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Fourth Quarter 2018 Market Commentary 
  

We start every market commentary by highlighting an observation from our previous 
commentary.  Here is what we said last quarter regarding the markets: 
 
Certainly, a change in parties would give investors something to think about, especially if both Houses 
changed hands.  While the betting odds suggest otherwise, that is the main risk facing the markets 
before the end of the year, more so than rising rates.  International relations seem to be on an even-boil 
despite the ongoing trade skirmishes with China.  Now that local trade issues between Canada and 
Mexico have been hammered into a new trade deal, the next hurdle will be with the Chinese.  If that 
can be accomplished in the new year, we could see another push higher in the markets. 
 

Be Careful What You Predict 
 

While we do not claim to be Nostradamus it was not a hard call regarding rising 
interest rates, we just did not see Jay Powell and the Federal Reserve mucking us the 
messaging in October and again in December.  From the high in October of 2018 to 
the low on December 24th, the markets tanked by 5,034 points or 18.7%.  Primarily 
because of interest rates, with some trade concerns tossed in for good measure.  
Interestingly, the elections had little impact on the markets, however, the fall was 
already in place so that cannot be accurately measured (more to come in 2019 on 
that). 
 
What caused the break in the dam were two comments by Mr. Powell, one in October 
that “we were far from neutral on interest rates”, and then one in December “that the 
balance sheet roll-off is on auto pilot”.  In each pronouncement the market’s and 
investors translated that more interest rate hikes were expected in a market where one 
of two mandates of the Fed had been achieved:  Full employment.  The other, 
inflation, was no where to be found and simply confused everyone on the potential of 
more rate hikes.  All this against a backdrop of the Consumer Confidence reading in 
October of 135.3, an all-time high.  Once the slide started, the algorithms were lined 
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up and ready to go, piling on to a drop that caused many to flashback to 2008-09.  
Selling begets selling and before you know it, you are down 5,000 points with general 
panic.  
 
Now, for full transparency from our last quarterly review, we were on the side of the 
interest rate path that the Fed was taking.  The rate path that the Fed had laid out was 
reassuring to the markets, it had to be because the Dow rallied to 26,828 by October 
3rd.  Was it only bad communications that drove us into the ditch, or was there 
something else helping the slide? 
 

  Earnings, Earnings and Earnings  
 

If interest rates played such an important part of the drop, what about earnings?  
Earnings were fantastic in 2018 so the rise of the markets parallels why people invest 
in companies which is to own a piece of the earnings pie which translates to price 
appreciation of a stock and/or dividends.  The eternal question is what is the multiple 
that an investor is willing to ascribe to a future stream of profits from companies?  
Higher growth supports a higher multiple, and vice-versa.  As we slid off the highs of 
October 2018, future 2019 earnings numbers began to get adjusted.   
 

DOMESTIC EQUITY STATISTICS 

Index 4th Quarter 2018 

S&P Small Cap -20.4% 

S&P Technology Sector -17.68% 

Dow Jones Average -11.83% 

S&P 500 Index -13.97% 

                                         (Period Ending 12/31/2018.  Source:  S&P Dow Jones Price Weighted Indices) 
 

Company                  Percentage Weight                  4th Quarter 2018 
S&P 500                                                                             -13.9% 
Energy                                 5.3%                                    -24.4% 
Materials                              2.7%                                 -12.8% 
Industrials                           9.2%                                    -17.7% 
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Consumer Discretionary         9.9%                                                -16.7% 
      Consumer Staples             7.4%                                        -5.9% 

Health Care                        15.5%                                         -9.1% 
Financials                           13.3%                                    -13.6% 
Technology                        20.1%                                          -17.7% 

                  Communication Services         10.1%                                           -13.6% 
Utilities                                   3.3%                                         0.50% 
Real Estate     3.0%                  -4.70% 

Source:  Standard and Poor’s (www.spindices.com), price returns. 
 

Style Return Box for the Fourth Quarter 2018 

 VALUE CORE GROWTH 

LARGE -12.65% -13.9% -15.03% 

MID -17.35% -17.65% -17.93% 

SMALL -20.9% -20.4% -19.87% 

Source:  Standard and Poor’s (www.spindices.com), price returns. 

 
Domestic Markets 

 
The Christmas Eve Slaughter 

 
First and foremost, the sell-off in the quarter was not due to poor economic 
conditions but rather global concerns (namely China slowing) the impact of tariffs and 
the poor messaging from the Fed.  Sure, in December there was a lot of “grave 
dancing” over Apple and other tech stocks, as well as the “end” to China growth that 
contributed to the decline, but the overall economy is in fine shape.  As the indexes 
showed in the tables above, there was no where to really hide unless you had the 
foresight to move your entire portfolio into the utility sector. 
 
The Dow and S&P 500 hit all-time highs on October 3rd, with the Dow closing at 
26,828 and the S&P 500 closing at 2,925.  We added 230,000 jobs in the month of 
October and the JOLTS number (Job Openings and Labor Turnover Statistics) 
reached a high of 7.1 million.  There were more jobs available than workers to fill 

http://www.spindices.com/
http://www.spindices.com/
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them!   But what began to spook the markets in October wasn’t the Fed (they didn’t 
announce anything until the next month) but the fact that the 10-year Treasury 
crossed the 3.23% barrier for a 7-year high.  By the time the end of October arrived, 
the Dow had lost 5%.   
 
We had November elections that saw a change in control of the House of 
Representatives going over to the Democrats, but the market went up 545 points on 
the day!  It was really the message that came out on November 8th when Jay Powell 
was asked if the Fed was close to the “neutral rate” on interest rates.  His answer put 
the market in a tailspin (“we are far from neutral”).  The market went on a roll and 
accelerated downward in December.  Powell tossed the match on the gasoline when, 
in a press conference he was asked about the roll-off of the Fed’s balance sheet.   
 
His response was “it’s on autopilot”, which was translated by the markets as the Fed 
not really paying attention to the economic data.  This all culminated in what is now 
called the “Christmas Eve” slaughter.  Markets sold off hard dropping nearly 2,000 
points six trading days to close at 21,794.  But Santa Claus did come one day after 
Christmas as the Dow went up 1,086.25, the largest one-day point rise in the history 
of the Dow. 

International Markets 
 
It’s all about “the Brexit” once again, along with the continuing saga of trade 
skirmishes with China.  There was no good news in the international markets as the 
MSCI Eafe index posted one of its worst showings in quite a long time.  For the year 
the index was down over 13% making the domestic U.S. markets look good after 
posting the first negative in many years. 
 
Looking back over the many quarterly reviews we have written, it’s hard to find a 
moment when we could find a bright spot for this space.  Yet, we still believe in the 
theory of diversification because there are spots in the world that do have potential to 
outperform in any given year.  Plus, as we have said in the past, a bit of diversification 
to the international markets allows investors to be in names not found in the domestic 
U.S. indexes.   



 

Integer Wealth Advisors Group, LLC 

 
On a price scale, the international markets are down-right cheap relative to the U.S. 
domestic markets.  The forward P/E, according to Ed Yardeni research pegs the 
MSCI EAFE index at around 12x, cheap compared to the U.S. markets.  Of course, 
that could be a “value trap” for some investors when consider over the past 10 years 
the EAFE has returned 6.2% versus 11.1% for the S&P 500.  It has been an especially 
difficult place to invest, but hope springs eternal that we can finally have a break 
through on trade talks and the Brits and the Europeans can come to peaceful terms 
for Brexit. 

Fixed Income 
 
Fixed income finally settled down and proved the “go to” asset in times of volatility.  
Despite a really rough year due to a rise in the Fed Funds rate, talk of inverted yield 
curves and inflationary pressures, both taxable and municipal bonds managed to stay 
in the black for both the year and the quarter.  It is a solid reminder that boring can 
save the day. 
 
But not all is coming up roses in the bond land.  There is concern about the size of 
the balance sheet controlled by the Fed.  Fortunately, after the disastrous news 
conferences by Chairman Powell, the Fed seems to understand that slow and steady 
wins the race on the “wind down” of the Fed’s titanic balance sheet.  Over in 
municipal bond land we have the multiple disasters of Puerto Rico bonds and some 
individual state issuers that many are shying away from.  While not widely followed, 
many municipalities’ balance sheets are not in good order due to the crushing load of 
pensions and medical benefits promised to workers.   
 
If you are at all interested in your local municipality, try to find the line item in their 
annual budget called “OPEB”, or “Other Post Employment Benefits”.  These are 
where the ticking time-bombs lie, the pension and health obligations of retirees that, 
in some cases, might be 50% funded.  But not to worry, and in the words of Scarlett 
O’Hara “tomorrow is another day”. 
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Summary 
 

Easy to Get Out, Harder to Get Back In 
 
Fiscal year 2019 was going along smoothly into October when the wheels came flying 
off.  Losing 5,000 points in a three-month period is no picnic.  What concerns us is 
not the reason why, because we know that, it’s the people who got hurt in the cross-
fire of bad messaging from the Fed.  There are a lot of investment saying that hound 
our business and one that fits this period is “it’s easy to go to cash, it’s harder to come 
back out.”  We fear a lot of people went to cash and have not yet come out, 
compounding their mistake. 
 
During the year we read a lot and listen to CNBC, Fox Business and Bloomberg and 
hear a lot of talking-heads giving their prognostications.  Besides, isn’t that what we 
are paid to do?  One prognosticator’s prognostication (that’s a mouthful) has been 
sitting on our desk since it appeared in the March 14, 2018 edition of Barron’s.  The 
advice?  Time to Sell Stock, Hold Cash.  The Dow that day traded at 24,758.   
 
It seemed like terrible advice when the market reached a new high in October of 
26,828.  Seemed pretty good on December 24th.  Seems bad as we write this review.   
 
As we said, it’s easy to get out of the market, it’s harder to get back in.  We didn’t see 
any advice from this prognosticator as to when one should re-enter the market.  While 
he got some pieces right (“violent random” trading), he was mostly wrong.  And not 
proffering advice for the other side of the coin reinforces this market adage.   
 
Finally, the hard part about riding the rebound back is that it takes more time to get 
your portfolio value back up the mountain than it did getting down the mountain.  It’s 
simply math.  If you start with $100, lose $10, you lost 10%.  To start back to the $100 
level, you need a roughly 11% return to get there because the investment base is 
smaller.  Earning 10% on a $90 base only gets you to $99.  The rebuilding process 
takes patience and the endurance to ride out the inevitable ups-and-downs of the 
market.   
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We prefer the long-game of diversification, tax amplification and simplification in our 
portfolios.  Buy good quality stuff, diversify the basket, manage taxes and do it in a 
way investors can understand and we think you have a winning combination.  
Remember, “in the short-run the market is a voting machine, in the long-run it’s a 
weighing machine”.  We do love our market sayings! 
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