
 
 

Market Update – January 4, 2019 

 

Closing the books on a challenging 2018 and looking ahead to 2019 

 

For investors in many global market categories, 2018 marked the first broadly negative year 
since the financial crisis a decade ago.  U.S. equities were down for the year, with small caps 
faring worse than larger cap peers.  Foreign and emerging market stock indices experienced 
sharply negative returns, disproportionately impacted by trade concerns and a stronger U.S. 
Dollar.  Fixed-income markets finished the year approximately flat after being in negative 
territory for much of the year, benefitting from a lowering of interest rates towards year-end.  
The chart below provides a summary of how major markets performed in 2018. 
 

Index Category Q4 2018 2018 

S&P 500 Index U.S. Large Cap Equity -13.52% -4.38% 

Russell 2000 Index U.S. Small Cap Equity -20.20% -11.01% 

MSCI EAFE Index Foreign Developed Equity -12.54% -13.79% 

MSCI EM Index Emerging Market Equity -7.47% -14.58% 

BB BarCap Aggregate Bond Index U.S. Fixed-Income 1.64% 0.01% 

ICE BofAML U.S. High Yield U.S. High Yield Fixed-Income -4.67% -2.26% 
Source: Morningstar.  Returns calculated on a total return basis gross of any investment management fees.  Past performance is 
not indicative of future results. 
 

What has happened recently? 

 

After being positive for the first three quarters of the year, the fourth quarter witnessed steep 
declines in major US equity market indices. Concerns over rising interest rates and trade tariffs 
were the primary drivers of the declines. While trade tensions have been in place for a large 
portion of 2018, the markets generally shrugged off tariffs for most of the year because they 
were viewed as short-lived and unlikely to have a real impact on economic activity.  However, 
the duration of the tariffs and talks of potentially increasing tariffs in 2019, appears to be 
having an impact on global supply chains and capital allocation decisions.   
 

Market volatility has continued into early 2019, with Apple’s recent warning of lower iPhone 
sales due in part to a cooling of the Chinese economy.  Chinese economic leading indicators 
exhibiting evidence of a slight contraction, a partial U.S. government shutdown, and some 
measures of U.S. manufacturing potentially slowing in December are likely additional 
contributors to market volatility.   
 



However, Fed Chairman Powell indicated today that he’s flexible on interest rates based upon 
economic activity.  This news, coupled with a very robust jobs report (non-farm payrolls surged 
by 312k, significantly above expectations), caused the market to rebound strongly in response; 
the Dow Jones Industrial Average has gained over 700 points at the time of this writing.   
 

 
Reasons for optimism 

 

After the fourth quarter decline, market valuations appear to be much more reasonable. Some 
degree of negativity regarding future economic activity and earnings now appears to be priced 
into stocks. Most of the indicators we follow still show a growing U.S. economy which is 
supported by strong employment and relatively healthy consumers.  
 

As we have written in the past, we believe the two major threats to the bull market are rising 
interest rates and tariffs.  Over the past few months, we have seen progress on both fronts. 
With the recent decline in long-term interest rates and oil prices, it makes it less likely the Fed 
will progress on an aggressive rate hike path.  The U.S. and China also appear to be making 
progress towards a trade deal, and we hope a resolution similar to the US, Mexico, and Canada 
Agreement (USMCA) can be achieved.   And, while we are not factoring this into our future 
earnings/growth estimates, the potential for a significant infrastructure spending bill remains a 
possibility for 2019. 
 

Summary & Outlook 

 

Markets tend to move to extremes on both the upside and downside.  Investors are entering 
2019 with a different perspective on risk than they did in 2018.  While there continues to be a 
number of risks facing markets, long-term investors should take some comfort in the 
knowledge that markets are now trading at valuation levels we have not seen in many years.   
 

Investing during periods of heightened volatility can be challenging because of the temptation 
to make significant changes to allocation for emotional reasons. We maintain committed to 
following a process that is focused on long-term results and reduces the risk of emotional 
investing.  We will continue to follow economic indicators and make portfolio adjustments 
when appropriate. 
 

We wish everyone a healthy and prosperous 2019.  Please be sure to reach out if you would like 
to have a portfolio review or discuss your goal and objectives for the new year. 
 
 
 
Past performance may not be representative of future results. All investments are subject to loss. Forecasts 
regarding the market or economy are subject to a wide range of possible outcomes. The views presented in this 
market update may prove to be inaccurate for a variety of factors. These views are as of January 4, 2019 and are 
subject to change based on changes in fundamental economic or market related data. Please contact your Financial 
Advisor to do an updated risk assessment to ensure you have the appropriate target portfolio allocation. 


