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Quarterly Review and Outlook  

 

 

 As the third quarter nears its close, the major U.S. equity indices are at or very near all-time 

high points, while our fixed income markets are reflecting still moderate domestic inflation and strong 

investment inflows from foreign sources. Following the rather indecisive patterns of the prior quarter, 

stocks have responded positively to the broad array of strong trends in both corporate revenues and 

earnings. The prospects for continued economic growth at 3%+ rates accompanied by healthy business 

and consumer confidence seem well anchored. 

 

 In this positive economic climate, our Federal Reserve is maintaining its intentions to 

normalize monetary policy by gradually increasing its managed Federal Funds rates. These intentions 

have been well explained, and market interest rates have edged modestly higher. With the constructive 

trends now in capital expenditures, housing, employment, and wages, the Fed will be careful in its 

actions to normalize but not derail our economy. 

 

A marked and often passionate skepticism has accompanied the investment markets since the 

recovery from the paralyzing financial ruptures in 2008-2009. We have often referenced this “wall of 

worry” in past letters, and new bricks of investor or media concerns are added weekly, it seems. While 

some of these items are of little consequence, we take seriously those that are not motivated by political 

bias and weigh the context and probability of their accuracy and pertinency. At this time, we are 

focused most intently on the U.S/China trade impasse and its effect on capital spending plans for 

domestic companies that are impacted by tariffs and on any changes in Federal Reserve policy direction 

and magnitude. In today’s societal complex, which is disturbingly polarized and where political 

hyperbole and histrionics often dominate, our attention and interest are centered on what is effective 

and working economically and financially and the sustainability of such policies. 

 

The positive impact of regulatory changes coupled with the lower effective tax rates and 

repatriation of overseas profits are showing up currently and should provide economic impetus during 

the next year. Not only are employment and wage data strengthening, but capital expenditures are now 

accelerating. Importantly, corporate productivity measures are climbing, which should translate into 

higher profit margins and offset potential wage and material costs and inflation pressures. 

 

The likely continued upwardly sloping economic growth curve will provide the rationale for a 

broader participation by various industries and their equities. This factor would be an important offset 

to the investor worries about too-narrow leadership and more regulatory pressures. This prospective 

environment will also provide our Fed with the opportunity to maintain its planned moderate and 

judicious normalization policies, which in turn could reduce the potential for economic overheating. 

Finally, the prospects for international trade could confound the “experts” and recover as the current 

trade and tariff skirmishes result in less protectionism and enhanced global prosperity. 
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Obviously, the foregoing framework seems so optimistic that even the famed Doctor Pangloss 

would blush. We readily admit that very little in today’s economic and political arenas ever goes 

smoothly or evenly. But, even recognizing the bumps in the road during the past two years, very few 

envisioned the economic and financial gains that have been attained. Of course, going forward, the 

potential for shifts in our political legislative structure seem likely, trade relations with China could 

morph into a more threatening dilemma, and the Fed could misjudge the strength and resiliency of our 

economy and trigger a recession. So, we have to accept the world as it is on a near-term basis, but with 

a sharp eye on the longer-term implications of responses and adjustments. 

 

Our portfolio outlook and structuring continues to favor equities over bonds, while maintaining 

a cash reserve position that is comfortable with our clients. Much has been written lately about 

valuation levels of stocks, with the usual suspects attacking and defending current metrics. Our 

approach is to consider more than price/earnings ratios and give proper weight to measures such as 

expected and definable growth rates of revenues and earnings, free cash flow, enterprise value, and 

stability of operating margins. Our objective is to determine the value of a specific business and its 

potential return to owners. As a result, our invested positions will vary at different points based upon 

our judgments as to potential risk and return parameters from current market price levels. 

 

Given our conviction that the capital spending and profit growth cycles will continue through 

at least 2019, we will be focused on augmenting our existing technology holdings by adding 

manufacturing and transportation issues. In addition, we are continuing to analyze the broad sectors of 

health care, energy, and financials for unique companies that meet our investment screens for potential 

price appreciation. The fixed income sector remains important for income requirements, but the current 

yield spreads between high grade corporate issues and Treasury securities now favors shorter maturity 

Treasury segments. We will continue to monitor Federal Reserve policy actions and intentions and 

make necessary adjustments if and when such policies change. 

 

Clearly, with all the economic, financial, and political cross-currents in play today and likely 

to continue, our mission is to be alert and flexible in developing our investment actions. We have been 

operating in an environment that has provided generally positive returns and which, at times, has 

seemed counter-intuitive given the noise levels which have existed. We are intent on keeping our 

collective focus on the broad policies which underlie the positive economic and corporate trends, while 

being vigilant as to the often-subtle developments that could be disruptive. We are currently positive, 

but we will be watching the important fundamental events and challenges which lie ahead during the 

next three months. 
 

 

 
 
 

 

 

 
 

Disclosure:  This material is provided for informational purposes only and does not constitute investment, legal or 

accounting advice.  While reasonable care has been taken to ensure that the information herein is factually correct, 

Neville, Rodie & Shaw, Inc. makes no representation or guarantee as to its accuracy or completeness.  Certain 

information has been provided by third-party sources and it has not been independently verified and its 

accuracy/completeness cannot be guaranteed.  


