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MARKET OVERVIEW 
Global equity markets have made an impressive rally off the December 24th panic low as 
indicated in the table below. The tech heavy NASDAQ has led the way with the small caps and 
large caps in a neck and neck race. This move comes in spite of the trade war risk and a 
slowdown in global economic data and US corporate earnings.  
 
After a tough 2018 where interest rates increased, fixed income 
investments, especially corporate bonds, have turned in a solid 
performance so far this year. Remember, bond prices move 
inversely with the change in interest rates. Unlike last year where 
clients with a higher degree of bond exposure fared worse than 
equity investors, this year, bonds have provided solid returns.   
Further, CDs have also been a safe source of yield with most 
above 2.5%, the highest since 2008!   
 
 
Fed Policy 
We are now starting to see the boundaries of the “box” that the 
Fed has put themselves in from their actions taken coming out of 
the financial crisis.  With unemployment at a 50-year low, GDP 
growth at cycle highs, and inflation still at target – the Fed has 
tilted dovish.  The only financial indicators that had been flashing 
yellow were equity markets and some subsectors of fixed income 
derivatives.  The Fed’s mandate is to maintain a maximum level 
of employment and stable prices – Not to rescue risk seeking investors in equity markets.  With 
that being said, our base case for monetary policy into the end of the year is for zero rate hikes 
and the balance sheet roll-off to end in September.  With the market being priced for a probable 
rate CUT, a surprise hike, due to strong economic growth, in the later part of the year could cause 
market volatility. 
 

2019 OUTLOOK 

Overall, our firm wide equity allocation to client accounts has remained neutral at around 55% of 
assets.  We have maintained this weighting due to the easy monetary policy that has brought with 
it a broad market rally in the face of lighter economic data and growing geopolitical risks. 
 
The simplest question to ask right now is, “How long can we keep going without a serious 
recession?”  This economic expansion from 2009 to present is the LONGEST expansion in 
history. However, we think it is important to look at the actual GDP growth that has occurred over 
this time period relative to history. 

Market Sector Returns YTD 
2019 

S&P 500 (total return) 18.2 

DJIA (total return) 14.8 

NASDAQ Composite 22.4 

Russell 2000 (small cap) 18.5 

EAFE (International) 13.1 

MSCI AC World 16.0 

MSCI Emerging Mkts 12.2 

US Aggregate 3.0 

US Treasury 1.8 

Municipal Bonds (20 yr) 3.3 

US Inv. Grade Corp 5.7 

High Yield Bonds (“Junk”) 8.8 

Gold 0.3 

WTI Crude 41.4 

BBerg Commodity 5.9 
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As shown in the table above, this expansion has been long but not as fruitful as previous 
expansions.  Since 2009, GDP has only grown 48%.  Compared to the expansions of the 60’s, 
80’s and 90’s, we are growing at about half of the pace.  This leads us to believe that the actions 
of the Fed and other central banks have constricted economic growth indefinitely.  Time will tell 
if future economic contractions will be shallower or more severe. 
 
Typically, bull markets die when the Fed raises short term rates high enough to cause a slowdown 
in profit growth or deteriorate the creation of credit.  Credit creation is currently still adequate; 
however, an extended period of high short-term rates and low long-term rates will cause banks to 
lend to fewer and fewer people.  
 
We are here to grow and protect your wealth.  Do not hesitate to call with any questions and/or 
concerns.  We always look forward to hearing from you.  
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