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Clarity…Courage…Commitment 

We have opened with this 

line before, but never has it 

been more appropriate - 

‘what a difference a quarter 

makes’.  The symmetry in 

market performance from 

Q4 2018 to Q1 2019 is quite 

remarkable.  After closing 

out 2018 with the worst 

quarterly market 

performance in a decade 

the market almost fully 

recovered those losses in 

the 1st quarter of 2019.  So 

what happened? 
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The main catalyst was the 

actions of the Federal 

Reserve.  For one, the Fed 

dramatically shifted its 

language in communicating 

to the market what interest 

rate movements to anticipate 

through 2019.  In December 

Federal Reserve Chairman 

Jeremy Powell expressed a 

harder line position on 

interest rates, indicating that 

two interest rate increases in 

2019 should be expected.  

This is what threw the 

markets into a downward 

spiral at that point.  In 

January Powell took a 

dramatically different stance, 

indicating that the Federal 

Reserve was likely done 

raising interest rates for the 

foreseeable future.  The Fed 

even took it a step further in 

the 1st quarter and indicated 
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 that it was no longer going to try to reduce its balance sheet holdings 

back towards pre-crisis levels.  This was a tool the Fed used during 

the financial crisis and in its aftermath to keep interest rates at 

artificially low levels.   

Unfortunately, the reason for the change in heart by the Fed is due to 

a slowing economy both in the US and abroad.  And while there are 

no indications of a recession on the horizon, economic growth and 

earnings growth are at a much slower pace than what we experienced 

in the first half of 2018.   

 

The Equity Markets 

 Global equity markets, as measured by the MSCI All Country World 

Index, ended the quarter up 12.33%.  While all equity markets were 

up for the quarter, US equities generally outperformed non-US 

markets and were up 14.04% overall.  Returns among other 

developed equity markets were up 10.45% in the 1st quarter and the 

MSCI Emerging Markets Index was up 9.92%.  US REIT stocks were 

the biggest winner for the quarter, up 15.72%.  In the US, small cap 

stocks outperformed large cap stocks and value stocks 

underperformed growth stocks.  

 

The Fixed Income Markets  

The bond markets also had strong performance in the 1st quarter of 

2019.  The Bloomberg Barclays US Aggregate Bond Index returned 

2.94%.  The municipal bond market performed in line with the  
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taxable bond market, up 2.90% for the quarter.  In response to the Federal Reserve 

backing off from its commitment to raising interest rates, the bond market reacted 

very positively with the yield on the 10 year treasury declining 28 bps to end the 

quarter at 2.41%.   

Credit spreads, which are the difference between yields on lower quality and higher 

quality fixed income securities, tightened for the quarter, which caused corporate 

bonds to outperform treasuries.  The high yield bond markets also had a very 

strong quarter, up 7.3%. 

So, what did all of this mean for investors?  It was a quarter we would love to repeat 

over and over again.  For a diversified portfolio, depending on an investor’s asset 

allocation, returns for the quarter were up, on average, between 6 and 12%. 

  

Looking Ahead 

 In addition to the shift in expectations on where interest rates are going in the 

short-term, the markets were also responding to a softer stance on trade 

negotiations between the US and China.  What the final outcome will be is yet to be 

known, but the markets are positioned for an amicable trade deal.  If things take a 

turn for the worse, the markets will likely react quite negatively. 

After strong economic growth in 2018, triggered in part by the tax package passed 

at the end of 2017, we expect growth in the US to move back to a more trend-like 

level of 2% of GDP.  Europe and Asia continue to struggle with maintaining 
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 economic growth momentum.  The hope is that with China’s more aggressive 

attempts at reigniting stronger growth through interest rate easing, tax cuts, and 

infrastructure spending, they will be able to ‘lift all tides’ if they are successful.    

The performance of the past two quarters reminds us of the importance of not 

reacting when the markets turn volatile.  Sticking to our strategic plan and staying 

focused on our long-term goals and objectives allows us to not react, or to be 

overly concerned with short-term market swings.  Reminding ourselves that the 

markets do not move in a straight line but, that over time, they do tend to go up 

and that focusing on the upward trend keeps us on track to staying the course.    

  

As always, we would love to hear from you, so feel free to contact us at any time. 
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