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Having declined 13.52% during the fourth quarter 
of 2018, the S&P 500 Index® abruptly reversed and 
gained 13.65% during the first quarter of 2019 to 
finish at 2,834.40¹.  Volatility, as evidenced by the 
VIX® Index, hit a high of 36.07 on Christmas Eve, 
and then fell to 24.18 at the conclusion of the year.  
As market volatility receded, the VIX® fell further to 
just 14.45².  While this figure remains higher than 
what financial markets experienced in most of 2017, 
it is certainly more attractive than those from 2018.

Within domestic equity markets, significant 
dispersion between top and bottom performing 
sectors continued to exhibit itself.  Notably, sectors 
that performed well in the fourth quarter of 2018 
tended to be weaker in the first quarter of 2019, 
and vice versa.  The top performing sector was 
Information Technology which was up 19.3%.  Not 
too far behind were the Industrials, Real Estate, 
Energy, and Consumer Discretionary sectors which 
rose 16.6%, 16.3%, 15.4%, and 15.3% respectively.  
The weakest sectors were Healthcare, Financials, 
Materials, and Utilities which gained between 
6.1%  and 9.8% over the past three months³.
  
Outside of the S&P 500, smaller firms, represented 
by the S&P 400 Mid Cap Index® and the S&P 600 
Small Cap Index®, gained 14.49% and 11.61%¹ 
respectively.  Domestic market performance was 
in spite of a decline in predicted earnings.  For the 

Capital Market Summary quarter, Factset estimated a decline of 7.2% in 
corporate earnings as compared to estimates at 
the beginning of the quarter⁴.  While a reduction 
in expectations is common (the average is -3.2%), 
this was the largest since the first quarter of 2016.  
Earnings expectations for the whole of 2019 have 
also been lowered to 3.7%, with much of the 
growth forecasted to occur toward the end of the 
year.  For comparison, since the 2008 recession 
and 2009-10 recovery, earnings growth has been 
as low as -15.42% (2015) and as high as 21.77% 
(2018)⁵.
   
Across the seas, the MSCI EAFE Index® (developed 
international equity) rose 9.98% during the first 
quarter of 2019 after being down by 13.79% in 
2018¹. The MSCI EM Index® (emerging market 
equity) was up 9.91% after being down a magnitude 
of approximately 50% greater over the course of 
last year¹. The U.S. Dollar has continued to place 
mild pressure on international markets, when 
their returns are viewed through the lens of an 
American investor, as it has continued its slow rise 
in relative valuation.  When the U.S. Dollar rises, 
this translates to lower prices of foreign equity.  
Recently, rate hikes from the Federal Reserve 
have encouraged inflows into dollar-denominated 
assets.  This causes the dollar to increase in value.  
As the Fed becomes more dovish, i.e. less likely to 
hike rates, these asset flows could reverse to the 
benefit of international markets.
   

While the 10-year annualized return remains 
negative for the Bloomberg Commodity Index®, 
a broad basket of commodities, the first quarter 
of 2019 marked a gain of 6.32%, though it was 
achieved with a large disparity between sub-
groups. Economically-sensitive commodities, 
such as timber and copper, jumped by 13.39% 
and 11.87% respectively.  On the other hand, the 
agricultural subgroup of commodities fell 3.18%.  
Finally, precious metals were mixed with Gold 
gaining 0.98% during the quarter while silver 
retraced 2.48% from its fourth quarter 2018 gains.  
The often less-talked-about Palladium, a major 
component of catalytic converters for gasoline 
engines, has been very volatile as it gained 26.5% 
between the start of the year and late March, yet 
finished the quarter up just 11.9%¹,⁶. 
 
Finally, in the fixed income realm, the Barclays’ 
Aggregate Bond Index® rose 2.94% for the quarter 
after gaining 1.64% in the fourth quarter of 
2018.  This represented a change in correlation 
from considerably negative between stocks and 
bonds at the end of 2018 to considerably positive 
in 2019.  The Barclays’ Municipal Bond Index® 
gained 2.9% during the quarter after finishing 
2018 up 1.28%.  Inflation-protected securities 
(TIPS) increased by 3.19% as inflation expectations 
recovered with 2019’s risk-on environment.  The 
Barclays Global Aggregate Bond Index® was up 
2.20% for the quarter.  Lastly, high yield corporate 
bonds jumped 7.26% during the first quarter after 
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dropping by more than 4% in the fourth quarter of 
2018¹. If robust growth resumes, bonds may begin 
to struggle as economic growth will likely lead to 
increases in interest rates regardless of Federal 
Reserve policy.

continued

Finally, mid cap firms are actually trading more 
inexpensively (15.7 P/E) than large cap firms²,⁹.  
Vicus Capital views this relative valuation discount 
in mid and small cap names to be an attractive 
and investible characteristic. Because of this, we 
continue to be constructive on mid and small cap 
domestic equity. 
   
Companies will soon report their first quarter 
earnings and sectors such as Utilities, Health Care, 
and Real Estate are expected to be the biggest 
growers of earnings, with estimated growth of 
4.6%, 4.0%, and 2.3% respectively10. While many 
firms are expected to see earnings declines in this 
quarter, this is coming after robust earnings growth 
in 2018. Additionally, earnings across the board are 
expected to return to growth as the year continues.  

International markets continue to be priced 
attractively compared to domestic markets. With 
forward P/E ratios in the Eurozone, UK, and Japan 
at 12.9, 12.4, and 13.0 respectively, and Emerging 
Markets at 11.8, it will not take much for these 
markets to outperform domestic ones³. We believe 
that this theme will play out for some time into 
the future as it generally takes substantial time for 
valuation-based theses to come to fruition. While 
developed international markets have lower growth 
rates than the U.S., emerging markets are growing 
at nearly double the domestic rate11. However, 
because we do not know what the timeframe will 
be, we remain far more domestically focused than 
global market cap (valuation of all companies in the 
world) would imply.  

Another key metric for discussion is the treasury 
bond yield curve, which is often viewed as an 
indicator of the economy’s health. When it is 
upwardly sloping, it indicates that investors expect 
economic expansion. When the reverse happens 
(an inversion), it often predates a negative event.  
Analysts usually look at either the 3-month T-Bill 
or the 2-year Treasury Note and compare them to 
the 10-year Treasury Bond. When the long-dated 
10-year bond’s yield is below either of the other 
two rates, it is a sign of economic stress. However, 
other parts of the yield curve can also be inverted.  
For example, during most of the first quarter in 
2019, the 5-year bond’s yield was below that of the 
2-year note. This, too implies market stress, but 
did not manifest itself in a full inversion of the yield 
curve as previously mentioned (the 3-month did 
invert to the 10-year, but only briefly).  

A yield curve inversion is important because it is 
both indicative of, as well as a proximate cause 
of, economic slowdowns. If the market demands 
a higher yield for an obligation with a shorter 
maturity, it can be seen that the obligation is riskier 
in the short-term. When long-term rates are below 
short-term rates, investors are encouraged to 
reduce investment. The good news is threefold:
1. The major parts of the yield curve are not   
      currently inverted.
2. Of the two major indicators, only one of   
      them inverted and the inversion lasted only          
      a couple of days. Generally, inversions last for                
      many months prior to the start of a recession.  
3. After a yield curve inversion, the market has       

Capital Market Outlook

From an equity markets perspective, it is nice to 
have 2018 in the rearview mirror. As December 
2018 proceeded, it could not end quickly enough.  
However, after another “year of lost returns,” 2019 
is off to a positive start. Sectors that had endured 
the largest losses, such as Information Technology 
and Energy, have been among the principal gainers 
so far this year. To the contrary, sectors such as 
Utilities and Healthcare that held their ground in 
2018 have underperformed the broader market so 
far this year⁷. This reversal has slightly changed the 
ratio of cyclical stocks to defensive stocks in terms 
of valuation. At the end of 2018, this indicator 
showed cyclicals at their least expensive point 
relative to defensives since 2013. In spite of the 
mild reversion, cyclical stocks remain less expensive 
than average when compared to defensive stocks⁸.
  
While the market has recovered quite quickly, 
valuations are still not at excessive levels. The S&P 
500’s forward price to earnings ratio (P/E) is at 16.4 
compared to an average of 15.8 over the past 20 
years.  While small cap stocks, as represented by 
the S&P 600, are more expensive (17.0 P/E), this 
compares favorably with their average of 20.2.  

  7  Morningstar. (April 8, 2019)
  8  JPMorgan. Guide to the Markets®. (March 31, 2019)

  9  Yardeni.com. Strategists Handbook. (April 8, 2019)
 10  Factset. Earnings Insight. (March 29, 2019)
 11  International Monetary Fund. World Economic Outlook Update,  
       p.8. (January, 2019)
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  12  Bloomberg.com. Lu Wang. (December 6, 2018)
  13  CME Group. FedWatch Tool (April 9, 2019) 1  U.S. Department of Commerce: Bureau of Economic Analysis

    - Gross Domestic Product: Fourth Quarter 2018 (Third 
     Estimate) (March 28, 2019)

2  U.S. Federal Reserve - Federal Reserve Issues FOMC Statement 
    (March 20, 2019)
3  Fed Now Sees No Rate Hikes in 2019. CNBC. Spencer Kimball. 
    (March 20, 2019) 
4  U.S. Department of Labor: Bureau of Labor Statistics - The 
    Employment Situation, March 2019 (April 5, 2019)

  averaged a median gain of 21% over the next 19      
  months before hitting a market top12.  

At the end of 2018, Vicus Capital expected fixed 
income to provide superior performance in 2019 
relative to 2018. The recent dovishness, i.e. intent 
to not hike interest rates, coming out of the Federal 
Reserve, combined with concerns about global 
growth and trade, have caused interest rates to fall.  
As rates fell, bond prices rose. This led to strong 
fixed income returns in the first quarter of the year. 
While the environment for domestic fixed income 
is still on good footing due to growth concerns and 
low interest rates worldwide, much of this year’s 
return may have already been realized. Though, 
there could be more to the story. If bonds struggle 
due to interest rates rising again, know that this will 
most likely be accompanied by economic growth 
and positive stock market performance. On the 
other hand, the market is currently priced to not 
see interest rates rise. In fact, the market is priced 
for a 49.8% chance of a rate cut by the end of the 
year and a 11.6% chance for more than a single 
cut13.  

After such an abrupt “V-shaped” recovery in both 
equity and credit markets, we foresee volatility 
continuing to be a focus of markets throughout 
2019. While we expect some market appreciation 
over the course of the next three quarters, it will 
likely be sporadic and not without drawdowns. 
We believe that remaining invested in assets that 
have attractive valuations, positive economic 
trends, and benefits from governmental policy 

(tax/regulation/trade policy) will be conducive 
to portfolios achieving successful outcomes. Not 
only are valuations not excessive as we mentioned 
earlier, but GDP growth still appears to be on solid 
footing as the Atlanta Federal Reserve’s GDPNow 
model forecasts 2.3% after starting the quarter 
with a prediction of just 0.3%14. While 2.3% is 
not as strong as compared to the second or third 
quarter of 2018, it is slightly above the 2.2% that 
was realized in the fourth quarter.  

As 2019 progresses, we will continue to monitor 
portfolios with an eye toward taking advantage 
of market dislocations caused by volatility, and 
opportunities that arise due to policymaking of 
global governments. Diversification aided equity-
heavy portfolios during the recent period of market 
volatility as investment grade fixed income rallied 
and foreign stocks fell markedly less than domestic 
ones, and we expect that it will continue to provide 
benefits over the course of the next year as well.  

Economic Perspectives

Economic Growth & Profits

• Real gross domestic product (GDP) for the 
   fourth quarter of 2018, according to the third  
    estimate from the Bureau of Economic Analysis 
    (BEA), came in at 2.2%, which is a decline from 
     the second revision and the “advance estimate”       
     of 2.6 %¹.

  14  Atlanta Federal Reserve, GDPNow, (April 8, 2019)

•  The BEA also noted that, “Personal consumption
     expenditures (PCE), state and local government
     spending, and non-residential fixed investments 
      were revised down, partly offset by a downward 
     revision to imports.¹”

Interest Rates

•  During its December meeting, the Federal Open   
     Market Committee (FOMC) made the decision to 
    hold off on rate increases and left the target range 
    for the federal funds rate at 2.25% - 2.5%².

• The FOMC also changed their “dot plot,” a 
  graphical view of the FOMC’s estimates of 
   future changes to the federal funds rate.  The 
   median view for rate hikes in 2019 now stands 
     at zero, reduced from as high as four dating back 
   to September 2018 and then two in December 
   2018.  The FOMC’s prediction of the “longer-
  term” federal funds rate remains at 2.75%³.

Employment

• Total non-farm payroll employment increased 
   by 196,000 in March. This was sufficient to see 
  the unemployment rate hold steady at 3.8%. 
  The labor force participation rate also held 
   steady at 63.0%.  This is a slight improvement 
 from the beginning of 2018, but also 
   marginally below September’s value of 63.1%⁴.
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4  U.S. Department of Labor: Bureau of Labor 
    Statistics - The Employment Situation, March 2019 
    (April 5, 2019)
5  U.S. Department of Labor: Bureau of Labor 
    Statistics - Consumer Price Index, February 2019 
    (March 12, 2019)

•    The areas with the largest gains in employment 
      were in health care, professional, and technical 
      services⁴.  

• The average workweek for all employees 
      increased from 34.4 to 34.5 hours⁴.

•    In March, the average hourly earnings rose four 
      cents to $27.70. This follwed February’s gain of 
       10 cents. Year-over-year, average hourly earnings 
      increased 3.2%⁴.

•       The broader U-6 measurement of unemployment 
       fell to 7.3%, on a seasonally-adjusted basis, from 
      7.6% in December 2018 and down from 7.9% in 
      March 2018⁴.

Inflation

•   According to the Bureau of Labor Statistics, the 
     Consumer Price Index for All Urban Consumers 
  (CPI-U) rose 0.2% in February after being 
      unchanged in January⁵.  

•  The CPI-U increased by 1.5% over the last 12 
      months before seasonal adjustment⁵.

•  The Core-CPI, a popular indicator that looks 
     at all items less food and energy, rose 0.1% in 
    February and 2.1% over the last 12 months⁵.   
      The main cause of the Core-CPI exceeding the 

   CPI-U is the large decrease in energy prices 
      toward the end of 2018.  

Risks

•    The market continues to operate under worries 
    caused by trade tensions.  While the USMCA 
       (U.S., Mexico, and Canada Trade Deal) has been 
  negotiated, it has still not been officially  
    approved by Congress. This delay could cause 
             any benefits of the pact to be held off indefinitely. 
    Negotiations with the Chinese remain fragile.  
     Still, both sides have strong motivations to get 
                      something  put on paper. The question is, what  will 
    be the strength of enforcement mechanisms? 
       While it may be (relatively) easy to increase U.S. 
      exports to China, it may be much more difficult 
    to convince China to give up on their policies 
       of requiring joint venture partners for American 
        firms entering their country and forcing transfer 
    of technology over the last few decades. We 
    will cautiously watch as these talks continue.    

•  The United States’ withdrawal from Syria has 
      largely been put on hold in spite of some of the 
  President’s comments. This has served to   
        stabilize the region and has led to recent  events
   such as the removal of ISIS’ last territorial
   holding⁶. If the pullout does commence, it
      is quite possible that antagonistic forces could 
      again cause problems.  

 
Now that the Federal Reserve paused its interest 
rate hiking regime, market participants wait 
in eager anticipation to see what comes next.  
Speculators in financial media predict as many 
as two rate hikes in 2019 and, on the other side, 
some predict a rate cut.  We believe that the 
path of interest rates will be determined much 
more by the underlying economy than by short-
term news events.  If a satisfactory trade deal 
with China is enacted, and if growth remains 
stable otherwise, we would not be surprised 
to see one more hike in 2019.  However, 
this is quite dependent on those conditions.  

Finally, the valuation reset of December was 
mostly reversed in the first quarter of 2019.  
As the second quarter begins, the S&P 500 is 
just 1.3% from it’s all-time high of 2,930.75, 
which was established on September 20, 2018.  
Because of this rapid recovery, the market will 
now be looking for it’s next catalyst to go higher⁷.  
Will a dovish Federal Reserve, a Chinese trade 
deal, and an orderly Brexit be on the horizon? 
Or, will the economy overheat, trade talks fizzle, 
and Britain crash out of the European Union?  
While our base case is the former, we remain 
prepared for any eventuality in financial markets.      

  7  Don't Look Now, But The Stock Market Is Almost At A 
      Record High. Ben Levisohn. Barron's. (April 8, 2019)

  6  ISIS Caliphate Crumbles As Last Village In Syria Falls. 
      Rukmini Callimachi. New York Times. (March 23, 2019)

•

•



476 Rolling Ridge Drive, Suite 315   State College, PA 16801   TEL:  (855) 55-VICUS   Fax:  (814) 235-3500   vicuscapital.com
Advisory Services offered through Vicus Capital, Inc., a federally Registered Investment Advisor.

first Quarter 2019 

Page 5 of 5

Market & Economic Commentary 

Innovative Investment Management

Index
Total Return (%) 

3 Mo 
(Mo-End) USD

Total Return (%) 1 Yr 
(Mo-End) USD

Total Return (%)
Annualized 3 Yr 
(Mo-End) USD

Total Return (%)
Annualized 5 Yr 
(Mo-End) USD

DJ Industrial Average TR USD 11.81 10.09 16.37 12.21

S&P 500 TR USD 13.65 9.50 13.51 10.91

S&P 400 Mid Cap TR USD 14.49 2.59 11.24 8.29

S&P 600 Small Cap TR USD 11.61 1.57 12.55 8.45

MSCI KLD 400 Social GR USD 14.04 10.14 13.38 10.61

MSCI EAFE NR USD 9.98 (3.71) 7.27 2.33

MSCI EM NR USD 9.91 (7.41) 10.68 3.68

Barclays U.S. Agg Bond TR USD 2.94 4.48 2.03 2.74

Barclays Global Agg Bond TR USD 2.20 (0.38) 1.49 1.04

S&P GSCI Spot 15.97 (4.15) 10.31 (7.72)

S&P Target Risk Cons. TR USD 5.84 3.81 5.11 3.83

S&P Target Risk Mod. TR USD 6.71 3.53 5.96 4.37

S&P Target Risk Aggr. TR USD 10.30 2.39 9.28 6.40

Source:  Morningstar® as of March 31, 2019

Index Returns Table

The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks traded on the New York Stock 
Exchange (NYSE) and the NASDAQ. The MSCI U.S. Broad Market Index is comprised of nearly 100% of the total market 
capitalization of U.S. stocks traded on the NYSE and the NASDAQ. The S&P 500 Index is a market capitalization free-
float adjusted index of the prices of 500 large capitalization common stocks traded in the United States. The S&P 
400 Mid Cap Index serves as a barometer for the U.S. mid-cap equities sector and includes stocks with total market 
capitalization that ranges from roughly $750 million to $3 billion. The S&P 600 Small Cap Index covers a broad 
range of U.S. small cap stocks and is weighted according to market capitalization covering about 3-4% of the total 
market for U.S. equities. The MSCI KLD 400 Social Index is a free float-adjusted market capitalization index designed 
to target U.S. companies that have positive environmental, social, and governance (ESG) characteristics. The MSCI 
EAFE Index is a market capitalization weighted index and is designed to measure the equity market performance of 
developed markets (Europe, Australasia, and Far East) excluding the U.S. and Canada. The MSCI EM NR USD Index 
is a free-float adjusted market capitalization index that is designed to measure the equity market performance in 
the global emerging markets. The Barclays Aggregate Bond Index is a market-capitalization weighted index that 
is considered to be representative of U.S. traded investment grade bonds. The Barclays Global Aggregate Bond 
Index includes government securities, mortgage-backed securities, asset-based securities and corporate securities 
to simulate the universe of bonds in the market. The S&P GSCI Spot is a composite index of commodity sector returns 
which represents a broadly diversified, unleveraged, long-only position in commodity futures. The S&P Target Risk 
series of indices comprise multi asset class indices that correspond to a particular risk tolerance with varying levels 
of exposure to equities and fixed income intended to represent stock and bond allocations across a risk spectrum. 
The market indices referenced are unmanaged.  You cannot invest directly in an index.

Disclosure

Opinions and/or statements regarding market trends and 
estimates provided are subject to change without notice and are 
based upon current market conditions. Portions of the information 
and historical data provided in this document have been gathered 
from reliable sources and provided to Vicus Capital and is believed 
to be accurate and credible.  Vicus Capital makes no guarantee as 
to the complete accuracy of this information. Please remember 
that past performance may not be indicative of future results.  
Different types of investments involve varying degrees of risk, and 
there can be no assurance that the future performance of any 
specific investment, investment strategy, or product (including 
the investments and/or investment strategies recommended 
or undertaken by Vicus Capital), or any non-investment related 
content, made reference to directly or indirectly in this document 
will be profitable, equal any corresponding indicated historical 
performance level(s), be suitable for your portfolio or individual 
situation, or prove successful.  Due to various factors, including 
changing market conditions and/or applicable laws, the content 
may no longer be reflective of current opinions or positions.  
Moreover, you should not assume that any discussion or 
information contained in this document serves as the receipt of, 
or as a substitute for, personalized investment advice from Vicus 
Capital.  To the extent that a reader has any questions regarding 
the applicability of any specific issue discussed above to his/her 
individual situation, he/she is encouraged to consult with the 
professional advisor of his/her choosing.  Vicus Capital is neither 
a law firm nor a certified public accounting firm and no portion of 
the newsletter content should be construed as legal or accounting 
advice.  If you are a Vicus Capital client, please remember to 
contact Vicus Capital, in writing, if there are any changes in 
your personal/financial situation or investment objectives for 
the purpose of reviewing/evaluating/revising our previous 
recommendations and/or services. A copy of Vicus Capital’s 
current written disclosure statement discussing our advisory 
services and fees is available upon request. Various investments 
and securities are mentioned in this document.  The inclusion of 
these investments and securities in the presentation should NOT 
be considered a recommendation to purchase or sell any securities 
or investments mentioned.  Consult your investment professional 
on how the purchase or sale of securities and investments meets 
your investment objectives and risk tolerances.

Financial Planning and Investment Advisory Services offered 
through Vicus Capital, Inc., a federally Registered Investment 
Advisor.   


