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This document highlights: 

 The Economic Environment 

 Federal Reserve and European Central Bank Activity 

 Recessions, Stock Market Corrections, Bear Markets and Recoveries 

For more information on our strategies’ performance, portfolio positioning and areas of opportunity please 

review the strategies’ quarterly commentary or contact Candor Asset Advisors.  

 

The Economic Environment 

Economic data suggests global economic activity has moderated but remains positive.  

 

Second Quarter 2019  

Investment Environment 
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Our analysis of the table suggests: 

 The US, Europe and China are the most important markets to watch as they account for 64% of world GDP. 

India and China remain markets to watch as they represent 35% of the world’s population.  

 GDP growth is subdued and largely unchanged globally. The US continues to outpace international 

developed markets.  

 Inflation has been modest globally except in Russia. Inflation pressures eased in four of nine areas. 

 Manufacturing purchasing manager orders have moderated in six of nine areas. These six areas’ purchasing 

manager surveys now suggest a contracting manufacturing economy.   

 Service purchasing manager orders are mixed. 

 Unemployment is relatively flat globally with India being the exception. Brazil and Euro Area unemployment 

levels remain trouble spots while the US and China remain bright spots.  

 Consumer confidence and business confidence weakened in most areas.  

Investors have been nervous about a weakening economy and have been monitoring the US Federal Reserve 

and European Central Bank closely for signs they may make policy mistakes (e.g., raising short-term interest 

rates and/or shrinking their balance sheets at the wrong time) that may further hurt the economy.  

US Federal Reserve and European Central Bank officials have recently sounded more cautious about the global 

economic growth outlook due to slowing economic activity (particularly in Europe) and political and trade 

concerns (UK Brexit, China/US trade negotiations). These observations as well as persistently low inflation have 

emboldened central bankers to increasingly consider expansionary monetary policy to support economic 

growth.   

History suggests monitoring the yield curve (the difference between long-term yields and short-term yields) can 

help investors spot a recession. An inverted yield curve usually precedes a recession by 6 to 19 months.  
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Lately the yield curve has narrowed and the trend has spooked investors.  

 

If a recession occurs, history suggests earnings growth will turn negative for a short while. The US provides 

supporting evidence.  
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2019 quarterly earnings estimates have fallen by 3-7% year to date. Consensus earnings expectations suggest 

moderate growth through the second quarter of 2019 and strong growth thereafter.   

      

According to S&P, tax reform has added ~10% to 2018 earnings growth. Tax comparisons are not expected to 

be a significant contributor to 2019 earnings growth.  

International and emerging market earnings growth comparisons to the US are expected to improve. 
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Federal Reserve and European Central Bank Background  

The US Federal Reserve tightened the money supply since 2014-15 through a combination of raising short-term 

rates and reducing the size of its balance sheet. These actions served as a dampener to economic activity.  

The Federal Reserve previously used its balance sheet to stimulate the economy. The Fed’s balance sheet assets 

grew from $870 billion in August 2007 to $4.5 trillion by January 2015 as the Fed bought government debt to 

increase the money supply, stimulate lower rates and encourage borrowing. This action was alternatively called 

quantitative easing.  

Since early 2015, the Federal Open Market Committee (FOMC) has allowed the debt it owned to mature, and 

they did not reinvest the proceeds (AKA quantitative tightening). The Federal Reserve’s balance sheet assets 

were $3.815 trillion as of April 3, 2019. This figure represented a $241 billion reduction from December 2018.  

The US Federal Reserve raised the targeted fed funds rate from 0-0.25% in November 2016 to 2.25-2.5% in 

December 2018 to contain inflation pressures associated with economic expansion.  

Since late in 2018 the Federal Reserve has become more cautious about the economy.  

The Fed Chairman’s comments have changed from: 

 October 2018 – The fed funds rate should return to higher and more normal levels (e.g., Federal Funds 

Rate ~3-4% versus 2.25-2.5% at the time and today) 

 March 2019 – Fed fund decisions will be based on data dependency  

 June and July 2019 – The Federal Reserve is committed to the economic expansion and they will act as 

appropriate (hint: lower rates) to continue the expansion  

FOMC median forecasts now call for the fed funds rate to register 2.1% by the end of 2019. This figure represents 

a -1% revision from six months ago.  

Consistent with adopting less restrictive monetary policy, the Federal Reserve has become less committed to 

reducing their balance sheet. The timeline is as follows: 

 As recently as early December 2018, the Fed was committed to a $50 billion reduction in the balance 

sheet per month going forward.  

 In late December 2018 the Federal Reserve indicated they would be data dependent in subsequent 

balance sheet moves.  

 In March 2019 the Fed announced they planned to slow down balance sheet reductions by May 2019 

and end this practice by September 2019.  
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Looking outside the US, the European Central Bank (ECB) has mostly engaged in monetary stimulus in the form 

of lower rates and quantitative easing since the financial crisis. A brief history of activity from 2007 until late 

2018 follows.  

 The ECB’s balance sheet assets grew from $1.5 trillion dollars in 2007 to $4 trillion by 2013 as the ECB 

bought government debt due to weak economic growth and the sovereign debt crisis. The ECB lowered 

the marginal lending rate 5% to 0.75% over this period.  

 Between early 2013 and early 2015 the ECB allowed their balance sheet assets to shrink from $4 trillion 

to $2.5 trillion as sovereign debt fears diminished. To encourage lending the ECB lowered the marginal 

lending rate from 0.75% to 0.40%.   

 Weak economic activity between 2015 and 2018 caused the ECB to resume government debt 

purchases. The ECB balance sheet assets grew from $2.5 trillion in early 2015 to $5.7 trillion by early 

2018. The ECB lowered the marginal lending rate from 0.30% to 0.25%.  

 In the first half of 2018 the ECB worked toward shrinking balance sheet assets. To this end, ECB balance 

sheet assets declined from $5.7 trillion in early 2018 to $5.3-5.5B by mid 2018. The ECB marginal 

lending rate remained 0.25%.  

Witnessing weaker economic growth and benign inflation in the second half of 2018, the ECB expressed a 

commitment toward maintaining the size of its balance sheet for an extended time period past initial interest 

rate increases in December 2018. In 2019 the ECB has reinvested maturing asset proceeds and their balance 

sheet has been relatively flat.  

Like the US Federal Reserve, the ECB has discussed raising rates later and later.  

 October 2018 – January 2019 

o The ECB said they did not intend to raise rates through at least the summer of 2019 

 March 2019 – April 2019  

o The ECB said they did not intend to raise rates until 2020 

 June 2019 

o The ECB said they do not expect to raise rates until at least the first half of 2020 
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Recessions, Stock Market Corrections, Bear Markets, and Recoveries 

 A recession according to NBER, which is the official arbiter in characterizing business cycles; defines an 

economic recession as "a significant decline in economic activity spread across the economy, lasting 

more than a few months, normally visible in real GDP, real income, employment, industrial production, 

and wholesale-retail sales." In practice this means a recession can represent a slowdown in economic 

growth over a few quarters rather an actual decline in economic statistics.   

 Stock market corrections are defined as a 10-20% drop in stock prices. Corrections usually occur every 

one to three years.  

 Bear markets are defined as a drop of 20% or more in stock prices. Bear markets usually occur around 

recessions (see below). In late 2018 the S&P dropped 19.8%. This decline fell just short of being called a 

bear market.  

 
 

 Since 1929, the average bear market decline is 35% with the maximum bear market decline being 61% 

in 1931-32.   

 Most bear markets last less than 18 months with the average bear market lasting 10 months.   

 The last bear market was in 2009, and this bull market is the second longest ever.   

 Since 1945 equity returns two years after a market peak have been roughly flat (see next page). 

 Stock bear markets have usually been followed by larger and longer rallies (see next page). 
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General Disclosures 

 Investment advisory and financial planning services are offered through Candor Asset Advisors, LLC, a 

registered investment adviser. 

 Past performance is not a guarantee of future results.  

 Financial plans are hypothetical in nature and intended to help you in making decisions on your 

financial future based on information that you have provided and reviewed. Assumptions need to be 

reviewed regularly to ensure results and projections are adjusted accordingly. Small changes in 

assumptions can have a dramatic impact on the outcome of the financial plan. The projections or other 

information generated by Candor Asset Advisors regarding the likelihood of various financial outcomes 

are hypothetical in nature, do not reflect actual results and are not guarantees of future results. Past 

performance is not a guarantee or predictor of future performance. 

 The financial plan does not constitute advice in the areas of legal, accounting and tax. It is your 

responsibility to consult with appropriate professionals in those areas either independently or in 

conjunction with the planning process. 

 Candor Asset Advisor’s Privacy Policy is available at www.candorassetadvisors.com and covers 

Candor’s policies and obligations with respect to information you have provided to us and which is 

stored on our systems or on the systems of third parties with whom we have contracted to do 

business. 


