
 

Stock market snaps back to near all-time highs; 

Yet, signs of potential recession grow 

Quarterly Update                   April 1, 2019 

After a very steep decline in December of 2018 that left many investors wondering if a new “bear market” 
may be upon us, the stock market has climbed its way back to within shouting distance of the all-time highs 

set last October.  
 

Participation in this year’s market rally is broad with positive performance from all sectors.  
Leading sectors include technology, real estate and energy, with healthcare and financial heading the 

laggards. Notably, the economically  sensitive transportation index is up 13.5% year-to-date.  

Index 1st Qtr. 2019 % 

Dow Jones (DJIA) 11.2% 

US Small Cap (Russell 2000) 14.2% 

International (DJ Global ex-US) 9.5% 

Bonds (US Aggregate) 3.1% 

Commodities (CRB Index) 7.9% 

Source: WSJ 
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Bonds also had a productive quarter.  
 
The Federal Reserve has telegraphed to the investment community that it will not likely raise interest 
rates in the near term. This action has calmed the bond markets which had been braced for higher interest 
rates. Depending on the duration of a bond portfolio, higher interest rates can lead to lower bond values 
and vice versa.  
 
Lower interest rates can also stimulate the economy. For example, currently the average 30 year fixed 
mortgage rate is 4.06%, according to Bankrate.com, as opposed to a last year’s high of about 5%. Lower 
mortgage rates, obviously, help home buyers afford higher priced housing. 
 
Since both stocks and bonds produced solid gains over the past 3 months, many folks also saw their  
diversified portfolios jump back to near highs. With the economy seemingly in fine shape I suspect many 
investors are becoming somewhat complacent.   
 
I wish we could sound the “all-clear” however… 

Leading Economic Indicators signal  

potential storm clouds ahead.  
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Although, no economic forecasting methodology is perfect. The Leading Economic Indicator 
(LEI), produced by the Conference Board, has an outstanding record of telegraphing economic recessions. 
There are 10 different inputs that go into the LEI that are predictive of where the economy is likely headed 
six to nine months hence.  
 
In the LEI graph on the prior page, the blue line shows the leading economic indicators and the red line 
shows the Coincident Indicator (CEI). Whereas the red line (CEI) is confirming where we are today, the 
blue line (LEI) is predicting where we will be in the future.  Towards the end of 2018, the LEI stopped 
expanding and has essentially stalled. The Conference Board states that “the US LEI’s growth rate has 
slowed over the past six months, suggesting that while the economy will continue to expand in the 
near-term, its pace of growth could decelerate by year end.” 
 
Another warning signal of economic slowing may be the so-called inverted yield curve. This refers to a 
phenomenon where short term interest rates are higher than long term rates. When this happens, the 
bond market may be telegraphing that future economic growth will be slower than current growth rates. 
Previous inversions in the yield curve happened immediately prior to the last two recessions. If the 10 
year Treasury bond yields less than the 2 year yield, this has often been a precursor to a 
recession. Although this yield differential is not yet “inverted,” it is getting my attention. 

A final data point that bears careful monitoring is personal consumption. The US consumer 
drives approximately 70% of the US economy and, therefore, if personal consumption begins to weaken, it 
stands to reason the implications for the broader economy are potentially negative. I have noticed that US 
Personal Consumption, as measured by the Bureau of Economic Analysis, peaked in late 2018 and is  
currently stagnant. It is unclear to me whether consumers have simply paused in their spending, or that 
growth of personal consumption will begin to deteriorate. Again, the data bears watching carefully. 
(Please see chart on next page.) 

Disclaimer: The material shown is for informational purposes only. Past performance is not indicative of future performance, and all investments are subject 

to the risk of loss. Forward-looking statements are subject to numerous assumptions, risks, and uncertainties, and actual results may differ materially from 

those anticipated in forward-looking statements. As a practical matter, no entity is able to accurately and consistently predict future market activities. While 

efforts are made to ensure information contained herein is accurate, Lokken Investment Group, LLC cannot guarantee the accuracy of all such information 

presented. Material contained in this publication should not be construed as accounting, legal, or tax advice. This message is intended to be educational in 

nature, and does not represent tax or legal advice. Lokken Investment Group, LLC is neither an accounting firm nor a law firm, and we encourage the reader 

to consult a tax or legal expert for specific tax or legal advice. The information provided is derived from sources deemed to be reliable, but we are unable to 

guarantee its reliability. For more information about Lokken Investment Group, LLC and services provided, please contact us at jlokken@lokkeninvest.com, or 

302-645-6650. 

Previous Inversions 
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So, what to do? 
 
I believe the LEI, Yield curve and consumption signals are not conclusively telling us the 
 economy will tip into a recession, but they are giving us reason to use increased caution in portfolio 
construction.  As we indicated in previous letters, we have already de-risked many of our model  
strategies and are spending considerable time watching the data and preparing for further action 
should the economy show further signs of  deterioration.  
 
We are focused on ensuring portfolios have sufficient liquidity to support distributions during a  
potential recession and also on researching investments that we believe to be non-correlated to the 
stock market which will hopefully insulate portfolios somewhat to what may become a volatile market. 
In other words, we’re getting ready and we feel confident that we have the tools and experience to  
manage whatever the economy may throw at us in the coming months.  
 

Lokken Happenings 

Save  the Date! 

10th Annual Summer Kick-Off Picnic!!! 

Cape Henlopen State Park (Pavilion) 

Thursday, June 13, 2019 

Noon to 2:30 PM 

“A market downturn doesn’t bother us. 

It is an opportunity to increase our 

ownership of great companies with 

great management at good  

prices.” 

Warren Buffet 

Pausing or stalling? 
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New SRI Model Portfolio Available to Clients 
By Sean Merlonghi, APMA® 

 
As the Co-Portfolio manager here at Lokken Investment Group, part of my duties is to ensure our model 
portfolios are not only a compilation of our highest convictions but screened for  
often misinterpreted data which in turn narrates better forward-looking guidance.  
 
Part of my analysis of the 65,000+ funds available of course is understanding new  
opportunities and strategies and being able to interpret Qualitative and Quantitative data points which 
enhance the effectiveness and efficiency of our strategies.  From result, we are proud to introduce a new 
model that incepted on January 4th, 2019 which is now available to our clients. 
 
The Inception of our new model is known as “SRI Core Balanced” with SRI standing for “Socially 
Responsible Investing”.  The model’s utilization of robust Environmental, Social, and Governance 
guidelines aimed at identifying potential risks and opportunities beyond technical valuations.  Therein 
the process, every holding is put through a rigorous screening from which result in high standards of 
responsibility, also known as “ESG” metrics.   
 
Here are the metrics from which each holding must attain better than average:   

Environmental Social Governance 

Energy 
Consumption 

Human 
Rights 

Quality of 
Management 

Pollution Child  & 
Force Labor 

Board 
Independence 

Climate 
Change 

Community 
Engagement 

Conflicts of 
Interest 

Waste 
Production 

Health & 
Safety 

Executive 
Compensation 

Natural Resource  
Preservation 

Stakeholder 
Relations 

Transparency & 
Disclosure 

Animal 
Welfare 

Employee 
Relations 

Shareholder 
Rights 
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SRI Core Balanced will align, on a risk adjusted basis, more closely to our “Core” model.  This new 
strategy will have primary Investment selections that have met our criteria above.  In addition to the 
active allocation we have put together, the model will be accompanied with a customization option for 
each investor allowing you to align the portfolio to what is most important to you by way of values and 
beliefs. Please refer to the Pie chart below for the current asset allocation. 
 
While the creation of this model has many reasonings, we want to share two more prominent  
motivations.  The first is that by narrowing the “barrier of entry” into this strategy, we’ve attempted to 
reduce volatility experienced from poor environmental decisions, negative publicity from poor upper 
management decisions, and lack of transparency from within an organization.  While we can’t cure any 
specific risks investors take on, we would like to treat the risks we have a bit more control over as best 
we can.  The second motivation is to support companies whose intents are to benefit generations to 
come.  I want my son to have a bright future that can also be supported for his family and so on. 
 

 
“Everyone must leave something behind when he dies . . . Something your hand touched some way so 
your soul has somewhere to go when you die . . . It doesn't matter what you do, so long as you change 
something from the way it was before you touched it into something that's like you after you take your 

hands away.”  
 

― Ray Bradbury 

 

 

 

 

 

 

Feel free to reach out should you have an interest in learning about the  

“SRI Core Balanced” strategy.  You may call our office at (302) 645-6650 or email me 

directly at smerlonghi@lokkeninvest.com.  

 


