
Economic Summary

The equity markets are off to their strongest start since 
1997, with the S&P 500® ending the first half of the year 
up 18.54% (Chart 1). Geopolitical concerns dominated 
the news feed with the China trade conflict consuming 
most of the headlines. Regardless of the noise, the overall 
economy looks to be in good shape. Unemployment 
remains very low at 3.6% and has consistently remained 
low even as additional participants have entered the job 
market. Leading economic indicators are robust but are 
showing modest signs of flagging (Chart 2). As inflation 
remains below the Fed (Federal Reserve) target of 2%, 
there is a likelihood of one or more rate cuts starting 
in July 2019.

Corporate profit margins look healthy (Chart 3) and 
revenue growth is forecasted to increase 4%, according 
to FactSet. With lower tax rates, reduced bureaucratic 
regulation, and low interest rates, corporate profits are 
expected to increase 3-4% for the year, following a 
20% increase in 2018.

Central banks around the globe are taking a more dovish 
stance on monetary policy and will likely push interest 
rates even lower, and in some cases, push negative rates 
even more negative. Currently, there are roughly $13 
trillion in sovereign bonds that trade with negative yields 
to maturity. It’s hard to believe that anyone would lend 
money with the certainty of getting less than their 
principal in return. We live in historic times.

The Bond Market

When the year started, interest rates seemed poised to 
move higher. The Fed was indicating two increases in 
the Fed Funds rate. The government was expanding 
the national debt at roughly $1 trillion per year, and 
inflation was forecasted north of 2% with very low 
unemployment figures. What has transpired so far in 
2019 is the complete opposite. Yields on U.S. 
Treasuries have decreased and spreads on corporate 
bonds have narrowed.

Corporate credit spreads have compressed in 2019 
and investors should be particularly cautious of 
corporate bonds that are teetering on the brink of 
junk. They could see a downgrade, even if the 
economy just slows modestly.

The Stock Market

Growth stocks continued their outperformance as the 
Russell 1000® Growth index posted a total return of 
21.5% vs. 16.2% by the Russell 1000® Value index 
(Chart 4). The growth heavy sectors (Technology and 

Consumer Discretionary) outperformed the overall 
market, while the value heavy sectors (Utilities and 

Energy) underperformed. The impact of passive 
investing (indexing) on the general market has been 
that of letting the winners (growth stocks) run longer 
and the losers (value stocks) continue to trail.

Equity valuations are currently in line with historical 
averages. S&P 500® profit margins remain strong, and 
corporate America continues to contribute mightily to 
unprecedented prosperity in the U.S.
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Past performance does not guarantee future results. You cannot invest directly in an index.
1 The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange and the NASDAQ. 
2 The S&P 500® Index is a capitalization weighted unmanaged index of 500 widely traded stocks, created by Standard & Poor’s. The index is 
 considered to represent the performance of the stock market in general.
3 The Russell 2000® Index is an unmanaged index of the smallest 2,000 stocks in the Russell 3000® Index.
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Past performance does not guarantee future results.

WWW.AVEMARIAFUNDS.COM

Economic Summary

The equity markets are off to their strongest start since 
1997, with the S&P 500® ending the first half of the year 
up 18.54% (Chart 1). Geopolitical concerns dominated 
the news feed with the China trade conflict consuming 
most of the headlines. Regardless of the noise, the overall 
economy looks to be in good shape. Unemployment 
remains very low at 3.6% and has consistently remained 
low even as additional participants have entered the job 
market. Leading economic indicators are robust but are 
showing modest signs of flagging (Chart 2). As inflation 
remains below the Fed (Federal Reserve) target of 2%, 
there is a likelihood of one or more rate cuts starting 
in July 2019.

Corporate profit margins look healthy (Chart 3) and 
revenue growth is forecasted to increase 4%, according 
to FactSet. With lower tax rates, reduced bureaucratic 
regulation, and low interest rates, corporate profits are 
expected to increase 3-4% for the year, following a 
20% increase in 2018.

Central banks around the globe are taking a more dovish 
stance on monetary policy and will likely push interest 
rates even lower, and in some cases, push negative rates 
even more negative. Currently, there are roughly $13 
trillion in sovereign bonds that trade with negative yields 
to maturity. It’s hard to believe that anyone would lend 
money with the certainty of getting less than their 
principal in return. We live in historic times.

The Bond Market

When the year started, interest rates seemed poised to 
move higher. The Fed was indicating two increases in 
the Fed Funds rate. The government was expanding 
the national debt at roughly $1 trillion per year, and 
inflation was forecasted north of 2% with very low 
unemployment figures. What has transpired so far in 
2019 is the complete opposite. Yields on U.S. 
Treasuries have decreased and spreads on corporate 
bonds have narrowed.

Corporate credit spreads have compressed in 2019 
and investors should be particularly cautious of 
corporate bonds that are teetering on the brink of 
junk. They could see a downgrade, even if the 
economy just slows modestly.

The Stock Market

Growth stocks continued their outperformance as the 
Russell 1000® Growth index posted a total return of 
21.5% vs. 16.2% by the Russell 1000® Value index 
(Chart 4). The growth heavy sectors (Technology and 

Consumer Discretionary) outperformed the overall 
market, while the value heavy sectors (Utilities and 

Energy) underperformed. The impact of passive 
investing (indexing) on the general market has been 
that of letting the winners (growth stocks) run longer 
and the losers (value stocks) continue to trail.

Equity valuations are currently in line with historical 
averages. S&P 500® profit margins remain strong, and 
corporate America continues to contribute mightily to 
unprecedented prosperity in the U.S.

market commentary – Q2 2019

0%

2%

4%

6%

8%

10%

12%

14%

'99 '01 '03 '05 '07 '09 '11 '13 '15 '17 '19

S&P 500 profit margins
Quarterly operating earnings/sales

1Q19:
11.2%

Recession

Chart 3 
Source: JP Morgan Asset Management

“Guide to the Markets” – 3Q 2019



WWW.AVEMARIAFUNDS.COM

Economic Summary

The equity markets are off to their strongest start since 
1997, with the S&P 500® ending the first half of the year 
up 18.54% (Chart 1). Geopolitical concerns dominated 
the news feed with the China trade conflict consuming 
most of the headlines. Regardless of the noise, the overall 
economy looks to be in good shape. Unemployment 
remains very low at 3.6% and has consistently remained 
low even as additional participants have entered the job 
market. Leading economic indicators are robust but are 
showing modest signs of flagging (Chart 2). As inflation 
remains below the Fed (Federal Reserve) target of 2%, 
there is a likelihood of one or more rate cuts starting 
in July 2019.

Corporate profit margins look healthy (Chart 3) and 
revenue growth is forecasted to increase 4%, according 
to FactSet. With lower tax rates, reduced bureaucratic 
regulation, and low interest rates, corporate profits are 
expected to increase 3-4% for the year, following a 
20% increase in 2018.

Central banks around the globe are taking a more dovish 
stance on monetary policy and will likely push interest 
rates even lower, and in some cases, push negative rates 
even more negative. Currently, there are roughly $13 
trillion in sovereign bonds that trade with negative yields 
to maturity. It’s hard to believe that anyone would lend 
money with the certainty of getting less than their 
principal in return. We live in historic times.

The Bond Market

When the year started, interest rates seemed poised to 
move higher. The Fed was indicating two increases in 
the Fed Funds rate. The government was expanding 
the national debt at roughly $1 trillion per year, and 
inflation was forecasted north of 2% with very low 
unemployment figures. What has transpired so far in 
2019 is the complete opposite. Yields on U.S. 
Treasuries have decreased and spreads on corporate 
bonds have narrowed.

Corporate credit spreads have compressed in 2019 
and investors should be particularly cautious of 
corporate bonds that are teetering on the brink of 
junk. They could see a downgrade, even if the 
economy just slows modestly.

The Stock Market

Growth stocks continued their outperformance as the 
Russell 1000® Growth index posted a total return of 
21.5% vs. 16.2% by the Russell 1000® Value index 
(Chart 4). The growth heavy sectors (Technology and 

Consumer Discretionary) outperformed the overall 
market, while the value heavy sectors (Utilities and 

Energy) underperformed. The impact of passive 
investing (indexing) on the general market has been 
that of letting the winners (growth stocks) run longer 
and the losers (value stocks) continue to trail.

Equity valuations are currently in line with historical 
averages. S&P 500® profit margins remain strong, and 
corporate America continues to contribute mightily to 
unprecedented prosperity in the U.S.

Past performance does not guarantee future results. You cannot invest directly in an index.
4 The Russell 1000® Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those 
 Russell 1000® companies with higher price-to-book ratios and higher forecasted growth values.
5 The Russell 1000® Value Index Measures the performance of the large-cap value segment of the U.S. equity universe. It includes those Russell 
 1000® companies with lower price-to-book ratios and lower expected growth values.
Schwartz Investment Counsel, Inc., a registered investment adviser established in 1980, serves as investment adviser for Ave Maria 
Mutual Funds and invests only in securities that meet the Funds’ investment and religious requirements. The returns may be lower or 
higher than if decisions were based solely on investment considerations. The Funds’ method of security selection may or may not be 
successful and the Funds may underperform or outperform the stock market as a whole. All mutual funds are subject to market risk, 
including possible loss of principal.
Request a prospectus, which includes investment objectives, risks, fees, expenses and other information that you 
should read and consider carefully before investing. The prospectus can be obtained by calling 1-866-283-6274 or it can 
be viewed at www.avemariafunds.com. Distributed by Ultimus Fund Distributors, LLC.
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