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Equity Market Rebound in First Quarter 2019 
 
 
Stocks bounced back with the best 
quarterly start for the S&P 500 Index since 
2009 after a weak showing at the end of 
last year. The two charts on the right detail 
the return for the market and S&P 500 
Index sectors for the fourth quarter of 2018 
and the first quarter of 2019. Largely, the 
worst performing market segments in the 
fourth quarter last year have turned out to 
be the best performing ones in 2019. The 
strongest performing sectors being 
Technology, Real Estate (REITs) and 
Industrials. As we noted in our year-end 
Winter Investor Letter, we believed many 
of the negatives were priced into the equity 
market and that 2019 would be a positive 
year for equity investors. The surprise was 
the strength of the bounce. 
 
A strong returning quarter like that just 
experienced raises the question about 
returns for the balance of the year. We 
have said in the past that strength tends to 
beget more strength. In a recent report, 
LPL Research noted there have been ten 
other times since 1950 where the S&P 500 
Index was up greater than 10% in the first 
quarter. In 9 out of 10 of those periods, the 
final three quarters were positive and in all 
10 periods returns were positive for the 
year. The average gain in those final three 
quarters was 16.1%; however, the path 
was not straight and the average pullback 
was 11.7%. 
 
 



 

A Focus on the Yield Curve 
 
Interest rates and the yield curve remain 
worthy of commentary, particularly the 
Federal Reserve’s dogmatic approach to 
short term rate increases, raising nearly 
every quarter for the last two years. In 
our last newsletter we remarked that 
this steady pace of increase was not 
allowing the economy to adjust to the 
higher rate environment. Also, we noted 
the magnitude of rate increases can be 
just as important as the level of the Fed 
Funds Target Rate itself. Maybe the 
December equity market sell off, 
following the last rate increase, also 
influenced the Fed’s future rate 
expectations. The Fed has noted 
recently they will be more patient on 
further rate hikes. How quickly things change, late last year the market was anticipating four rate hikes in 
2019, and now it is expecting a cut in the second half of this year. 
 
The increase in short-term rates, with a 
commensurate decline in long-term 
market rates, has resulted in portions of 
the interest rate curve inverting. This 
means short-term rates are higher than 
long-term rates. When spreads 
between short- and long-term rates 
narrow, it is an indication that economic 
growth will fall in the future. On March 
22 the 3-month Treasury interest rate 
surpassed the 10-year Treasury interest 
rate which resulted in a 3-month/10-
year inversion, the first since 2007. The 
3-month/10-year inversion has 
unwound in April.  

We tend to focus more on the 2-year 
rate versus 10-year rate and this portion 
of the curve has yet to invert. Typically, 
when the curve begins to flatten and 
invert the 2-year/10-year inverts before 
the 3-month/10-year. The heightened focus of the yield curve inversion is due to the history of an 
inversion occurring prior to each recession since 1970. The recessions, however, were not immediate and 
both the market and economy tended to perform well over the subsequent 12-18 months. 

 

 



 

It’s the Economy 

Several economic data points were less 
positive in the first quarter and 
strategists are looking to economic 
reports in the early part of the second 
quarter to determine whether the U.S. 
economic growth rate is slowing. Weak 
first quarter reports may be a result of 
the 35-day U.S. government shutdown 
that occurred from December 22, 2018 
to January 25, 2019. 
 
Heightened attention will be placed on 
the consumer related data points since 
the consumer accounts for 70% of U.S. 
GDP. The recently released retail sales 
report shows an upward revision to 
January sales, but February figures were 
lower month-over-month. March’s 
nonfarm payroll report showed a better than expected bounce back in payrolls following a weak February 
report. This same type of scenario played out after weak reports in 2016 and 2017 as seen in the above 
chart. 
 
The final report on fourth quarter 2018 GDP was released in the last week of March and came in at an 
expected but lower revised annual growth rate of 2.2%, down from the earlier reported 2.6%. However, 
as noted by Econoday, “the fourth quarter was a solid one... And leading the strength was, despite a very 

weak December for retail sales, 
consumer spending that rose at an 
annual 2.5% rate and showed favorable 
and steady balance between services and 
goods, both durable and non-durable.” 
 
Prior to the Great Financial Crisis (GFC), 
long run GDP growth averaged nearly 
3.5% since 1950. Following the GFC the 
annual growth rate of GDP has averaged 
about 2.1% which has resulted in a gap in 
economic output of $2.9 trillion or 13% 
below the long-term trend rate of 
growth. A contributing factor to the 
slower rate of growth is the amount of 
government debt and the increasingly 
higher level of funds needed to service it. 
These funds come out of the more 

productive private sector. To increase GDP growth back to historic trend levels the U.S. government will 
need to address the budget deficit and debt balance. 
 
 
 



 

Conclusion 
 
Since the beginning of 2018, investors have contended with the earnings tailwind companies received 
from the Tax Cuts and Jobs Act passed in December of 2017. The growth rate for Q4 earnings is 16.9% for 
S&P 500 companies. But not only have earnings benefited from the tax cut, top line revenues for S&P 500 
companies in Q4 are up 5.1%. As earnings reports for the first quarter of 2019 near, expectations are for 
year over year growth to come in at a negative 1.9%. However, this negative growth rate is the result of 
the high Q1 2018 earnings which were bolstered by the tax cuts. Q1 2019 earnings growth based on Q1 
2017, two years ago, is a robust 20.8% or nearly 10% on an annualized basis. The bottom line is companies 
are expected to continue operating at a high level. 
 
As noted earlier in this Investor Letter there will likely be a heightened focus on consumer related 
economic data as the second quarter unfolds. The University of Michigan Consumer Sentiment Survey 
provided positive news at the end of the first quarter. The report came in at 98.4 and exceeded 
expectations of 97.8. As Econoday opined, “Consumer sentiment is showing significant acceleration, rising 
8 tenths from the mid-month flash [report] to a higher-than-expected 98.4 that implies a roughly 99 pace 
for the last two weeks of March which would be a 6-month high. Acceleration is very apparent for the 
current conditions index, up nearly 5 points from February to 113.3 which is a promising indication for 
March retail sales. Expectations, up more than 4 points to 88.8, are also favorable and hint at rising 
confidence in the jobs and income outlooks.” 
 
Based on current data it appears the consumer and businesses are operating at a high level. These reports 
are not giving signs of a near term recession. Issues on the horizon that may impact the market continue 
to be the China trade and tariff situation. Also, the odds of a hard Brexit are rising; although we believe 
cooler minds will prevail and a negotiated solution is reached. 
 
Thank you for your continued confidence and support in HORAN Capital Advisors and we are always 
available to answer your questions and discuss our outlook further. Please be sure to visit us for company 
news, reports and our blog at www.horancapitaladvisors.com.  
 
Respectfully, 
 
 
HORAN Capital Advisors 
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The information herein has been obtained from sources believed to be reliable, but we cannot assure its accuracy or completeness. Neither the 
information nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Any reference to past performance is not 
to be implied or construed as a guarantee of future results. Market conditions can vary widely over time and there is always the potential of losing 
money when investing in securities. And its affiliates do not provide tax, legal or accounting advice. This material has been prepared for 
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your own tax, legal and accounting advisors before engaging in any transaction. 
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