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After the dismal equity returns and high volatility seen in the fourth quarter, financial markets
reversed course at the start of 2019. Equity market volatility fell in the first quarter and broad market
indices marched steadily back towards their 2018 highs. Though economic data softened slightly
during the quarter, we believe that softening risks have driven the recent market rally. Looking
forward, most investor uncertainty seems to hinge not on what will happen, but on the timing and
magnitude of these events’ effects.
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First Quarter Performance. Global equity markets
performed well during the first quarter, recovering most
of their late-2018 losses. The S&P 500 returned +13.65%
during the quarter, while the small capitalization S&P 600
gained +11.59%. The Russell 1000 Growth Index returned
+16.10% during the quarter, and the Russell 1000 Value
Index returned +11.93%. The MSCI All Capitalization
World Index, excluding the U.S., returned +10.44%. While
positive returns were common across all major equity
indices, the outperformance of large capitalization, growth,
and domestic stocks reflects a growing market preference
for stability amid macroeconomic risks. Bond markets
rallied as the Federal Reserve affirmed the market’s
expectation that its interest rate hiking cycle is over for
the time being. The Bloomberg Barclays US Government/
Credit Intermediate Index returned +2.32% for the
quarter, while the Bloomberg Barclays Intermediate 1–10Y
Municipal Bond Index gained +2.90%.
Valuation and Positioning. Equity valuations also
increased during the first quarter, with the price-toearnings ratio of the S&P 500 ending March at 16.4 times
next twelve month earnings. The cyclically-adjusted P/E
ratio, which is based on the past ten years of earnings,
climbed to 29.9, 0.5 standard deviations above its 25-year
average. These changes are the result of both increases
in equity prices and downward revisions to corporate
earnings expectations. If earnings forecasts continue to
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trend lower, these valuations may appear stretched, and
could put downward pressure on equity returns moving
forward. The earnings yield of the S&P 500 decreased
to 6.1% during the quarter, while 10-year TIPS yields
decreased to .53%, suggesting that stocks will return
approximately 5.6% more than bonds in the next year.
Increasing valuations, especially in the context of weak
economic data, can suggest increased risks. However,
as we witnessed in 2017, neither high valuations nor
the presence of significant risks preclude strong equity
performance. We continue to believe that a neutral asset
allocation and an emphasis on companies backed by
stable cash flows and strong balance sheets will best
serve our clients in this environment.
We also continue to monitor the impacts of the
economic environment on the Environmental, Social,
and Governance risks of our holdings. The extremely low
current level of unemployment has made it increasingly
difficult for companies to find and attract new workers.
Corporate reputations for workplace conditions,
employee benefits, and corporate values may prove
especially important in this environment. We believe that
our selection of companies exhibiting best practices in
these areas, as well as the achievements of our advocacy
team in helping companies improve their ESG practices,
will continue to provide value to our clients, to society,
and to the planet.
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