
Capital Markets Update - 1Q 2019 

1Q 2019 Market Commentary 

Notable 1Q 2019 Market Performance 

Following its worst year since 2008, the market roared back in the first three months of 2019, delivering its best quarter in nearly ten years. 
Fittingly, on the last day of trading the Lyft IPO priced at the top of its range with strong investor demand and, for the third time, the UK 
Parliament voted down the proposed Brexit plan. These countervailing notes of optimistic froth and continued global concern highlight the 
tension that investors face.  Likewise, the prospect of a less vigilant Fed has buoyed the market but also points to the reality of slowing growth 
here and elsewhere around the globe.  A recession may not be imminent but with business activity ratcheting down and trade relations still chilly, 
it is not difficult to envision a moderate contraction sometime in 2020 or 2021. A recent brief inversion of the yield curve is another reminder that 
we may be approaching the final stage of this current business cycle. If and when that happens, monetary policy may not have the punch to 
combat a recession unless interest rates are at much higher levels than they are today.  
  
The primary drivers of recent market performance revolve around 1) the oversold condition of the stock market at the end of 2018, 2) a pivot 
away from headwind-inducing tightening by global policy makers, 3) strong investor demand for yield, 4) a growing presumption that trade 
issues will be resolved and that China will help reflate emerging markets and 5) a more positive view on an uncertain Europe.  
  
Unfortunately, each of these performance drivers has a dark side which could result in disappointing returns in the next several quarters. So, for 
example, P/E valuations that were beaten down in Q4 2018 are back to their October highs as a result of the run up in stock prices during this 
year’s first quarter. Also, the thirst for yield has resulted in an explosion of private lending and relatively low spreads between corporate and 
government bonds. As for trade, even if the US and China resolve some of their issues and ease tensions, there are other trading partners with 
whom the US has imbalances (e.g., Mexico, Japan and Germany), and they may be drawn into a series of trade “discussions”.  Meanwhile 
Europe faces significant challenges including those tied to Brexit, Italy and the German banking sector. 
  
Given the late cycle nature of the economy, and the run-up in market valuations since the beginning of the year, risk-sensitive investors should 
begin to lighten up on high beta, growth assets if they haven’t done so already. For long-term investors there is still potential for profits but in the 
tautology of greed and fear, we believe positioning a few steps away from greed is now called for. 
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S&P 500 and VIX Performance – 1Q 2019 

Source: Bloomberg, WSJ.com. 

Source: Bloomberg. 

Global Capital Markets Performance – 1Q 2019 
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Source: Bloomberg. 
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Global Capital Markets and Sector Performance – 1Q 2019 

 

4.3%
3.7%

-0.1%

-1.2%

-2.1% -2.4% -2.6%

-4.7%
-5.3%-6%

-4%

-2%

0%

2%

4%

6%

Brazilian Real Japanese Yen Chinese Renminbi Euro British Pound Australian $ Israeli Shekel Mexican Peso Canadian $

Global Currency Performance – 1Q 2019 

 

Source: Bloomberg. 3



Capital Markets Update - 1Q 2019 

Global Hedge Fund Performance By Strategy – 1Q19 

Source: HFRI Hedge Fund Indices. 

Global Current Price / Earnings Ratio vs. 10 Year Average 

Source: Bloomberg. Price to earnings is price divided by Bloomberg consensus forward 12 month earnings estimate 
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S&P 500 Operating Earnings Growth (YoY Percentage Change) 

Source: S&P Dow Jones Indices. 

S&P 500 Return Decomposition: March 2009 – February 2019 

Source: Touchstone Investments, Bloomberg, S&P Down Jones Indices.  
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US Dollar Index 

Source: BIS. 

Note: Adjusted for inflation.  The US Dollar Index is comprised of a basket of currencies of the trading partners of the United States. 

Global Equity Returns: Local Currency vs. USD – 1Q19 

Source: Bloomberg, JP Morgan.   
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The Fed and Interest Rates 

*Long-run projections are the rates of growth, unemployment and inflation to which a policymaker expects 
the economy to converge over the next five to six years in the absence of further shocks and under 
appropriate monetary policy. 

Source: Bloomberg, JP Morgan. 
Source: Bloomberg, JP Morgan. 

Duration of Barclays U.S. Aggregate 

Inflation Since 1960 

Source: Bloomberg, WSJ.   
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Source: Bloomberg, JP Morgan. 
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China Real GDP Growth Contribution 

Source: JP Morgan, Factset.   

GDP in Europe 

Source: Bloomberg. 
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Money Raised by IPOs since 1995 

Source: WSJ. 
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P/E Spread Between Emerging Markets and S&P 500 

Source: Bloomberg.   
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Solaris Advisors, LLC (“SA”) is an investment advisor registered with the Securities and Exchange Commission under the 
Investment Advisors Act of 1940.  SA is a wholly owned subsidiary of The Solaris Group, LLC. 
 
This report and the proprietary work product of Solaris is being provided on a confidential basis for informational purposes only, solely for 
those persons to whom it is transmitted. Solaris believes that the information contained in this report is accurate and complete, but it makes 
no representation as to its accuracy or completeness, and it should not be relied on as such. This information is provided 'as is' and the user 
assumes the entire risk of any use it may make or permit to be made of this information. Neither Solaris nor any of its affiliates or any other 
person or entity involved in compiling, computing, creating, reporting or providing this information makes any express or implied warranties or 
representations, and they expressly disclaim all warranties including, without limitation, all warranties of originality, accuracy, completeness, 
timeliness, non-infringement, merchantability and fitness for a particular purpose. Without limiting any of the foregoing, in no event shall 
Solaris have any liability for any direct, indirect, special, incidental, punitive, consequential or any other damages (including, without 
limitation, lost profits) even if notified of, or if it might otherwise have anticipated the possibility of such damages.   
 
The views expressed in this report represent the opinions of Solaris Advisors, are based on information the firm considers to be reliable, and 
are subject to change without notice.  There is no guarantee that the forecasts and opinions expressed in this report will be realized. Statistical 
data is obtained from a variety of sources each of which is set forth below its respective chart, graph, exhibit, etc. While these sources are 
believed to be trustworthy, their accuracy, timeliness, completeness, relevance or reliability cannot be assured. Global Capital Markets 
Performance is represented by index returns. These sources include Standard & Poor’s (U.S. equity markets); Russell (U.S. equity markets); 
Barclays Aggregate (fixed income bond markets); Morgan Stanley (EAFE and Emerging Markets); HFRI (Hedge Funds); and Credit Suisse 
(Hedge Funds). The performance of the global capital markets does not represent the current or future performance of The Solaris Group 
entities which can substantially differ from the performance of those markets.  The types of securities and investment strategies mentioned 
are not be suitable for everyone.  Each investor needs to consider his, her or its investment strategies in light of their own particular facts and 
circumstances. 
 
Index returns are derived principally from market indices on Bloomberg and other third party proprietary databases such as Morningstar, HFRI 
and CS Tremont.  The following four broad-based indices are examples of indices used in reports for comparative purposes only and have been 
selected as they are well known and may be easily recognizable by investors. The S&P 500 Index includes 70% of all U.S equities and is 
weighted by market value, and its performance is thought to be representative of the U.S. stock market as a whole. The Barclays Aggregate 
Bond Index comprises government securities, mortgage-backed securities, asset-backed securities and corporate securities, and is a broad 
measure of the taxable, investment grade U.S. bond market. The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted 
market capitalization index that is designed to measure developed market equity performance, excluding the U.S. and Canada.  It comprises 
21 MSCI country indexes. The HFRI Monthly Indices are equal fund weighted and comprised of hedge funds that voluntarily report their 
performance to HFR. Each HFR broad strategy index consists of funds that allocate capital among several hedge fund strategies. Each strategic 
index consists of funds that allocate capital within a specific strategy. With respect to these and other indices used in this report, more 
detailed information is available upon request.  Please note that these indices or performance benchmarks are comprised of securities which 
for the most part are dissimilar to the positions held directly or indirectly by the managers or funds in the portfolios represented in this report, 
and these indices or benchmarks do not have similar risk/return profiles to them. Additionally, indices are unmanaged; do not incur 
management fees, costs or expenses; and cannot be invested in directly. Benchmarks are provided for illustrative purposes only and should 
not be relied upon as an accurate measure of comparison.  
 
Past Performance is No Guarantee of Future Results 
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