
Seeing as we are nearly halfway through the year, I believe it is worthwhile to take a moment (or two) to review the 
asset classes we invest in and how they are impacted by various market indicators. As a result of this, I hope to   
provide a better idea of where we stand in relation to the bigger picture. It is this bigger picture that we call the 
economic cycle.  
 
A look at the bigger picture  
 
At Cabana, we believe that all assets become more or less attractive relative to one another during the repeating 
economic cycle. After all, investors are constantly seeking the best return possible on their hard-earned dollars. 
This of course is subject to one very big condition - risk! Humans are reward seeking, but they are also risk adverse. 
It is this balance between risk and reward that causes assets to perform differently in response to changes in      
underlying economic fundamentals. We live in a dynamic world and investments are simply a reflection of that.  
 
The stock market likes low interest rates, as long as they aren't too low. Much like Goldilocks, the market wants its 
interest rates just right. If interest rates are too high, it becomes increasingly expensive to borrow money. If they 
are too low, it is evidence that the economy is sick and therefore there is no consumer demand. Businesses want 
easy, cheap access to capital, but they also want evidence of demand for their products or services. This is how 
interest rates, unemployment and the Federal Reserve are intertwined.  
 
Low unemployment should translate to demand and the ability to increase prices (earnings). Increasing prices is 
good, as long as they don't increase too fast. After all, there is a tipping point when expense simply overwhelms 
opportunity. Another word for this is inflation. Some inflation is good, but too much is bad.  
 
In steps the Federal Reserve. Its job is to promote employment for the good of the economy and to monitor         
inflation so that it stays contained. It does both indirectly through lowering and raising short-term interest rates. 
When it wants to stimulate things, it lowers rates and when it wants to cool things off, it raises them. When this  
occurs, it changes the attractiveness of asset classes relative to one another. Some assets do better than others 
when rates are rising. For instance, growth stocks are more attractive than bonds or REITs in a rising rate              
environment. This is because the return sought by the investor in a growth stock like Amazon or Google is in its 
ability to continue to grow its earnings. So long as there is demand for its products or services, increased              
borrowing costs can be passed along (up to a point). On the other hand, with a bond or a real estate investment, 
return is dependent upon a fixed rate of return. When interest rates move higher, it means that the bond or REIT 
investment just got relatively worse. The U.S. dollar is very much a part of all this. When rates are rising faster here 
in the U.S. compared to other places in the world, it causes the dollar to strengthen. A strong dollar pressures com-
panies that export because it makes their goods more expensive abroad. It also pressures commodities and coun-
tries that produce commodities. This is because commodities worldwide are priced in the dollar and become rela-
tively expensive as the dollar rises.  
 
All of the above results in the constant repricing of assets as we (investors) seek the best return relative to risk. So 
where do we stand at the end of June 2019? See Page 2.  
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The S&P 500 is at all-time highs and the U.S. economy is the strongest in the world, but will the old bull    
market continue to push forward?  
 
The broad U.S. equity market as represented by the S&P 500 is at all-time highs. This index represents a basket of 
the 500 largest and best companies in the U.S. and is a proxy for the general health of the U.S. stock market. A 
large part of its success this year has been the prospect of falling interest rates and an accommodative Federal    
Reserve. This, coupled with historically low unemployment, has propelled our major indexes higher. Smaller U.S. 
companies have not fared as well and are still 13% below their 2018 highs. This represents a reluctance by              
investors to take on the extra risk associated with smaller companies that are perhaps not as well capitalized. The 
risk isn't worth the reward. Likewise, emerging markets are 18% below their 2018 all-time highs. Europe is 13%    
below its highs. The problem with the rest of the world is that their interest rates are too low. Instead of                    
encouraging investors to take advantage of cheap money, investors recognize that the low rates are the result of a 
sick economy and weak demand. This weakness around the world has shown up in our transportation index. It is 
currently 12% below recent highs. Energy, as well as broad commodities, is 20% below its most recent highs and 
40% below highs reached in 2014. Not surprisingly, the U.S. dollar has continued to trade higher for the past year. 
Only recently have we seen it pull back, along with a corresponding bounce in commodity prices. This is because 
our rates have been so much higher on a relative basis than every other country. Again, our rates were low (in a 
good way) and their rates were low (in a sick way). Real estate has continued to outperform. This is due in part to 
low unemployment and contained interest rates. It doesn't hurt that commodity prices are low as well. The long 
treasury bond is at prices not seen since 2016.Treasury notes move in the opposite direction of interest rates and 
as they fall, bond prices rise. Finally, Gold has perked up and is at multi-year highs. That is due to the recent        
pullback in the dollar as rates have fallen, as well as a flight to safety play. Gold doesn't work for earnings and it 
doesn't pay a dividend. You can't eat it either. It is rarely a good sign when gold is doing well.  
 
The U.S. economy and market is undoubtedly the strongest in the world right now. With that said, leadership is 
contained in the safest of sectors. Interest rates are falling, which helps propel bonds, dividend payers and REITs. 
The question now is, at what point do the falling rates evidence something more sinister? For now, investors seem           
placated by recent commentary from our Central Bank as well as stable corporate earnings. In my opinion, real 
estate continues to be a huge factor in the continued bull market. As long as real estate holds up, we should be 
able to keep a bear market at bay. I would like to see small caps catch up and begin to outperform their larger     
safer brethren. As I have said many times before, we need the rest of the world to pull out of the doldrums for our      
economy and markets to perform at their best. It makes me nervous when we are the only ones on the dance floor. 
Finally, I would like to see the transportation index break out to new highs. That index is a leading indicator and 
would further strengthen the case that the old bull market is still pushing forward.  
 
Last week’s market commentary is available here.  
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This material is prepared by Cabana, LLC, dba Cabana Asset Management and/or its affiliates (together “Cabana”) for informational purposes 
only and is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to 
buy or sell any securities or to adopt any investment strategy. The opinions expressed reflect the judgement of the author, are as of the date of 
its publication and may change as subsequent conditions vary. The information and opinions contained in this material are derived from    
proprietary and nonproprietary sources deemed by Cabana to be reliable, are not necessarily all-inclusive and are not guaranteed as to       
accuracy. As such, no warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and omissions 
(including responsibility to any person by reason of negligence) is accepted by Cabana, its officers, employees or agents.  
 
This material may contain ’forward looking’ information that is not purely historical in nature. Such information may include, among other 
things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material 
is at the sole discretion of the reader. Past performance is not a reliable indicator of current or future results and should not be the sole factor 
of consideration when selecting a product or strategy. All investment strategies have the potential for profit or loss. All strategies have       
different degrees of risk. There is no guarantee that any specific investment or strategy will be suitable or profitable for a particular client. The 
information provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding 
their tax situation. Investment involves risk including possible loss of principal. 
 
Cabana LLC, dba Cabana Asset Management (“Cabana”), is an SEC registered investment adviser with offices in Fayetteville, AR and Plano, TX 
The firm only transacts business in states where it is properly registered or is exempted from registration requirements. Registration as an 
investment adviser is not an endorsement of the firm by securities regulators and does not mean the adviser has achieved a specific level of 
skill or ability. Additional information regarding Cabana, including its fees, can be found in Cabana’s Form ADV, Part 2. A copy of which is    
available upon request or online at www.adviserinfo.sec.gov/.  
 
The Financial Advisor Magazine 2018 Top 50 Fastest-Growing Firms ranking is not indicative of Cabana's future performance and may not be   
representative of actual client experiences. Cabana did not pay a fee to participate in the ranking and survey and is not affiliated with            
Financial Advisor magazine. RIAs were ranked based on percentage growth in year-end 2017 AUM over year-end 2016 AUM with a minimum 
AUM of $250 million, assets per client, and growth in percentage assets per client. Visit www.fa-mag.com for more information regarding the 
ranking. 
 
Cabana claims compliance with the Global Investment Performance Standards (GIPS®). In addition to the firm’s third-party verification, six of 
Cabana’s core portfolios have been performance examined consistent with GIPS® standards. The Global Investment Performance Standards 
are a trademark of the CFA Institute. The CFA Institute has not been involved in the preparation or review of this report/advertisement.        
Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide 
basis and (2) the firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS® standards. 
Verification does not ensure the  accuracy of any specific composite presentation unless an independent performance examination has been 
conducted for a specific time period. Past performance is not indicative of future results. Due to various factors, including changing market 
conditions, the portfolios may no longer be reflective of current positions.  
 
No client should assume that the future performance of any specific investment or strategy will be profitable or equal to past performance. All 
investment strategies have the potential for profit or loss. All strategies have different degrees of risk. There is no guarantee that any specific 
investment or strategy will be suitable or profitable for any investor. Asset allocation and diversification will not necessarily improve an       
investor’s returns and cannot eliminate the risk of investment losses. While loss tolerance and targeted "drawdown" are identified on the 
front end for each portfolio, Cabana's algorithm does not take any one client's situation into account. It is the responsibility of the advisor to 
determine what is suitable for the client. An advisor should not simply rely on the name of any portfolio to determine what is suitable. Cabana 
manages assets on multiple custodial platforms. Performance results for specific investors may vary based upon differences in associated 
costs and asset availability. 
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