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Market Recap 
After falling 19.8% between September 20 and 

December 24, U.S. stocks staged a furious rally to start 

2019.  The S&P 500 is off to its best start to a year 

since 1987 and now sits roughly 2% away from 

eclipsing new all-time highs. While the recent 

strength has been led by U.S. large-cap growth 

stocks, the gains have been broad-based with 

U.S. small-caps and most international markets 

also notably higher. Fixed income markets also 

rose significantly to start the year. 

The catalysts for the rally?  In response to evidence of slowing growth, inflation, and credit creation during the 

fourth quarter, the United States Federal Reserve fully reversed course on interest rate hikes and adopted a dovish 

policy approach.  The futures market is now pricing in a 40% chance of a rate cut by year end.  The Chinese also 

stimulated their economy more aggressively than expected through a new package of relaxed lending, tax cuts, and 

infrastructure spending.  As a result, China manufacturing PMI rebounded strongly in March, rising to 50.8 from 49.9 

in February.  And a U.S.-China trade deal, albeit likely a more modest one than some had hoped for, appears to be at 

hand.  

Despite the optimism, stocks and bonds sent conflicting messages.  Longer-term (10-year) Treasury yields continued 

to decline from a peak of 3.24% in early-November to around 2.50% at quarter end, leaving many investors to 

wonder whether the bond market is forecasting a U.S. recession and/or deflation.  The yield on 10-year Treasuries 

dipped below the yield on 3-year Treasury bonds during the quarter.  Once the yield curve inverts like this, the U.S. 

has historically often slipped into a recession within a year.  This condition can become a self-fulfilling prophecy as it 

erodes the spread between what banks earn on loans versus what they pay on overnight deposits.  When bank 

profitability falls, lending institutions often retrench their loans to the real economy.  

However, yield curve inversions are not uncommon late in business cycles. The lead time between an inversion of 

the yield curve and recessions has also been highly variable and several parts of the U.S. yield curve have yet to 

invert. Some economic slowdown is to be expected given the length of the current economic expansion, which will 

represent the longest such cycle in U.S. history later this summer.  The U.S. economy accelerated in terms of real or 

inflation-adjusted GDP for a record ten consecutive quarters, and the short-term benefits from U.S. tax cuts are 

starting to fade.  That said, favorable seasonal trends await as the Dow Jones Industrial Average has finished positive 

for the month of April in each of the past 14 years.   

Data compiled by FactSet on March 29th shows estimated earnings for the S&P 500 declining 3.9% in the first 

quarter, which would be the first year-over-year decline in earnings for the index since the second quarter of 2016. 

In the 2016 case, a strong rebound in earnings growth subsequently took hold, fueled by a large corporate tax cut 

and a period of synchronized global growth. In addition, a significant portion of the 2016 earnings weakness came 

from the energy sector. By contrast, in the current episode the breadth of earnings weakness appears broader. For 

example, all eleven sectors experienced downward revisions to earnings estimates in the past three months. With 

U.S. labor markets now very tight by many measures, rising wages could also pressure corporate margins over the 

remainder of 2019. While we do not currently expect a substantial decline in earnings (i.e. greater than 10%) that 

has often been associated with bear markets, the upside for U.S. equities could be constrained by an ongoing 

challenging environment for profit growth.    

Index Returns as of March 31, 2019 

  QTR 1-YR 

Domestic 
Equity 

S&P 500 TR 13.65% 9.48% 

Russell 2000 14.57% 2.01% 

Intl 
Equity 

MSCI EAFE NR 9.98% -3.72% 

MSCI Emerging NR 9.92% -7.41% 

Fixed-
Income 

Barclays U.S. Aggregate 
Barclays U.S. High Yield 
Barclays U.S. Corporate 

2.94% 

7.26% 

-6.32% 

4.48% 

5.93% 

5.43% 
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Looking forward, as long as the U.S. can sidestep a recession, low interest rates boost the relative attractiveness of 

equities relative to bonds.  We view the recent partial yield curve inversion as a reason to be alert for a potential 

looming recession, but we do not currently see confirmation of a downturn in most of the other macro indicators 

we follow. In particular, the riskier parts of the credit market are not showing many signs of stress and most equity 

markets are now in intermediate-term uptrends. As a result, we do not believe the evidence currently supports a 

defensive portfolio allocation. 

Index Definitions 
S&P 500 TR - An index of 500 stocks chosen for market size, liquidity and industry grouping (among other factors) designed to be 
a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe. 
 
Russell 2000 - An index measuring the performance approximately 2,000 small-cap companies in the Russell 3000 Index, which 
is made up of 3,000 of the biggest U.S. stocks. The Russell 2000 serves as a benchmark for small-cap stocks in the United States. 
 
MSCI EAFE NR - An index that serves as a benchmark of the performance in major international equity markets as represented 
by 21 major MSCI indexes from Europe, Australia and Southeast Asia. Net return (NR) indices subtract from dividend reinvestment 
calculations the withholding taxes retained at the source for foreigners who do not benefit from a double taxation treaty. 
 
MSCI Emerging Markets NR - An index that serves as a benchmark of the performance in global emerging markets as represented 
by 23 emerging economies. Net return (NR) indices subtract from dividend reinvestment calculations the withholding taxes 
retained at the source for foreigners who do not benefit from a double taxation treaty. 
 
Barclays U.S. Aggregate - A broad base index, maintained by Barclays Capital, and is often used to represent investment grade 
bonds being traded in the U.S. Barclays Capital (BarCap) U.S. Aggregate Bond Index is made up of the Barclays Capital U.S. 
Government/Corporate Bond Index, Mortgage-Backed Securities Index, and Asset-Based Securities Index, including securities 
that are of investment grade quality or better, have at least one year to maturity, and have an outstanding par value of at least 
$100 million. 
 
Thomson/Reuters CRB - The index track baskets of 19 commodities and is intended to be a representative indicator of global 
commodity markets.  
 

Disclosures 
Columbus Macro, LLC is a privately-held boutique SEC registered investment adviser, actively managing assets in the global capital 

markets on behalf of financial advisors and their clients.  

Past performance is no guarantee of future returns. Nothing presented herein is intended to constitute investment, legal, 

accounting or tax advice.  Nor is it a recommendation to buy or sell any types of securities, to invest in any particular asset class 

or strategy, or as a promise of future performance. No investment decision should be made based solely on information provided 

herein. There is a risk of loss from an investment in securities, including the risk of loss of principal. Different types of investments 

involve varying degrees of risk, and there can be no assurance that any specific investment will be profitable or suitable for a 

particular investor's financial situation or risk tolerance. Diversification does not ensure a profit or protect against a loss. Before 

investing, consider investment objectives, risks, fees and expenses.  Information provided herein reflects Columbus Macro’s views 

as of the date of this communication and can change at any time without notice. We disclaim any obligation to update or alter 

forward looking statements as a result of new information.  

 This document is a marketing communication and is not intended to serve as investment research. The views expressed are a 

general guide to our firm’s thinking. This document does not replace any product specific materials and is intended for limited 

distribution. Columbus Macro obtained some of the information provided herein from third party sources believed to be reliable 

but it is not guaranteed and Columbus Macro does not warrant or guarantee the accuracy or completeness of such information 
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and accepts no liability for any error, omission or inaccuracy in such information.  The use of such sources does not constitute an 

endorsement. 

We believe that performance information cannot be properly assessed without understanding the amount of risk that was taken 

in delivering that performance. We present performance information for short time periods because we understand that clients 

and potential Investors are interested in this information, however, we recommend against making any investment decisions 

based on short-term performance information. Performance should be considered in light of the market and economic conditions 

that prevailed at the time those results were generated.  

Any forward-looking statements or forecasts are based on assumptions and actual results are expected to vary from any such 

statements or forecasts. No reliance should be placed on any such statements or forecasts when making any investment decision. 

Our views are not intended to predict or guarantee the future performance of any security, asset class, account or portfolio. 

Data source for indices is Bloomberg.  It is generally not possible to invest directly in an index. Exposure to an asset class or trading 

strategy or other category represented by an index is only available through third party investable instruments (if any) based on 

that index.  
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