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While the year began with stocks continuing to mark new highs, the rally came to end in 
February.  The key factors contributing to the market’s pullback were rising interest rates, 
worries about potential trade tariff wars and a retreat of once-favored technology shares.  By 
the end of March, most domestic stock indexes were slightly lower, with small cap stocks faring 
better than large caps.  In fact, the S&P 500 fell 1.2% for its first quarterly loss since 2015. 
 
Yet, even after a rocky first quarter, major indexes remain up in double digits over the past 12 
months, and economists’ outlooks remain largely positive.  Their views are supported in part by 
a $1.5 trillion tax-cut package that is expected to boost corporate earnings and help prolong an 
eight-year U.S. expansion.  The market is still trying to work out whether the expected increase 
in interest rates will choke off economic activity, even with these tax cuts in effect.  Also, 
investors remain nervous about President Trump’s proposed trade tariffs, specifically those 
targeting China, and their impact on the global trade situation. 
 
Bonds struggled to post gains as yields on the 10-year U.S. Treasury bond rose slightly from 
2.4% at year-end to 2.7% by the end of the first quarter.   The Federal Reserve continued to 
slowly unwind its massive $4.4 trillion investment in bonds, and raised its Fed Funds rate from 
1.5% to 1.75%.  Fed Chairman Jerome Powell anticipates at least two more rate increases this 
year, citing strong economic growth and its link to higher inflation.  
 
While the two-year rally in Emerging Markets may give some investors pause, we believe that 
for most of our clients, it still makes sense to hold 5-10% exposure in such risker economies as 
China, South Korea, Taiwan, India and Brazil.  This asset class was one of the best again for this 
quarter, aided in part by the weakening dollar relative to most other foreign currencies.    
 
The past year has shown that diversification can help to both lower risk and increase returns.  
We design efficient portfolios that depend on combinations of asset classes rather than 
individual securities.  We rely on top-down macroeconomic events like those highlighted in this 
commentary to base our strategies. 

 

Past performance is not a guarantee of future results. It is also important 

to note that one cannot invest directly into an index. Diversification 

cannot assure a profit or guarantee against a loss of value. 
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