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A Review of First Quarter 2019
First quarter 2019 returns across all asset classes were very strong.
Leading the way were equity returns. The widely followed S&P 500 index reported its best quarterly return since
September 2009. A positive total return of 13.65% for the quarter essentially reversed the 13.52% negative total return
from the fourth quarter of 2018. International and Emerging Markets returns were each just a shade under 10% for the
quarter. REITs experienced a particularly strong quarter. Commodities and Fixed Income also performed well.
Notwithstanding concerns about slowing domestic and global economic growth and corporate profit increases, the
consensus is that the end of the government shutdown, optimism about trade talks and the Federal Reserve’s signaling
of a halt to interest-rate increases, have contributed to the strong quarter. During the first quarter market volatility was
also significantly less than in the prior quarter, also creating a more positive investment environment.
As we focus on longer term returns, the 1-year total returns for most asset classes are now positive, erasing the flat to
negative returns experienced in calendar year 2018. 10-year returns are now extremely robust except for Commodities
given inflation has remained low. As we pointed out in our previous newsletter, March 2009 represented a market
bottom due to the financial crisis/great recession. Moving forward, our 10-year performance trends will most likely
become more difficult to match as the entirety of the current bull market is included.
In recent prior quarters we also experienced some volatility in fixed income performance. For example, through the first
three quarters of 2018, the total return of the Bloomberg Barclays US Aggregate Bond index was a negative 1.60%, only
to be followed by a positive result of 1.64% in the final quarter of 2018. In essence, this broad bond index ended the
year flat. With fixed income, total returns are highly correlated to the rise and fall of interest rates, particularly as
measured by the benchmark 10-year US Treasury note. It is interesting to note that at March 31, 2019 the 10-year US
Treasury rate was 2.41% or virtually unchanged from December 31, 2017 (2.40%). However, during most of 2018 the
Federal Reserve was still raising interest rates and signaling that trend was likely to continue in 2019. As a result, the 10year rate peaked at 3.24% in early November. The Federal Reserve has since changed its outlook and now no longer
expects to implement any rate increases this year. The 10-year US Treasury rate has now dropped by over .75% [as of
4/1/19 at 2:00 pm] from its peak and helped propel the Bloomberg Barclays US Aggregate Bond index to a positive total
return of 2.94% for the first quarter.
As the first quarter was ending, the US Treasury market experienced what is referred to as an inverted yield curve. Short
term US Treasury rates were higher than longer term rates. For example, on March 27 th the rate on a 3-month US
Treasury Bill was 2.43% while the 10-year note was yielding 2.35%. Fixed income investors typically expect and receive
higher yields the longer the horizon to maturity. An inversion is the most reliable indicator of a potential recession,
according to researchers at the San Francisco Federal Reserve. The last time we experienced such an inversion was in
August 2006 or about 1 year prior to a peak in the equity markets and the economy entering recession. As we enter
April, the yield curve is no longer inverted, but it remains essentially flat between 3 months and 10 years.
Interest rates will move up and down over time as will equity markets. And recessions may or may not occur as
predicted. We do not attempt to modify investment strategy or tactics as markets or the general economic outlook
changes in the short term. At Phillips Financial we invest for the long-term and believe that a well-diversified portfolio
with periodic re-balancing is the best approach to successfully navigating through what can be just temporary volatility
and noise in the short-term. Your Phillips Financial Advisor is always available to help you stay on track in working
toward achieving your financial goals.
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4/1/18 3/31/19

4/1/16 3/31/19

4/1/14 3/31/19

4/1/09 3/31/19

Bloomberg Barclays US
Aggregate Bond Index

2.94%

2.94%

4.48%

2.03%

2.74%

3.77%

S&P 500 Index

13.65%

13.65%

9.50%

13.51%

10.91%

15.92%

S&P 500 Value Index

12.19%

12.19%

5.93%

10.62%

8.05%

14.49%

S&P Mid Cap 400 Index

14.49%

14.49%

2.59%

11.24%

8.29%

16.28%

S&P Small Cap 600 Index

11.61%

11.61%

1.57%

12.55%

8.45%

17.00%

S&P Small Cap 600 Value Index

12.45%

12.45%

-0.44%

11.00%

7.17%

16.09%

MSCI EAFE Index

9.98%

9.98%

-3.71%

7.27%

2.33%

8.96%

MSCI Emerging Markets Index

9.91%

9.91%

-7.41%

10.68%

3.68%

8.94%

16.02%

16.02%

19.34%

5.45%

9.00%

18.69%

6.32%

6.32%

-5.25%

2.22%

-8.92%

-2.56%

Wilshire REIT Index
Bloomberg Commodity Index

Source: Standard & Poor’s, Bloomberg, Morgan Stanley Capital International, Wilshire Associates, Fidelity Investments, BlackRock, Inc.
Green = best performing asset class
Red = worst performing asset class
Index returns are for illustrative purposes only, and do not reflect any management fees, transaction costs or expenses. The performance of an unmanaged index is not
indicative of the performance of any particular investment. It is not possible to invest directly in any index. Past performance is no guarantee of future results.

Definitions and Disclosures:

Bloomberg Barclays Aggregate Bond Index.
An index managed by Bloomberg to track the
general performance of the domestic taxable
investment grade bond market.
S&P 500 Index. An index that measures the
large-capitalization sector including roughly
500 leading companies representing over
80% of the largest market capitalization in
the U.S. equity markets. It is a capitalizationweighted index from a range of securities
chosen by Standard & Poor’s for liquidity and
industry group representation.
S&P 500 Value Index. Contains those
securities from the S&P 500 Index with
lower-than-average sales and growth rates
and that generally reflect lower price-toearnings and price-to-book ratios.
S&P MidCap 400 Index. An index that
measures the mid-capitalization sector
including roughly 400 leading companies
representing about 7% of the U.S. equity
market. It is a capitalization-weighted index
from a range of securities chosen by
Standard & Poor’s for liquidity and industry
group representation.

S&P SmallCap 600 Index. An index that
measures the small-capitalization sector
including roughly 600 leading companies
representing about 3% of the U.S. equity
market. It is a capitalization-weighted index
from a range of securities chosen by
Standard & Poor’s for liquidity and industry
group representation.
S&P SmallCap 600 Value Index. Contains
those securities from the S&P SmallCap 600
Index with lower-than-average sales and
earnings growth rates and that generally
reflect lower price-to-earnings and price-tobook ratios.
MSCI EAFE Index. An index developed by
Morgan Stanley Capital International Inc. as
an equity benchmark for performance of
publicly traded securities in developed
international markets.
MSCI Emerging Markets Index. An index
developed by Morgan Stanley Capital
International Inc. as an equity benchmark for
performance of publicly traded securities in
emerging markets.

Wilshire REIT Index. An index developed by
Wilshire Associates to track the general
performance of Real Estate Investment
Trusts (REITs) traded on domestic equity
markets.
Bloomberg Commodity Index. An index
managed by Bloomberg to provide a
diversified, economically rational and liquid
benchmark for commodities as an asset class.
The index is currently composed of the prices
of 22 exchange traded futures contracts on
physical commodities.

The information contained herein should not be construed as personalized investment advice. There is no guarantee that the views and opinions
expressed in this newsletter will come to pass. Investing in the stock market involves risk and may not be suitable for all investors. Information
presented herein is subject to change without notice and should not be considered as a solicitation to buy or sell any security. Phillips Financial
does not make any representations as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared by any
unaffiliated third party, whether linked to this newsletter or incorporated herein, and takes no responsibility therefore. All such information is
provided solely for convenience purposes only and all users thereof should be guided accordingly.
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