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  The U.S. economy expanded more than 4% in the second quarter, reversing the 
first quarter contraction and marking the fastest growth since the third quarter of 2013.  
While improved consumer and business spending helped drive the U.S. economy, global 
demand was much more tepid during the second quarter.  This divergence may have a 
unique influence on the U.S. financial markets. 

 With the economy likely to grow 2% for the fourth time in five years and project-
ed to expand by 3% next year, there is support for the Federal Reserve’s decision to end 
its money printing efforts in October.  However, international central bankers are facing 
the opposite pressure.  China’s economy has been decelerating for the past several years, 
Japan just recorded its largest economic contraction in more than three years and the Eu-
rozone continues to flirt with another recession (Chart 1).  As the U.S. Federal Reserve 
begins to back away from direct monetary stimulus, global central banks are likely to step 
up in their place. 

 Looking back at the various quantitative easing (QE) measures – or asset purchas-
es – conducted by the U.S. Federal Reserve over the past six years, there is a clear posi-
tive correlation between the Fed’s asset purchases and the stock market returns (Chart 2).  
Despite financial markets already being awash with easy money, the additional stimulus 
from foreign central banks should only further support positive gains.  The question is 
whether the benefits will be experienced domestically or abroad.   

 Currently, foreign money is pouring into U.S. financial markets.  As discussed in 
last month’s article, foreign bond investors are seizing on the comparative higher U.S. 
bond yields and placing downward pressure on U.S. interest rates, while the stronger U.S. 
growth outlined earlier has likely attracted foreign equity investors to the U.S. stock mar-
kets.  Furthermore, as foreign central banks look to revive their economies by devaluing 
their currencies through money printing, the U.S. dollar has strengthened more than 5% 
against a basket of global currencies (Chart 3).  A strong U.S. dollar is only likely to fur-
ther support foreign capital coming into the country and our financial markets.   

 As long as U.S. interest rates remain low, the strong dollar attracts foreign capital 
and the economy expands at an average pace, we should see tailwinds to investing in the 
U.S. markets.  The main risk associated with this scenario is the prospect of a financial 
bubble.  Market tops are usually associated with higher than average valuation multiples 
and, while the stock market is close to fully valued based on the projected earnings and 
historical valuation metrics, we will be closely watching to ensure that any additional up-
side in the market is justified by revenue and earnings growth of corporations. 
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Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any 
specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Valicenti Advisory Services, Inc.), or any non-investment related 
content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or 
prove successful.  Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.  Moreover, you should not assume 
that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Valicenti Advisory Services, Inc. To the extent that a reader has 
any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. Valicenti Advisory 
Services, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the Valicenti Advisory Services, 
Inc.’s current written disclosure statement discussing our advisory services and fees is available for review upon request.  Please Note: Fee-Based services. The Registrant provides investment advisory services 
on a fee basis. The Registrant does not receive any transaction/commission-based compensation for its investment advisory services. Rather, its only compensation is derived from fees paid to it by its clients as 
discussed on Part 2A of its written disclosure statement. However, because the Registrant is now affiliated with Valicenti Insurance, a NY insurance agency that is licensed to offer insurance products on a 
commission compensation basis, the Registrant cannot hold itself out as a "fee-only" advisory firm.  
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