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Summary

The bull market recently
celebrated its 10t birthday
in March. After the decline in
the markets in December,
many are asking if the bull
market can last much
longer. Investors are
concerned about rising
interest rates and a slowing
global economy.

We disagree since both the
yield curve and the leading
economic indicators show a
recession is at least 1 1/2
years away.

We believe the market can
reach new highs.

See attached article entitled,
"Why the Bull Has Room to
Run".

This investment letter
is mailed qum’ter@ to
our clients and
ﬁ'iencfs.

1st Quarter 2019

DJIA 25928 S&P 500 2834  Nasdaq 7729

Milestones

It's been 20 years since Sound Investments Inc. was established. | started
working as a stockbroker in 1982. At that time, we simply bought and sold
stocks with the occasional mutual fund thrown in. The crash of 1987 is an

event that | remember well.

In the late 1990's, the laws and technology changed. An advisor who held
the CFP (Certified Financial Planner) designation could register with the
state and become an RIA (Registered Investment Advisor). This was a
better way to serve my clients and | jumped at the opportunity. At that time,
my custodian was Jack Wright and | received my daily updates via fax.
Later, Jack Wright was acquired b y TD Ameritrade and data was
converted to the internet.

In January 1999, my paperwork was accepted by the state and | became a
"fee only advisor." As a Registered Investment Advisor, | am a fiduciary
and put my clients interests first rather than the broker dealers. It's been a
pleasure to help people meet their life goals.

uick T roun

You may recall that the S&P 500 Index bottomed out below 2,400 on
December 24th, 2018. At that point, it had fallen 20% from its high of
above 2,900 on October 3rd. The stock market was officially in bear
market territory and falling fast.

Since then, stocks have staged a remarkable recovery. As | write this on
April 16th, the S&P has nearly recovered all of last year's fourth quarter
decline by hitting 2850 for the first time since early October.

So, what is driving the recovery? The Federal Reserve changed its
intentions from two interest rate increases in 2019 to a potential zero
increase this year. Despite the concerns that this pivot was due to
weakening growth, the overall effect of the Fed policy change was positive
for both U.S. and global stocks. A low interest rate environment makes
valuations more reasonable.
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The third and fourth year of the President term are generally great for ithe
stock market as can be seen below, E

_. The Presidential Term Anomaly

Winsier Inaugural Year Second Year Third Year Fowih Year |
Coolidge 1925 29.5% 1926 11.1% 1927 31.1% 1928 13.3%
Hoovar 1929 -8.9% 1930 25.3% | 1931 439% | 1932 -8 9%
FOR - 1isi 1935 52.9% 1954 -2.3% 1938  41.2% 1036 32.8%
FDR - 2n¢l 1937 35.3% 1938 33.2% 1950 0.9% 1940 10 1%
FDR - 3rd 1941 -11.8% 1942 21.1% 1943 25.8% 1944 19.7%
FDR / Truman 1945 36.5% 1946 -8.2% 1947 5.2% 1948 5.1%
Truman 1949 18.1% 1250 30.6% 1951 24.6% 1952 18.5%
lke -- st 1963 1.1% 1954 52.4% 1955  31.4% 1956 6.6%
tke - 2nd 1967 -10.9% 1958 43.3% 1952 11.9% 1960 0.5%
Kennedy / Johnson 1961 26.8% 1962 8.8% 19683  22.7% 1964 16.4%
Johnson 1965 12.4% 1966  -10.1% 1967  23.9% 1968 11.0%
Nixon 1969 -8.5% 1970 4.0% 1971 14.3% 1972 18.9%
Nixon / Ford 1973 -14.8% 1974 -26.5% 1975 31.3% 1976 23.7%
Carter 1er7 -7.4% 1978 6.4% 1976 164% 1980  32.3%
Reagan - 1st 1881 5.1% 1962 21.5% 1983  225% 1984 6.2%
Reagan -- 2nd 1985 31.6% 1286 18.6% 1987 52% 1968 16.6%
Bush 1989 31.7% 1990 3.1% 1991 30.5% 1902 7.6%
Clinton -- 1st 1993 10.1% 1994 1.3% 1995  37.6% 1996 23.0%
Clinton -- 2nd 1997 33.4% 1998 28.6% 1999  210% | 2000 91%
Bush, G.W. - isi 2001 119% | 2002  -221% | 2003  287% | 2004 10.9%
Bush, G.W. -- 2nd 2005 4.9% 2006 15.8% 2007 55% 2008  -37.0%
Obama - 1st 2009 26.5% 2010 15.1% 2011 21% 2012 16.0%
Obarna - 2nd 2013 32.4% 2014 13.7% 2015 1.4% 2016 12.0%
Trump 2017 21.8% 2018 -4.4% 2018 2020

Percent Posiiive 58.3% 62.5% 91 3% 82.6%
All (Avg) 10.5% 8.6% 17 8% 11.1%
Positive Years (Awy)_ 26.3% 21.1% 21 6% 16.9%

Source: Global Financial Data and FactSet, as of 1/14/2019."
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We focus on staying invesied in the part of the market that is moving and we believe that ii's important io
own a diversified and balanced porifolio that allows you to weather the markeis ups and downs.

The bull market recenily celebrated its 10t birthday in March. After the decline in the markets in
December, many are asking if the bull market can last much longer. invesiors are concerned about rising
interest rates and a slowing global economy. Let's look at two key indicators:

iinverted Yield Curve. This occurs when short term rates rise above long term rates and has
predicted every recession over the last six decades. This did occur briefly but the historical record
indicates a 9 to 18 month lead time from inversion to recession. Also, the inveried yield curve must
persist for at least three months in order for it to be relevant.

2.The Leading Economic Index — LEI. This is a leading indicator intended to forecast future
economic activity. Ii contains statistics such as consumer expectations, house sales, building
permits, efc. The LEI suggests that the economy, in the near term, will continue to expand but may
slow down by the year end. Over the past sixty years, a slowing LEI has led to a recession, which
occurred within 7 to 12 months of the slow down. This is similar to the Inveried yield curve. This
indicates a recession may or may not begin by 2021.

The International Monetary Fund also forecasts a slower growth rate (see chart) estimated at 2.3%,
which is in line with the resulis from the past 8 years. In addition, we are in the third year of the
presidential term which normally has a positive effect on the market.

I believe it can. The chart on the back of this page illusiraies how the market reached new highs on Jan
26th and Aug 301, 2018. As | write this on Apr 16%, the market is approximately 3.2% away from the all-
time high which is outlined on the chart. Our optimism is substantiated as first quarter earnings have
been stronger than expected and China’s economic growth has held at 6.4%. Rumor has it, the trade
spat with China will end soon.

It is entirely possible that equities may go up and down as the marke! approaches an all-time high,
repeatediy, before it convincingly breaks through. Translation — stocks may waver and at times wobble
and appear to move in slow motion as they near last year’s highs. We believe the market can go higher
and we look for confirmation in the earnings, employment and inflation fronts, which | believe will be
forthcoming.

Essentially, we believe business expansion will continue with the GNP averaging 2% or more over the

balance of 2019. Expectations that the Federal Reserve Bank could possibly lower interest rates are very
motivating. We anticipate markeis to be higher a year from now.

Sound Invesimenis Inc. / Kenneth A Gilpin CFP 913.908.4366
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