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First-Quarter 2019 Market Commentary 

 

Market Performance and Analysis 

The market bounced back from a historically terrible December with enthusiastic first quarter performance. Stocks have 

not looked back after reaching their bottom on Christmas Eve and thanks to underlying skepticism about slower growth 

and looming calls for a recession, investors also piled into the safety of bonds. The table below shows the superb returns 

of every major asset class. 

 

 

The bear market that threatened to be the inevitable end of this bull market never arrived. Instead, investors took a deep 

breath, assessed the lay of the market and economic landscape and decided that the selling had gone too far. In essence, 

the fourth quarter’s sell-off was a necessary corrective. It was a release of the built-up pressure of overpriced stocks which 

provided investors with some buying opportunities and a fresh perspective on 2019’s markets. What followed in the first 

quarter was a relief rally: corporate earnings beat pessimistic expectations, economic growth is slowing but still expanding, 

and the Federal Reserve is not going to raise interest rates this year. 

The fourth quarter 2018 and this first quarter of this year are a perfect study in contrasts of investor sentiment. No market 

fundamentals changed to such a degree to have spurred the initial sell-off or to have justified the subsequent rally. The 

only change has been investor perception, and perception as we know is often distorted by emotional reaction. 
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Sentiment-Driven, Not Event-Driven 

Current events had little effect on the market in the first quarter. The rally was driven by sentiment rather than by events. 

January and February’s government shutdown came and went causing much political consternation but it left no lasting 

impact and markets were indifferent. In fact, we experienced the best January performance since 1987. Lowered earnings 

expectations helped most companies to beat those estimates for the somewhat disappointing fourth quarter. These beats 

fed into the optimistic mood in January and February and helped to strengthen the bounce back from December. 

President Trump’s ongoing negotiations for a trade deal with China continued without resolution these past three months. 

The President extended the original deadline past March 1st and the information that’s been disclosed about the 

impending deal seems positive. The Chinese have agreed to import more soybeans and pork and most recently they’ve 

offered to open up their strictly-regulated cloud computing market to American tech firms currently locked out. The 

perceived success of the negotiations also helped the market to settle its lingering uncertainties about the President’s 

often clumsy forays into international trade disputes. Where uncertainty is replaced by hopeful anticipation the market 

will rise. 

With no obvious catalysts and mild volatility the market advanced little in March as compared with the first two months 

of the year. And with earnings exhausted there was little in regard to fundamentals to move markets. What caught 

investors’ attention and contributed to the optimistic but guarded Q1 attitude was the state of the economy. 

Economy Slowing But Growing 

The largest contributing factor to last year’s pessimism was the oblivious Federal Reserve. Whatever its motivation—

honest, if mistaken, analysis of data or asserting independence from the President—it appeared to investors that the Fed 

was raising interest rates despite slowing growth. This monetary policy is a recipe for a recession and the Fed later 

acknowledging their December rate hike mistake went a long way toward boosting morale and reassuring the stock 

market. Economic growth has begun to slow though it remains elevated as compared to the low-and-slow decade 

following the Great Recession. 

GDP growth in the fourth quarter came in at 2.2%, a decline from the third quarter but good enough to make 2018 the 

first year with annual average growth of 3% since 2005. Estimates for first quarter growth are widely expected to be lower 

but this is not unusual considering unique first quarter seasonal factors and the effects of the government shutdown. 

Readings of consumer sentiment diverged: the Michigan measure showed a steady increase through March while the 

confidence index declined. This one-month disparity can be attributed to a host of factors—the frustrating politics of the 

shutdown, anomalous February jobs numbers, etc.—though it cannot be argued that both sentiment and confidence 

remain near multi-year highs. Because consumption is 70% of our GDP this bodes well for growth through the year ahead.  

The domestic labor market has now gone 101 months straight with net job gains. We haven’t experienced a monthly net 

loss of jobs since 2010. The unemployment rate sits near historical lows at 3.8% and the labor force participation rate 

among the prime age work force is steadily growing. Nevertheless, there is little evidence of the labor market becoming 

oversaturated. Wage growth is rising but the growth rate is still below its 50-year average and the all-encompassing 

participation rate is still below highs recorded in the ‘80s and ‘90s. This tells us that there is still slack in this labor market, 

that there’s even more room for it to grow. 
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The breakneck pace of the first quarter’s returns is unlikely to persist through the rest of the year. The uncertainties 

present since December—slowing growth the world over and signals of recession—are still hovering over the markets and 

won’t be leaving investors’ minds any time soon. 

The health of the world’s second-largest economy, China, is first among investor concerns this year. We will find out 

whether China’s recent slowdown is indicative of the end of their business cycle or simply the natural stabilization of 

growth for a maturing economy. Last quarter Xi Jingping’s government battled the slowdown by injecting trillions into the 

economy and encouraging businesses and individuals to borrow freely. This latest money injection appears to have worked 

as China’s first quarter growth surprised to the upside with both manufacturing and retail sales coming in over 

expectations. Because China is such an integral cog in the global economic machine, when it is underperforming the rest 

of the world tends to underperform as well. The IMF has continually slashed its growth forecasts for 2019 mainly due to 

China’s slowdown and their status as much of the world’s top trading partner. Nevertheless, recent data is encouraging 

and the likelihood of a new trade deal would be a welcome positive development for markets in the year ahead. 

The market second-guessed its steady assent just once in the first quarter. In late-March the yield on three-month Treasury 

bills was briefly higher than the yield on 10-year Treasury bonds. This particular yield curve inversion was immediately 

seized upon as incontrovertible evidence of an imminent recession. We disagree. While it is true that yield curve inversions 

signal investors’ beliefs that growth is going to slow in the future, the average time between the inversion and the 

recession is about 21 months. This measure is based on the benchmark yield curve, which analyzes the difference between 

two-year bonds (instead of three-month T-bills) and ten-year bonds. Importantly, this yield curve has not inverted this 

year. What’s more, expectations for slowing growth in themselves do not cause a recession. There has to be some negative 

external shock to the economy (e.g., war, unforeseen price spikes, bubbles bursting, etc.) to cause growth to contract. 

Investment Strategy 

The current bull market turned a decade old last month. Since its bottom on March 9th, 2009 the S&P 500 has risen 305%. 

Although this is the American stock market’s longest lived bull run it is certainly not its most loved. The term “bull market” 

implies a euphoria and a sense that it has been smooth sailing to achieve these outsize returns from the bottom through 

today. Of course, this has not been the case. Since 2009 the market has gone through six corrections (drops of at least 

10%) and has come within inches of a bear market (drops of at least 20%) on three separate occasions. The 1990s bull run, 

by comparison, also lasted ten years and experienced only three corrections and had a single brush with the bear. Gains 

in this slow-growth decade have been hard fought and grudgingly-given by these extremely difficult-to-navigate market 

environments. 

We expect the rest of 2019 to be no different. Thus, our quantitative investment management technology is essential in 

helping guide us through what are almost certain to be volatile, emotionally-driven markets. In addition to risk-

appropriate, diversified portfolios, our tactical and strategic quant technology enables us to manage risk even further by 

helping us to avoid the pitfalls of emotion and event-driven market reactions. By examining price movement alone, the 

technology provides a dispassionate assessment of the market and the opportunity to adjust allocations so as to mitigate 

drawdowns and ensure participation in growth. 

For certain growth portfolios, performance this year lagged slightly in January because our software had correctly 

responded to December’s volatility by allocating to defensive positions such as cash or short-term bonds. As the rally 

gained substance into February the software recognized the market’s trajectory and adjusted the allocations accordingly 
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to take advantage of the growth opportunities. We reiterate our common refrain that by controlling the investment 

process with unemotional quantitative technology we can achieve better results regardless of the market’s irrational 

volatility. 

Performance Disclaimer 

 

No investment strategy or methodology can guarantee profits or protect against losses. Investment risk includes the 

uncertainty and volatility of potential returns for a portfolio or an individual investment over time. Investment risk is 

inherent in every individual portfolio and no computer model or modeling program used or relied upon in making 

investment choices for a portfolio can eliminate risk. A computer modeling program may not reflect actual risk and return 

parameters applicable to any particular portfolio or investor. Actual investment decisions made on the basis of a 

computer-generated model or modeling program may be materially different from expected or intended results, and any 

computer modeling program is subject to errors in the program and system failures at any time. 
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