unsurprisingly tops the list both for the 
working population and for retirees. 
Second is the issue of bridging the gap between savings and spending needs. While younger generations seem to 
have fairly realistic expectations in terms of spending habits, achieving even the expected income level in retirement 
at current savings rates may present some challenges. Of the people surveyed, the majority said they are saving less 
than 10% of their income. This stands out both for being consistent across varied geographic regions and for being 
inadequate as stand-alone savings. In fact, a 401k participant who saves 10% of her salary from age 25-65 could expect 
to receive a replacement rate of about 30% of their salary at retirement. This should give pause to consider corrective actions.
While younger survey respondents expressed anxiety around what lies ahead, they are also the most open to changing 
their behavior to improve retirement readiness. As working patterns evolve to become more flexible, with retirement 
increasingly becoming a multi-year process rather than a sudden, single event, so must retirement solutions. Flexibility 
and security will be the guiding principles, offering both flexible access to savings in retirement and guaranteed income 
when it’s needed most. When current retirees were asked what advice they would give to younger generations, the 
message was clear and consistent — start saving earlier and planning sooner. Prioritize financial needs and engage in 
dialogue with loved ones as well as outside advisors to ensure a shared and informed vision. In addition to increasing 
savings during the working years, retirees should be preparing to reduce consumption. Pre-retirees and retirees are 
aligned in some areas of reduced spending, such as spending less on clothing, but differ in others.

Third, pre-retirees and those already retired may need to modify their behavior to better fund retirement. As cited 
earlier, one of the main reasons that current retirement systems are in crisis is that people are living longer, yet the 
retirement age has not risen correspondingly. Younger generations appear to recognize that a longer life also implies 
an extended working life, and a large share of these individuals expect to retire later or do part-time work to cover the 
income shortfall. These transitions may not be ideal, and extending working lives will be more painful for some than 
others — for some groups it may even be infeasible. This means that workplaces will have to evolve to fill the needs of 
a new, more flexible model of work and leisure.
In closing, what I got from this study is that, overall, people appear to have fairly realistic expectations regarding their 
income needs and spending priorities in retirement. While many are concerned that they may not be saving enough, 
younger generations seem willing to embrace new behaviors such as postponing retirement or working part time. 
Retirement will become more of a process than a singular event, and this will require workplaces, legislation, and 
retirement products to evolve.

...continued from page 3

Pre-Retirees

Live in a smaller home
Spend less on technology
Cancel non-essential insurance
These expectations suggest assumptions of 
“living with less”

Retirees

Go out less
Go on fewer trips
Spend less on home improvements
The reality suggests that retirees are simply 
choosing comfort over excess




