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Markets are coming off a negative end to 2018, when the
S&P 500 dropped 13.97% in the fourth quarter.1 Volatility
was the prevailing theme last year, and the trend persisted
through the first half of 2019. We believe the markets have
begun to trade less on fundamentals and more on President
Trump’s last tweet or Federal Reserve Chairman Powell’s
latest comments.

Market Performance
Figure 1 below shows how each major asset class performed through the first half
of 2019. While markets have outperformed their historical averages so far this year,
a look at 12-month returns tells a different story because that period includes the
sell-off in late 2018. The S&P 500, for example, was up 9.20% for the 12 months
ending June 30, 2019, more in line with historic norms.

Strong market gains after steep declines in late 2018
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Source: Morningstar, data as of 6/30/2019.

U.S. Economy
The current period of economic expansion is now the longest in U.S. history.2 The
unemployment rate sits at 3.7%3 — full employment by Fed standards — and more
than half of middle market executives say their biggest challenge is the limited
supply of job candidates.13 GDP grew 3.1% in the first quarter of 2019, exceeding the
3.0% growth target set by the Trump administration.14

Geopolitics
U.S.-China Trade War

Market growth slowed in the second quarter of 2019 amid a renewed flare-up
in tensions between the U.S. and China. In February, following successful talks
between the two countries, President Trump agreed to extend the March 1 deadline
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to finalize a trade deal.4 Despite “progress,”5 however, the U.S. increased tariffs4
to 25% on $200 billion of Chinese goods in May. One month later, China retaliated
by raising tariffs6 to 25% on $60 billion of U.S. goods. Following successful talks
between presidents Trump and Xi at the G-20 summit in Japan, the U.S. and China
will resume trade negotiations and suspend the implementation of new tariffs.7

Mexico Tariffs

In May, President Trump announced his intention to raise tariffs on Mexican goods.
The plan was to increase tariffs 5% every month beginning in June, up to a cap of
25%, if Mexico failed to stop illegal immigration at the southern border.8 On June 7,
the U.S. withdrew its plan after reaching a deal with Mexico on immigration.8

U.S.-Iran Political Relations

The deterioration of U.S.-Iran relations accelerated in the second quarter,
triggering much of the volatility in global oil markets. In April, the U.S. announced
it would end sanction exemptions for eight countries buying oil from Iran, in an
attempt to reduce Iran’s oil exports to zero.9 In response, Iran allegedly attacked
six oil tankers in the Persian Gulf10 and shot down a U.S. surveillance drone near
the Strait of Hormuz.9

Monetary Policy

The chairman of the Federal Reserve, Jerome Powell, has completely reversed
course on interest rate hikes and balance sheet reductions. Before the market
headwinds and heightened volatility of the fourth quarter, the Fed had signaled
rate increases of another 0.5%, or two additional hikes from the current level.
Powell stated in November 2018 that the Fed “had a distance to go before it would
stop raising rates and reducing the balance sheet.”12
However, more recent Fed statements suggest it plans to “act as appropriate to
sustain the expansion.”11 In addition to pausing rate hikes thus far in 2019, the Fed
announced it would stop reducing the number of bonds held on its balance sheet
by September.12 This program began in October 2017 and has resulted in almost
$450 billion in balance sheet reduction.12 With the Fed once again becoming a net
purchaser of bonds, it will begin a new, more modest quantitative easing (QE) posture.
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Conclusion
As volatility continues as the prevailing investment theme and geopolitical
concerns loom on the horizon, we believe market fundamentals will triumph
over the long term. However, the current late-market cycle appears to be trading
more on sentiment than fundamentals. We remain hard at work focusing on risk
management, portfolio diversification, and investment strategy selection as we
navigate this precarious market environment for our clients.
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Visit our blog at sfginc.com to get more of our market views along with other
timely, informative articles. Or, give us a call at (775) 850-5620 to discuss
your personal situation.
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The information contained within is for informational purposes only and is not intended to provide specific advice or recommendations. Please remember that past
performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance
of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Schultz Financial
Group Incorporated), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated
historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/
or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in
this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Schultz Financial Group Incorporated. To the extent that a reader has any
questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/
her choosing. Schultz Financial Group Incorporated is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as
legal or accounting advice. A copy of the Schultz Financial Group Incorporated’s current written disclosure statement discussing our advisory services and fees is available
upon request. If you are an Schultz Financial Group Incorporated client, please remember to contact Schultz Financial Group Incorporated, in writing, if there are any changes
in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services.
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