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2019 1st Quarter 
Review 
Happy Spring! Although it hasn’t 
really felt like it here in Central Ohio, 
has it? With the exception of a few 
recent days, it’s been a pretty cold 
spring. I wish someone had told 
Mother Nature that Punxsutawney 
Phil couldn’t find his shadow on 
February 2nd, signaling an early 
spring!


Luckily for investors, though, the 
market environment really heated up 
at the end of December and stayed 
hot all quarter!


The bull is back!(?) 

In the last 6 months the S&P 500 has gone from its worst quarter in over seven years to its best 
quarter in almost ten years. The S&P 500 index was up 13.65% on a total return (including 
dividends) basis for the quarter, and the Morningstar U.S. market index, a broader benchmark that 

also includes small-cap stocks, gained a 
total return of 14.09%.


Stocks that are in the growth category 
outperformed their value and core (or 
blended) counterparts. Mid-cap growth 
was the best performing segment, coming 
in at just over 21% for the quarter. After 
large-cap value outperformed in Q4 2018, it 
was the weakest segment within equities 
during Q1, with a return of 10.32%.
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All 11 of Morningstar’s market 
sectors enjoyed gains for the first 
quarter. The strongest sectors were 
technology (up 19.6%), industrials 
(up 17.7%), and communication 
services (up 16.7%). The weakest 
sector was healthcare, but it was 
still up 7.9%. Which begs these 
questions: “Have the markets gone 
up too much, too fast?”; and “How 
much more can they go up before 
another correction?”


Based on a quarter-end assessment 
of Morningstar’s fair value estimates 
of these 11 sectors, they showed 
(see chart to the right) that the 
majority were still trading at a 
discount. With the exception of the 
Utilities sector, theoretically, the market may still have some room to run. So far, April has seen the 
rally continue.


Market volatility significantly declined compared to last year. Through 3/31/19 there were only 2 
trading days where the S&P moved greater than or equal to +/-2%, versus last year when there 
were 20.




While this certainly has been a wild 
ride, it's not without precedent. 
Research firm, Bespoke Investment 
Group, published this chart (left) 
showing that since the financial 
crisis, there have been three other 
periods where a sharp drop for the 
quarter was followed with a large 
gain in the next. They also point out 
that in each of the three preceding 
instances, the second quarter after 
the decline was also positive, 
painting a nice picture for the 2nd 
quarter.


Bonds also did very well last 
quarter. As I’ll discuss here in a bit, 

with the prospects of an overzealous Federal Reserve Board all but gone, interest rates across all 
maturities fell, pushing bond prices up. The Bloomberg Barclays US Aggregate Bond index was up 
2.94%. One of the best performing bond segments was longer-term maturity corporate bonds with 
the Morningstar Long-Term Corp Bond index gaining 7.46% in total return for the quarter. The worst 
performing was the Morningstar Short-Term US Government Bond index with a gain of 1.11%


Economy 

Overall, the majority of economic indicators showed a slight improvement in January versus 
December, however February showed that growth slowed again with weaknesses in manufacturing, 
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employment, inflation, and consumer spending. The final 4th quarter GDP results came in at 2.2%, 
which was a downward revision from the 2.6% estimate released early February. For the 2018 
calendar year, GDP increased 2.9%.


GDP forecasts for the first quarter 2019 started out with a pretty dismal view, but improved 
dramatically as we’ve gone through April. Referencing the Federal Reserve Bank of Atlanta’s 
“GDPNow” model, on March 1st the initial forecast was only 0.3%. Then on 4/19 the estimate 
increased to 2.8%.


The government shutdown, which started on December 21, 2018 and ended on January 25th (35 
days) was, by far, the longest on record. (the previous record was 21 days in 1995/1996). It appears 
as though it will have a minimal effect on the overall economy. Initially, the congressional budget 
office reported that the total cost to the economy was $11 billion, however growth tends to rebound 
after the shutdown ends as employees receive backpay and government spending resumes. So, the 
estimate is for a permanent loss of $3 billion, or 0.20% of GDP. Interestingly enough, the S&P 500 
return over the 35 day period was +10.3%, which marks the best performance during a shutdown in 
history.


On the employment front, we have some 
somewhat contradictory data to digest. In 
the way of new job creation, the U.S. 
economy created a respectable 541,000 
new non-farm payrolls (chart right) in the 
first quarter, putting the monthly average 
of 180,000 - however, below the 223,000 
monthly average achieved over the first 
quarter of 2018. So, from that standpoint it 
does appear as though hiring has slowed. 
But then you look at the national 
unemployment rate and initial jobless 
c l a i m s ( n e w p e o p l e fi l i n g f o r 
unemployment benefits) you see a very 
robust economy where pretty much 
everyone has a job that wants one.


On April 13th, for the third week in 
a row, initial jobless claims came in 
at only 192,000 - well below the 
estimated forecast of 205,000. This 
chart (left), published by Bespoke, 
shows a consistently improving 
labor market.


A d d i t i o n a l l y , t h e n a t i o n ’s 
unemployment rate has dropped 
to 3.8%, which is a 50-year low! 
You have to go all the way back to 
December 1969 to find a lower 
rate than that. (chart below). 

However, as I’ll soon share, we might 
have reached the lows on this and this rate may start going up soon.
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Looking at some important 
leading indicators recently 
released we also see signs 
of a slowing economy.



O n M a r c h 2 6 t h t h e 
C o n f e r e n c e B o a r d 
Consumer Confidence 
report contained some very 
weak data points. The 
metric called “Consumers’ 
overall assessment of the 
present situation” fell over 
7% in March from February. This was the biggest decline month-over-month since January 2013. 

Bespoke published a report 
pointing out that declines of 
this magnitude can often be 
an indicator of a looming 
recession when they come as 
part of a broader economic 
deceleration. As shown in 
their chart (right), there have 
only been two times where 
this signal has occurred 
outside of the immediate 
proximity to a recession 
(1985-1986 & 1995-1996).


The second warning signal 
was in the “Consumer’s 
assessment of the labor 

market”. This metric measures the ratio between consumers reporting jobs as “hard to get” and 
t h o s e r e p o r t i n g j o b s a s 
“ p l e n t i f u l ” . I t i s h i g h l y 
correlated to the economic 
env i ronmen t . When th i s 
number increases it means 
that more people are reporting 
that jobs are harder to get than 
in the previous month. A one-
off increase in this number is 
usua l l y no t o f conce r n . 
However, as Bespoke shows 
(chart above), whenever this 
indicator rises by 5% or more 
month-over-month and posts a 
gain when compared to 6 
months prior - this happens 
almost exclusively during 
recessions. 


Next up we’ll look at the Conference Board’s Leading Economic Index (LEI) reported on April 18th. It 
measures month-over-month percentage changes (up and down) in ten components which are 
considered to be “leading” indicators. That is, they are good forecasters for where the economy is 
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going (versus a “lagging” indicator 
which usually doesn’t show up in the 
data until later and therefore confirms 
the economic environment of the 
recent past). Indicators such as initial 
jobless claims for unemployment 
insurance, manufacturer’s new orders 
for consumer goods and materials, and 
building permits for new housing are all 
considered “leading” indicators.


The April data release, which measured 
the percentage change in March 
posted a very respectable increase of 
0.4%, after the LEI saw no change in 
January and a modest 0.1% increase 
in February. Comments issued with the 
press release, however, offered a stoic 
tone: 


“The US LEI picked up in March with labor markets, consumers’ outlook, and financial conditions 
making the largest contributions,” said Ataman Ozyildirim, Director of Economic Research at The 
Conference Board. ”Despite the relatively large gain in March, the trend in the US LEI continues to 
moderate, suggesting that growth in the US economy is likely to decelerate toward its long term 
potential of about 2 percent by year end.” 


The chart above (blue line is the LEI) shows that the 6-month growth rate has been steadily slowing 
since last year. 


Lastly, we’ll examine what is probably the most closely watched leading indicator  - the bond yield 
curve. As I’ve shared in past newsletters, (which you can find here on my website: https://
www.forestviewfp.com/quarterly-newsletters) you’ve seen me speak about the yield curve, and how 
the “inversion” of this curve is a strong predictor of a recession. While it is a strong indicator, it 
doesn’t tell us when the recession will happen, but generally recessions have occurred within 
several months to a couple of years after inversion.


The first official inversion since 2007 took place on December 4th when the yield on the 5-year 
treasury note dipped below the yield on the 2-year note. However, while the market freaked out 
when it happened, an inversion of the 5-year/2-year is not a good recession predictor. 


On Friday, March 22nd, we had another inversion event. For the first time in more than 3,000 days 
the yield (aka interest rate paid to investors) on the 3-month treasury bill paid more than the yield on 
the 10-year treasury note. While, arguably, the most closely watched ratio is the spread between the 
10-year and 2-year notes, the 10-year/3-month is still very important. However, it has flashed a few 
“false positives” over the years.


The only combination that has never been wrong is the 10-year/2-year. Every time that combination 
of maturities in the yield curve has inverted a recession has followed within the next two years, and 
it has not yet inverted.


The other thing we need to consider in these inversions is how long the curve stays inverted. The 
longer it stays inverted, the greater probability a recession will follow. In this case, the inversion of 
the 10-year/3-month literally lasted only a few days. (see chart below)
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While there are areas of 
the curve that are still 
i n v e r t e d , t h e m o s t 
important combination 
indicators are positive.


L a s t l y , I w a n t t o 
emphasize that just 
because the yield curve 
inverted doesn’t mean 
that the sky is falling - at 

least not immediate ly. As 
indicated already there is usually 
a lag in time from when an 
inversion occurs to when a 
recession starts. Stock prices, 
on average, tend to continue to 
increase after an inversion 
happens, and then starts to 
d e c l i n e s h o r t l y b e f o re a 
recession officially starts. (see 
chart right)


Federal Reserve 


The Federa l Open Market 
Committee met two times in the 
first quarter. January 29-30 and 
then again March 19-20. The 
remarks from Chairman Powell 
during the press conference after 
the January meeting was exactly what the market wanted to hear: “The case for raising rates has 
weakened somewhat”. They left rates alone and, in addition, they vowed to take a “patient” 
approach toward any more hikes. Powell added that the fed funds rate is now “in the committee’s 
range of a neutral rate estimate”. He also stated that while they see slower growth, they expect that 
the American economy will grow at a solid pace in 2019.


The remarks after the March meeting was pretty much a reiteration of the January meeting. Labor 
and other indicators are still strong, albeit growing slower than last year; Inflation remains near their 
2% annual rate; and they will be keeping rates where they are in the “neutral range”. 


As of 4/5 the market was pricing in the following odds for the direction of rates between now and 
the January 2020 meeting: 0% chance of a hike; 40.7% chance of no change; and 59.3% chance of 
a rate cut. However, if the markets continue to rally it will be harder for the Fed to justify the market’s 
expectations. What the market is pricing in and what the Fed is currently forecasting are two 
different things, which could become a problem for the markets if the Fed goes against 
expectations. 


In fact, if you looks at where the FOMC members themselves see where interest rates will be in the 
near future, we can look at the “Dot Plot” that they publicly release after their meetings. From this 
chart, you can see that the member, as a whole, generally see interest rates higher next year and 
beyond. (chart below. Each yellow dot represents an FOMC member’s belief of where interest rates 
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should be at the various time 
periods on the horizontal axis).


Additionally, as it relates to the 
trade war with China, even 
though the March 1st deadline 
came and went, negotiations 
have been going on and on April 
4th President Trump stated that 
a deal may come within 4 
weeks. (As I’m wrapping up this 
letter toward the end of April a 
deal has yet been made). 
Regard less , investors are 
expecting the US and China to 
reach a trade agreement in the near future, which should lead to better economic growth. 
Meanwhile, already discussed, unemployment is at multi-decade lows, which could result in higher 
wages.  Both of these may lead to greater inflation, putting pressure on the Fed to start raising rates 
again, despite all the rhetoric of staying put.


Corporate earnings and valuations:  

Heading into 4th quarter earnings reporting season, the S&P 500 was sitting at 17.4 times trailing 
earnings which was slightly above the average (since 1990) of 16.9 times. According to FactSet on 
March 6th, the S&P 500 reported earnings growth of 13.4% for the 4th quarter, which was the 5th 
straight quarter of double-digit growth. While 70% of companies exceeded their earnings-per-share 
estimates set by Wall St., 71 companies issued negative EPS guidance for Q1 2019. How has this 
played out so far?


As of April 26th, 46% of S&P 500 companies have reported Q1 earnings. FactSet reported that 
while 77% of companies reported earnings above estimates (largely a result of Wall Street analysts 
drastically dropping their Q1 estimates due to the negative forward guidance given in Q4) they are 
forecasting an earnings decline of -2.3% (which is smaller than the -3.9% they forecasted a week 
before). If this holds true, then this will mark the first quarter of negative growth since Q2 2016.


Investors continue to shrug this off, however, and bid stock prices higher and higher likely due to 
the feeling that the decline experienced in Q4 was overblown. Due to higher prices, the price to 
trailing earnings ratio is at 21.98.


On a similar, but different note, I’d like to discuss a topic that has made the mainstream news in 
recent months because it has become somewhat of a “political football”, and that is the topic of 
when corporations buy back shares of their own stock. Companies will do this (typically) when they 
feel the market has undervalued the shares. They will then use their company profits, cash-on-hand, 
to buy shares in the open market and then “retire” those shares. This has a positive effect on the 
earnings per share of the company. Basically, if the company has no increase in earnings from the 
operation of the company, yet now it has less outstanding shares (because it bought some on the 
open market and retired them) the EPS calculation will show an increase, which typically will give a 
boost to the share price. Many companies do this in lieu of paying out a dividend to shareholders, 
and in some respects it has a similar effect.


There are many opponents of share buy-backs amongst politicians and Wall Street analysts. One 
argument against them that I somewhat agree with (depending on the company) is that they 
encourage CEOs and other Senior Executives to be lazy and not do the hard work in their 
companies that will actually raise revenues and net-earnings. You see, most executives pay and 
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bonuses are tied to that earnings per share metric. When they meet certain hurdles and thresholds, 
they get more bonus money (millions of dollars a year). Why do the hard stuff, like create new 
products or innovations, or figure out how to operate more efficiently, when all they need to do is 
buy more and more shares of their company back?


What makes this especially egregious is when companies take on debt (aka loans) and use those 
funds to buy back shares. This has been going on for the past 10 years since the financial crisis 
drove interest rates to all time lows, making it incredibly appealing to take on cheap debt. However, 
for investors in these companies, it usually pans out well for them too as the share prices rise, partly 
as a result of this share buy-back operation.


Here are two good articles that take opposing sides to this argument:

https://www.foxbusiness.com/markets/politicians-trashing-corporate-buybacks-may-be-right
https://awealthofcommonsense.com/2018/05/lawmakers-dont-understand-how-buybacks-work/

I like to think that I’m impartial as it relates to whether corporate buybacks are good or bad for 
investors and citizens as a whole. Both sides make good points that I agree with. However, I don’t 
agree with one of the arguments that the “against” side continually makes as a reason to do away 
with them. It is this concept that companies, as a whole, are foregoing capital expenditures and not 
reinvesting in their businesses (which may lead to hiring more people, or needing to pay higher 
wages to attract talent due to the low unemployment rate). 


Yes, an enormous amount of 
money went toward buying 
company stock back last year, 
but every year for the past 10 
years more money has gone into 
capital expenditures than has 
gone into corporate buybacks. 
In fact, even in 2018, a new 
record amount of money went 
into capital expenditures that 
was last broken in 2014. And 
while a record amount of money 
also went into buybacks in 2018, 
the amount going to them over 
the past 10 years has been 
much less. In fact, you have to 
go back to 2007 to view the last 
record-breaker level in corporate 
buybacks. Dave Wi lson of 

Bloomberg put out this chart on March 4th as validation to a report recently written by Tobias 
Levkovich, Citigroup’s Chief U.S. equity strategist. In this report, Levkovich stated that “Investors 
have been fed a misleading narrative”. He’s right about that…the data doesn’t lie.


The Passing of Investor Advocate and Legend, 
John Bogle 
I was very sad to hear on January 16th that John "Jack" Bogle had passed away from cancer. Mr. 
Bogle founded The Vanguard Group in 1974, which is now the largest mutual fund company, the 
2nd largest provider of exchange traded funds, and the 2nd largest asset manager overall in the 
world. 
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Jack was a pioneer of low-cost, passive investments and his company created the first index fund 
in 1975. He founded The Vanguard Group with the principle of always putting the investor first and 
he was an advocate for the small, individual investor.


This principle led to his decision to 
structure The Vanguard Group as, 
essentially, a nonprofit company. The 
company is owned by the Vanguard 
funds, which are then owned by the 
investors in those funds - the funds’ 
shareholders. Therefore the investors in 
the Vanguard funds are the true owners of 
The Vanguard Group, the company. The 
company has no other outside investors - 
other than the shareholders. This is a 
stark difference between the way most 
investment management companies are 
owned, which the majority of them are 
publicly traded companies.


This structure allowed the company to charge very low expenses for its funds. As the company 
grew, and the assets under management grew, the company was able to continually reduce costs 
over the years. In 1975 the average expense ratio of the Vanguard funds was 0.89%, and today it 
stands at only 0.11%. 


When he came out with the idea of creating passive index funds as a way to lower investment 
costs, he was scoffed at by the industry, which was all active managers at the time. His peers 
nicknamed his new funds “Bogle’s folly.” But, he was an innovator and an industry disruptor. Index 
investing has become the primary form of investing for many “main street” investors, and many 
financial advisors (me included) have adopted and integrated passive strategies and investments 
into how they manage money for their clients.


From 2007 and 2014, investors put $1 trillion dollars into equity index funds, and pulled out $659 
billion from actively managed funds. The Vanguard Group, as a company, grew at an annual 
compound growth rate of 21% between 1974 and 2014.


He authored 10 books and many papers, spoke at many conference and gave tons of interviews 
over the years. He was a rock-star in the industry, and had a devout, almost cult-like, following 
amongst individual, “do-it-yourself”, investors who would come out in droves to hear him speak at a 

conference.


Weaving its way through all of this was his 
one central message that in the long-run, 
investors were better of trying to mirror 
the market then try to beat it. He argued 
that it was nearly impossible to find active 
investment managers that continually 
produced higher-than-average returns, 
after the high fees they charged. He said 
that the “math never made sense” to him.


I was watching CNBC on the day he died, 
and a good portion of their programming 
was dedicated to Mr. Bogle. They had 
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many people on who told stories, gave comments and praise. I liked this comment from Warren 
Buffet so much that I took a picture of my TV screen.


Current Vanguard CEO, Tim Buckley, said it well in his comments following Jack’s death: “Jack 
Bogle made an impact on not only the entire investment industry, but more importantly, on the lives 
of countless individuals saving for their futures or their children’s futures”.


He was a legend, and I celebrate the contributions that he made to this industry and profession that 
love so much. A fun video to watch is an interview with Mr. Bogle talking about starting the world’s 
first index fund. You can find it here: https://www.investopedia.com/articles/investing/110515/who-
are-owners-vanguard-group.asp


Jack Bogle’s philosophy had the biggest impact upon me when I decided to start Forestview 
Financial Partners now over 2 years ago. For several years before starting my company, I had begun 
to think that the fees charged by banks, brokerage firms, and even independent advisors for asset 
management services were too high. I questioned why the advisory community was still charging 
the same level of fees that they have been charging for 30+ years, even though technology and 
trading tools, and investment options available to us made us dramatically more efficient with out 
time. The amount of time spent on the day to day tasks of asset management has significantly 
declined over time, due to technology like rebalancing software, and trading platforms that can 
execute block trades for many clients at once, versus having to place the same trade multiple times 
in every client’s account.


I came to the conclusion that advisory firms were charging the same level of fees still because they 
could. Very few people question what their advisor is charging them and some don’t even care - not 
realizing what that truly means for their own financial future.


I also realized, in talking with several peers and researching corporate structures, that they could 
not afford to lower their fees, not without dramatically revamping their business. This is due to the 
legacy costs that is now embedded in their companies and firms that they may have needed “back 
in the day”, but not so much now.


So, I figured out a way to structure my new business in a way that allowed me to charge a much 
lower fee for asset management services. This way my clients could keep more money in their 
investment accounts compounding and growing over time. It’s also why I chose to partner with 
Interactive Brokers and Betterment for custodians for my clients assets. Their fees and costs are 
very low when compared to their peers.


When it comes to investment performance, there’s not a lot that we can control. For example, we 
can’t control what the market is going to do day-to-day or year-to-year. We can’t control the global 
economic events that many times catch us by surprise, and we can’t control the political winds that 
constantly shift affecting the way our investments behave.


There are only two things that we, as investors, can control. That is: 1) we can control the amount of 
risk we expose our investments to by controlling the overall asset allocation we implement. In 
simple terms, the more stock exposure you have, the greater the risk of market loss experienced 
when these macro-events and shocks occur in the system; and 2) we can control, to a large degree, 
the amount of fees we pay for the management of our investments. These fees range from not only 
the fee you may pay an advisor, but the fees being assessed on the investments that you hold in 
your accounts, and the costs to trade (buy/sell) those investments.


Costs are one of the strongest determine factors that affect an investor’s long-term returns. It’s 
simple math, there is no magic to it. If the overall stock market gives us 15% one year, on average, 
stock investors who are paying 2.5% in total fees will realize a net 12.5% and those investors 
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paying only 0.50%, in total, will realize a net of 14.5%. This seemingly small difference, when 
compounded over a long period of time (say over one’s entire retirement) makes a huge difference, 
and can many times mean the difference between one having a successful retirement and one that 
runs out of money sometime down the road.


If you want further reading on this, with an example, I wrote a blog article a while back and you can 
find it here: https://www.forestviewfp.com/blog/do-investment-fees-matter


The Strangest Thing 
As I’ve done in my past newsletters, I like to share something weird that I’ve seen out there on the 
internet or social media. I recently saw that there is a growing trend amongst soon-to-be-wedded 
couples to ditch the traditional wedding cake design and “go weird or go home!”. I’ve shared some 
pictures of some of my favorites. 


These waffle cakes look delicious.


  As does this pancake cake!





And lastly, the donut cake (of 
course!)


That’s it. Thank you for your support, friendship and your time!


Warm regards,


Matt  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Disclaimer:


Forestview Financial Partners, LLC is a Registered Investment Adviser. Advisory services are only offered to clients 
or prospective clients where it2019 and its representatives are properly registered or exempt from registration. This 
newsletter is distributed for informational purposes, and it is not to be construed as an offer, solicitation, 
recommendation, or endorsement of any particular security, products, or services.


All expressions of opinion are subject to change.


There is no guarantee investment strategies will be successful. Diversification does not eliminate the risk of market 
loss. Please remember that different types of investments involve varying degrees of risk, and there can be no 
assurance that the future performance of any specific investment or investment strategy (including those undertaken 
or recommended by Forestview Financial Partners, will be profitable or equal any historical performance level(s).

This newsletter may contain a discussion of, and/or provide access to, Forestview Financial Partners (and those of other 
investment and non-investment professionals) positions and/or recommendations as of a specific prior date. Due to 
various factors, including changing market conditions, such discussion may no longer be reflective of current position(s) and/
or recommendation(s). Moreover, no client or prospective client should assume that any such discussion serves as the 
receipt of, or a substitute for, personalized advice from Forestview Financial Partners, or from any other investment 
professional. Forestview Financial Partners is neither an attorney nor an accountant, and no portion of the newsletter 
content should be interpreted as legal, accounting or tax advice.
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