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First Quarter 2019 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: 
 
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.   
 

The Turnaround 
 

Sometimes the turnaround is equally as fast as the drop!  What occurred from the 
“Christmas Eve” slaughter to the end of the first quarter of 2019 is simply amazing.  
And with respect to our opening observation above, it was certainly a faster 
turnaround than expected.  It just reinforces the fact that timing the market is, mostly, 
a losing proposition. 
 
Consider for a moment what you as an investor have experienced in just a short six-
month time frame?  From October 2018 to April 2019 the market traveled over 
10,000 points from peak to trough back to near the peak.  Over the past year?  
Factoring in all the movements, the markets have probably traveled well over 50,000 
points.  Because when you look back at January 26th, 2018, the Dow closed at 26,616.  
We saw that level again in October but are now trading just below that 2018 level 15 
months later.  It’s simply incredible to think about.  So much volatility, so many 
directions that have been taken.  So much information for an investor to process.  
And when you compare the returns of the indexes from last quarter to this quarter, 
it’s really amazing.  It’s so impressive that we produced the following chart just to 
appreciate the scope of the turnaround since last quarter: 
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Index Last Quarter Ending 

12/31 
This Quarter Ending 

3/31 
S&P 500 -13.9% 13.07% 
Energy -24.4% 15.42% 

Materials -12.8% 9.86% 
Industrials -17.7% 16.64% 

Consumer Discretionary -16.7% 15.32% 
Consumer Staples -5.9% 11.16% 

Health Care -9.1% 6.12% 
Financials -13.6% 7.9% 

Technology -17.7% 19.37% 
Communication Services -13.6% 13.62% 

Utilities 0.5% 9.88% 
Real Estate -4.7% 16.64% 

 
 
Now, over the past year we have had to contend with prognostications about rising 
interest rates, slowing GDP, rising inflation and general political turmoil.  Money 
managers opined of pending collapses of various markets around the world due to 
rising interest rates.  Inflation was ready to explode, and the end of Western 
civilization was upon us.  All for naught, at least for the first quarter, as rates have 
fallen, inflation is in check, GDP remains good and political turmoil will always be a 
mainstay of markets.  Meanwhile the broad indices staged one of the more spectacular 
turnarounds since 1998.  They do say that “March comes in like a lion and goes out 
like a lamb”, well for the stock markets it “came in like a lion and went out like a 
bull.” 
 
The S&P 500 for the month of March was up 1.79% in March, bringing the Year-To-
Date return for the S&P to 13.07%.  The Dow was up a meager 0.05% for the month 
to 11.15%, and that trend pretty much goes for all the broad market averages.  Top-
to-bottom, all the various sizes and styles participated in the rally.  As you will see 
below, the small and mid-cap indices had a very good quarter. 
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Finally, we can thank the Fed for really stoking the rally when they basically 
suspended rate hikes for the balance of 2019.  It can be argued that President Trump 
brow-beat the Fed into their dovish stance, but the news suggests otherwise.  Inflation 
is tame, there are no bubbles that are needing to be pricked, and interest rates here in 
the United States are still the most desirable to be found in the world.  While they may 
still be low, they are still better than, say, the German Bund.   Furthermore, we have 
no Brexit to deal with, therefore investors love the relative stability of the United 
States markets. 
 
 

DOMESTIC EQUITY STATISTICS 

Index 1st Quarter 2019 

S&P Small Cap 11.17% 

S&P Technology Sector 19.37% 

Dow Jones Average 11.15% 

S&P 500 Index 13.07% 

                                         (Period Ending 3/31/2019.  Source:  S&P Dow Jones Price Weighted Indices) 

 
Company                  Percentage Weight                  1st Quarter 2019 
S&P 500                                                                             13.07% 
Energy                                 5.4%                                    15.42% 
Materials                              2.6%                                  9.86% 
Industrials                           9.5%                                    16.64% 
Consumer Discretionary        10.1%                                                15.32% 

      Consumer Staples             7.3%                                       11.16% 
Health Care                        14.6%                                          6.12% 
Financials                           12.7%                                       7.90% 
Technology                         21.2%                                        19.37% 

                  Communication Services          10.1%                                         13.62% 
Utilities                                   3.3%                                         9.88% 
Real Estate     3.1%                 16.64% 

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

http://www.spindices.com/
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Style Return Box for the First Quarter 2019 

 VALUE CORE GROWTH 

LARGE 11.47% 13.07% 14.5% 

MID 13.49% 14.02% 14.6% 

SMALL 11.92% 11.17% 10.5% 

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

 
Domestic Markets 

 
The Fundamentals 

 
We have heard a lot about the strength of the domestic U.S. market and its ability to 
keep chugging along making gains.  Many questions have been raised about the 
relative value of the broad equity markets to historical norms, the most frequently 
cited being the S&P 500 index.  Fortunately, we get some good market data from our 
friends on the Street, and this quarter is no exception.  Our friends at J.P. Morgan 
produce some great research and we thought we would pull some of their stats to 
make a case that the equity markets are not “frothy” as some might suspect.  We will 
look at just a couple of stats that we think provide a good view of the current market 
conditions: 
 
The S&P 500 Index 
 
Historically the S&P 500 is trading at a 16.4x times forward earnings as of the end of 
March 2019.  Compared with the index level of March 2000, the S&P 500 today is a 
flaming bargain.  The forward P/E in March of 2000 was 27.2x.  Meanwhile, just 
before the 2008-09 financial crisis, the S&P 500 was trading at 15.7x.  No need to 
draw a conclusion that the 15.7x of 2007 and the 16.4x of today suggest we are in for 
another 2008-09 scenario.  The making of the Financial Crisis is stuff of voluminous 
books.  Investors should look at the level and consider that the current market is still 

http://www.spindices.com/
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to be considered a good investment.  And those with a long-term perspective would 
have many points to travel to get to a March 2000 ratio of 27.2.  Finally, to put our 
opening comments about the markets in perspective, consider the following:  Since 
the first all-time high in January of 2018 (26,616 on January 26th), we have gone 
virtually nowhere in the markets.  As of this writing we are still trading below that 
level 15-months later.  Keep these stats in mind when wondering if the markets are 
really over-priced. 
 
Corporate Profits 
 
S&P 500 operating earnings per share in the fourth quarter of 2018 were pegged at 
$35.03, while 2019 consensus estimates are expected to come in around $38 per share 
for the first quarter 2019, and to rise to as much as $44 per share in the fourth 
quarter.  The number of revisions to earnings estimates at the end of March is down 
only slightly to -4.3%, meaning the earlier fears of no profits at all have generally 
disappeared.  And for good measure, the earnings for the fourth quarter 2018 were 
very good.  For the S&P 500, 341 companies (68.1%) have beaten on earnings, 125 
(25%) have missed earnings and 35 companies (7%) have met earnings.  We expect 
that trend to continue especially with the China/US trade talks set to wrap-up in the 
next weeks or months. 
 
The IPO Market 
 
A good sign of a healthy market includes a robust formation of new capital.  Over the 
past months we have been in an IPO “suspended state” with nothing much 
happening to stoke the imagination of untold millions waiting to be made on the next 
hot IPO.  Enter Lyft (symbol LYFT), Levi Strauss (LEVI) to jump start the IPO 
market once again.  Nearly seventeen IPOs were launched since the beginning of the 
year with more to come over the next few months.  Whether or not a company makes 
it in the post-IPO world is what makes a market.  That more companies are electing 
to expose themselves to the rigors of a publicly traded company means capital is 
readily available to support the dream.  We find it encouraging that the IPO market is 
waking up and coming back to life. 
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The National Debt 
 
We do have to temper our enthusiasm with one fly in the ointment and that is the 
U.S. debt.  The U.S. debt is now at $22 trillion dollars, the top end of the ceiling.  The 
October 2020 U.S. budget of $4.7 trillion.  As national debt grows it consumes more 
resources away from public programs and more toward debt payment.  To entice 
investors to own government bonds, the government has to raise rates thus crowding 
out private investors seeking capital.  The simple answer to the issue is we need more 
GDP and less government spending.  You’ll be the first to know when that happens! 
 

International Markets 
 
Many of our prior commentaries didn’t have much to say about international markets, 
and that has not changed this quarter.  The markets are still dominated by Brexit 
nearly three years after the original vote (June 24th of 2016).  With Prime Minister 
May’s government in chaos over the vote, the uncertainty has once again made the 
USA the best-looking market in the world.  Toss in a liberal helping of trade 
skirmishes with China, economic collapse in Venezuela and economic malaise in the 
balance of Europe, and you can understand why there isn’t a lot to say about 
international markets. 
 
That is not to say that all in the international markets is bad since they had a pretty 
good quarter, thanks to the U.S. markets.  The MSCI All-Country World Index is up 
12.18% for the first quarter, while the MSCI Emerging Markets index is up 9.92%.  
Compare those to the S&P 500 Index that posted a 13.07% for the past quarter.  Not 
a bad return.  Year-over-Year there is no contest, the S&P 500 wins by a mile over 
both indexes.  We continue to make some allocation to the international markets 
because it allows for ownership of companies not represented elsewhere in a domestic 
U.S. portfolio.  Our enthusiasm is tempered by the fact that with the new tax code, 
robust employment and growing profits, the U.S. markets represent a better 
opportunity to growth wealth. 
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Fixed Income – The Physics of the Teeter-Totter 
 
Bonds matter to a diversified portfolio.  Last year when bond yields were approaching 
3% and maybe even 3.2%, the reckoning of these levels was touted as kryptonite to 
the stock market.  Was the bull dead and was a portending of higher yields suggesting 
something ominous was in front of us?  Once again, we fast-forward and find that the 
bond market is fine and a new darling to those who have lost a lot of SALT in the 
new tax code revisions.   
 
Consider for a moment if you live in a high-tax state where SALT deductions were a 
prime deduction on the Federal return.  Forget for a moment that it didn’t matter 
since many of these taxpayers were subject to AMT and didn’t get SALT deductions 
anyway.  For some inexplicable reason municipal bonds are the new darling of the 
bond world as the demand has jumped from wealthy individuals seeking to shelter the 
perceived taxes they lost.  
 
The point here is that this, along with the general collapse of yields in the bond 
market returns many who are dependent upon a fixed income for living expenses, 
now find themselves in a world of low yields once again.  The temptation is to either 
load up on dividend paying-stocks or seek higher yields in the sketchier parts of the 
fixed income market that we would not recommend.  And with inflation continuing 
to be under control, sketchy yields are not necessary in order to retain consumer 
purchasing power.   
 
Let’s also remember that bond yields and prices move inversely to one another, like a 
teeter-totter.  Yields are low and prices are higher.  This causes a natural inclination to 
go to the parts of the bond market like “junk” bonds, convertible preferred securities 
or floating rate loan funds.  The spread between these investments and safer, better 
quality securities is not enough compensation to own them.  When yields start moving 
back up, and eventually they will, prices will come down.  The physics of the teeter-
totter cannot be denied. 
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Since yields are low in the bond market, the question is should you be loading them 
into a portfolio?  We certainly would not be loading up on long maturity bonds when 
yields are very low, that is the equivalent of “buying high and selling low” in the stock 
market.  Fortunately, there are choices these days, and those choices are money 
market funds.  For example, the Schwab Value Advantage Money Fund is, at the time 
of this writing, is yielding 2.3%.  That’s a reasonable alternative for no duration risk 
and quick access to your cash. 
 

Summary 
 

In most years the returns we have experienced in the first quarter of 2019 would be 
enough for many investors.  Fold up the tent and call it a year.  But we think that 
would be short-sighted especially as Americans begin to fully understand the changes 
that were made in the new tax code.  For some reason it took a full year, until many 
Americans began filing their returns, to understand that more money was in their 
pockets during the year instead of them waiting for the refund of a loan they had been 
giving to Uncle Sam.   
 
According to the Committee for a Responsible Federal Budget, tax receipts are up 
7.9% for individual returns in 2018 versus the prior-year 2017.  Corporate income tax 
receipts are down 28%, which should be the case when you slash a tax rate from 35% 
to 21%.  Despite the corporate tax slash, the net change in tax receipts is up 1% for 
2018 versus FY 2017.  That means more money in consumer’s pockets and more 
money in corporation’s coffers that allow them to best spend it where needed.  The 
less money Washington has to fritter away on their pet projects.  Less spending by the 
Government and more spending by workers and companies means a better return on 
investments. 
 
These are reasons why we think there is still more gas in the economic tank for the 
United States, and around the globe.  Technological innovations, strong banking 
sector, tax reform, flexible working arrangements, lower cost products, low interest 
rates, new trade agreements and the granddaddy of them all, a China-US trade 
agreement, point to continued economic expansion.  We can hedge this enthusiasm if 
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Washington gets too in the mood to over-regulate as they have done in the past, but 
hopefully even they won’t be able to screw it up too much. 
 
Is the bull market over?  According to The Street.com, the longest bull market ended 
on August 22, 2018, at 9 years, 5 months and 13 days.  And while there is debate in 
the markets on that subject matter, the real question is if we are heading to a 
recession.  The answer?  Of course!  At some point a recession must occur, it is an 
inevitable part of the market cycle.  When that will occur is anyone’s guess. 
 
Until the next recession, the key to successfully managing a portfolio is to set your 
allocation, trim and rebalance as needed.  We’ve been around long enough to 
remember the 1995-1999 bull run.  A 50/50 portfolio, left on its own, grew to roughly 
80/20 by the end of the run.  Those that maintained proper guidance survived the 
2000-2002 tech meltdown (that took about 11 years to recover from), while those that 
did not manage their portfolios, saw many gains wiped away in the bursting bubble. 
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