
Second Quarter Off to a Promising Start 

On the back of solid first-quarter earnings results and healthy economic data releases, 
the S&P 500 continued its remarkable move higher and closed at a record high for the 
first time since September 2018, shares Chief Investment Officer Larry Adam. To put 
the strength of the rally into perspective, the S&P 500 is now up 17.5% year-to-date 
through April 30, which marks the best start to a year since 1975 and the second best 
over the last 75 years, he said.  

While Gross Domestic Product (GDP) rose at a 3.2% annual rate in the advance 
estimate for the first quarter of 2019, the details of the report were a mixed bag, 
explains Chief Economist Scott Brown. Growth was stronger than expected; however, it 
was boosted by faster inventory growth and a narrower trade deficit – both of which he 
believes are likely to reverse in the second quarter.  

The Federal Reserve (Fed) is expected to keep short-term interest rates steady for the 
foreseeable future. Fed officials are reviewing monetary policy strategies, tools and 
communications policies this year, but changes aren’t expected until 2020, Brown 
added. All of this, combined with positive first-quarter earnings (78% of companies saw 
an average earnings surprise of 6.33%, adds Senior Portfolio Strategist Joey Madere) 
and a steepening yield curve, has made this year a good one for diversified portfolios up 
to this point, says Chief Portfolio Strategist Nick Lacy. 

The month ended positively for the Dow Jones Industrial Average, NASDAQ, S&P 500 
and the Russell 2000 Index.   

Here is a look at what’s happening in the economy and capital markets, as well as key 
factors we are watching: 

 12/31/18 Close 4/30/19 Close Change 
Year to Date 

% Gain/Loss 
Year to Date 

DJIA 23,327.46 26,592.91 +3,265.45 +14.00% 

NASDAQ 6,635.28 8,095.39 +1,460.11 +22.01% 

S&P 500 2,506.85 2,945.83 +438.98 +17.51% 

MSCI EAFE 1,719.94 1,916.38 +196.44 +11.42% 

Russell 2000 1,348.56 1,591.21 +242.65 +17.99% 

Bloomberg Barclays 
Aggregate Bond 2,046.60 2,104.12 +57.52 +2.81% 

Performance reflects price returns as of 4:30 ET on April 30, 2019. EAFE reflects the previous day’s 
close. 



Economy 

• First-quarter softness in underlying domestic demand may have reflected an 
impact from the partial government shutdown, explains Brown. Key components 
of the economy are expected to rebound in the second quarter.  

• Growth is expected to be moderate in 2019; however, the risks are weighted to 
the downside. 

• Consumer spending and business fixed investment slowed, while residential 
fixed investment fell for the fifth consecutive quarter, he adds.  

• Inflation has remained below the 2% target. The Fed could cut interest rates in 
the months ahead if the labor market begins to weaken; however, no changes 
are expected until 2020. 

 

Equities 

• After rising approximately 10% year-over-year in 2018, dividends are expected to 
grow an additional 7% in 2019 to another record high, explains Adam. As the 
current S&P 500 dividend yield (+1.9%) remains elevated relative to short-term 
Treasury yields, U.S. equities remain an attractive investment in his view.  

• First-quarter earnings have been well-received, with notable strength from the 
technology-oriented areas, explains Madere.  

• Seven of the 11 S&P sectors have risen above their September highs. The 
largest percentage of Q1 earnings beats have come from the Technology, 
Consumer Discretionary, Communication Services, and Consumer Staples 
sectors so far. Communication Services has stood out in terms of average price 
reaction to earnings results. 

• Another sign of economic strength, in Madere’s view, is that 73% of S&P 500 
stocks are above their 200-day moving average. Readings above 80% have 
often coincided with short-term pauses or peaks, so there is still room for upside 
in the short term. Additionally, we believe potential pullbacks should be normal in 
nature. 

Fixed income 

• The world’s central banks have all remained constant in their current monetary 
policies. And it appears the Fed isn’t expected to make policy changes either, 
according to Doug Drabik, senior fixed income strategist.  

• The bond market sold off at the beginning of the month, pushing yields 5 basis 
points higher in the intermediate part of the curve and approximately 12 basis 
points out on the longer end of the curve.  

• The municipal and corporate curves maintained a positive slope. The small 
narrowing in product spreads for the month was offset by the Treasury curve sell-
off (yield increases).  



• The “sweet” spot of the municipal curve has drifted to the 11- to 18-year maturity 
range, where 75% to 90% of the entire curve’s yield can be captured, according 
to Drabik. The same opportunity for yield can be found among corporate bonds in 
the 5- to 12-year maturity range.  

• While some investors are lamenting low rates, according to managing director 
Ted Ruddock, they may be missing opportunities in the municipal market that is 
rewarding investors for extending maturities but managing duration risk with 
embedded call options. 

 

International 

• Global equity markets continued to make progress in April, shares European 
Strategist Chris Bailey, distancing themselves from December 2018 lows despite 
a rising dollar and a lack of overt progress in key geopolitical debates, including 
the U.S./China trade discussions and Brexit.  

• April saw some downbeat comments from the European Central Bank about the 
eurozone’s economic progress and continuing difficult manufacturing output and 
sentiment data in Asia, he adds.  

• April also saw heightened volatility in Turkey and Argentina, while both Brazil and 
China made positive progress on legislation to help boost economic dynamism, 
Bailey explains. Toward the end of the month, the global corporate earnings 
season started solidly in both Europe and Asia.  

Bottom line 

• Adam and the Investment Strategy team remain constructive on the equity 
market long-term and would use any near-term weakness as a buying 
opportunity. 

• Drabik feels that Treasuries remain a viable option for short-term planning, 
especially in high-income states, since they are federally taxable but exempt from 
state income taxes. 

• According to Madere, the S&P 500 holding its new high (without a quick rollover) 
is a good marker for continued momentum, which is what he and his team will be 
monitoring next. 

 
Please let me know if you have any questions about recent market events or how to 
position your long-term financial plan for the months ahead. I look forward to speaking 
with you.  
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