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May 23, 2019

If the bull market of the 1990’s can be referred to as the “Raging Bull”, the current 
bull market (a period of rising stock prices) could easily be dubbed the “Resilient 
Bull”. It has outlasted all of its predecessors, turning 10 years-old in March. Capital 
markets can be analogous to a pendulum. They tend to swing too far one way 
only to reverse course and swing back the other way, restoring balance at some 
point along its path. Often referred to as “reversion to the mean”, the concept 
implies that markets can’t go up forever and will eventually revert. The implicit 
assumption is that market expansions or contractions are time dependent. The 
longer they persist, the less likely they are to continue. As our current Resilient 

Bull is demonstrating, this notion of time dependence in market cycles is flawed. So the question 
remains of how to determine when the capital market pendulum is nearing its apex and about to 
reverse course.

The Raging Bull ended in early-2000 in an Icarian fall from outrageous valuations. The Resilient Bull 
will come to an end at some point as well. The ensuing bear market (a period of falling stock prices) 
will undoubtedly be painful and anxiety-inducing. That bear market will also end though, and will usher 
in a new bull market. This is the cycle that defines our capital markets and has led to outstanding 
wealth creation over decades despite periodic crises.

Impact of Current Trade Negotiations

The current crisis facing our Resilient Bull is a breakdown in trade negotiations between the U.S. and 
China. After months of seemingly positive momentum on a new trade pact with China and supposedly 
with a formal agreement in sight, negotiations stalled in early May. Increased tariffs that President 
Trump had indefinitely postponed in March were put into effect on May 10th. The U.S. administration 
also took steps to impose tariffs on another $300 billion of imports from China, but these are unlikely 
to go into effect until July at the earliest. 

News of the faltering negotiations led to a sharp decline in the global stock market, the biggest drop 
so far this year. The S&P 500 Index dropped about six percent, just after minting a new all-time high 
in early May and completing a full recovery from the market swoon during the last three months of 
2018. So can our Resilient Bull overcome this threat? 

The question is easy to answer, just go to any financial news website, 
but a correct answer is obviously impossible to really know. Seeking 
an answer to this question and then making investment decisions 
based on that assumption is what gets so many investors into trouble 
though. There will always be that investor that rises to fame for 
profiting on a market call or prediction that came true. For each of 
these clairvoyants there are many investors that weren’t so fortunate 

A swinging pendulum, 
we know it will swing 

back the other direction 
at some point.
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in their predictions. What is predictable about capital markets is the cyclicality of them. A swinging 
pendulum, we know it will swing back the other direction at some point. What we don’t and can’t 
know is when it will reverse course.

Behind the commotion of trade negotiations with China is an economy that is quite strong and 
diversified. The jobless rate in the United States is 3.6 percent, the lowest since 19691. The U.S. 
economy grew by 3.2 percent during the first quarter of this year and has grown by an average of 3.3 
percent over the past year, the fastest rate of growth since 20152. So far this year, over 70 percent of 
U.S. companies have reported profits that exceeded expectations. While profits can be manipulated 
to a certain degree, over half have also reported higher than expected revenues, which is a number 
that is more difficult to adjust3. In this context, it isn’t apparent that our Resilient Bull is running out 
of steam. Except in hindsight, the gyrations of the capital markets are an unknown. Don’t let anyone 
convince you otherwise and jeopardize your financial well-being.

Risk and Returns

Investing is inherently risky. It involves shifting capital from those that have it to those that need 
or want it. The primary reason that investors do this is with the expectation of a financial gain. We 
make these investments knowing there is some degree of risk. In theory, we are willing to make a 
riskier investment if we believe that the financial gain will be proportionate. It is in this respect that 
we seek to allocate your capital. According to the level of risk that we have agreed upon with you, 
we invest on your behalf for a financial return that is commensurate with that level of risk. In the 
current environment, we believe, but can’t know, that returns are likely to be lower over the next 
several years than they have been over the past several years. This is due to a combination of factors 
including current market valuations, global monetary stimulus efforts of the past decade, historically 
low interest rates, and global government debt levels.

As we make investment decisions for your accumulated financial wealth, 
our focus is not on attempting to forecast the direction of markets in 
the near-term. Rather we concentrate on positioning your investments 
for long-term success in meeting your goals or supporting your lifestyle. 
We understand that market behavior over short periods can and will be 
irrational and unpredictable. A longer-term mindset allows us to be less 
emotional or distracted in managing your investments.

As this Resilient Bull continues, we are pleased to see your investments appreciate. When the longest 
bull market in history eventually comes to an end, we’ll be here to help guide and support you through 
it.

Table 1

Market Indices (as of 3/31/19) 1st Quarter One Year
Dow Jones Industrial Average  +11.8%  +10.1%
NASDAQ Composite  +16.8%  +10.6%
S&P 500 Index  +13.7%    +9.5%
Barclays Capital Aggregate Bond Index    +2.9%    +4.5%
Small Cap Stock (Russell 2000 Index)  +14.6%    +2.1%
Non-US Stock (MSCI EAFE Index)  +10.0%     -3.7%
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Earlier this month, we added to our Birchwood family. The newest addition to the team is Brett Hall. 
Brett joins us as a Client Support Specialist and will be working alongside Stacey, Ellen and Kimmie 
to provide operational support for our clients and advisors. Brett is eager to contribute and brings a 
lot of positive energy to the office. Please join us in welcoming him to our team.

Gratefully yours,

Steve Dixon, CFA
Investment Manager
Let’s Connect 
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1 Source: Bureau of Labor Statistics. Employment Situation Summary, May 3, 2019; https://www.bls.gov/news.release/empsit.nr0.htm 

2 Source: U.S. Bureau of Economic Analysis, Real Gross Domestic Product, retrieved from FRED, Federal Reserve Bank of St. Louis; https://
fred.stlouisfed.org/series/A191RL1Q225SBEA, May 22, 2019.

3 Source: S&P Dow Jones Indices, S&P 500® Earnings and Estimate Report; https://us.spindices.com/documents/additional-material/sp-
500-eps-est.xlsx, May 22, 2019.

Table 1 Source: Morningstar. Market indexes are unmanaged and investors cannot invest directly in indexes. However, these indexes 
are accurate reflections of the performance of the individual asset classes shown. All returns reflect past performance and should not be 
considered indicative of future results.

Investment advisory services offered through Birchwood Financial Partners, Inc. an SEC Registered Investment Advisor.

Opinions expressed are not intended as investment advice or to predict future performance. No independent analysis has been performed. 
Investment decisions should not be based on information in this letter since the information contained here is a singular update, and prudent 
investment decisions require the analysis of a much broader collection of facts and context. All information is believed to be from reliable 
sources, however we make no representation as to its completeness or accuracy. All economic and performance information is historical and 
not indicative of future results. Asset allocation, which is driven by complex mathematical models, should not be confused with the much 
simpler concept of diversification. Asset allocation cannot eliminate the risk of fluctuating prices and uncertain returns. Rebalancing may be 
a taxable event. Before taking any specific action, be sure to consult your tax professional.
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