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Markets Update: A Quarter in Review FIRST QUARTER 2019

Coming into the year, there were two big unknowns 
that scared investors – trade war and interest rates. 
Investors received more clarity on each in January and 
the markets staged an impressive rally. Trade tensions 
eased in January when early indications pointed 
to constructive dialogue and meaningful progress 
between the U.S. and China surrounding trade. 
This increased the probability of a trade agreement 
happening later this year. More importantly, investors 
received favorable news on interest rates when the 
Federal Reserve Chairman announced a plan to stop 
raising interest rates this year.

BONDS 

Fixed income had a good quarter. U.S. bonds 
returned 2.94% and global bonds earned 2.96%. 
The Federal Reserve has been raising interest rates 
since 2015, taking it from 0% to 2.5% today. 
Coming into the year, the Federal Reserve had plans 
to continue to tighten financial conditions. The plans 
quickly changed when slowing global growth, trade 
tensions, and the government shutdown caused 
capital markets to panic. The U.S. central bank 
recognized the volatility it was causing by tightening 
too quickly and decided to put a pause on plans 
to tighten. Central banks around the globe followed 

suit as the economic momentum has slowed across 
the globe. Lastly, the yield curve has garnered much 
attention in the press with certain parts of the yield 
curve inverting. Central banks have suppressed 
interest rates for many years now and have 
intentionally distorted yields. There is some debate 
now about how reliable the yield curve is given these 
circumstances.

STOCKS

Stocks around the globe bounced back aggressively 
after the sell off at the end of 2018. U.S. stocks led 
the way returning 14.04%, with international stocks 
not too far behind returning 10.45% and emerging 
markets earning 9.92%. Renewed hope surrounding 
trade negotiations between the U.S. and China and 
a shift in monetary policy from the Federal Reserve 
were the main drivers behind this current rally. The 
returns we have achieved so far are impressive, but 
we cannot expect this pace to be sustained for the rest 
of the year – some volatility is to be expected. We’d 
be remiss not to mention the milestone that occurred 
this quarter. The U.S. bull market reached 10 years in 
March, making it the longest bull market since World 
War II. The last 10 years have been a phenomenal 
ride with the S&P 500 returning over 300% during 
this period. A decade is a long time, but bull markets 

do not die of old age. They usually require a trigger 
event such as excess valuations, higher valuations, or 
recession, which we do not see at the moment.

ECONOMY

The U.S. economy remains sound as we enter the 
10th year of this economic expansion, but we 
recognize we are in the later stages of this cycle. 
Growth is decelerating but is not negative. We are 
expecting growth to fall from 3% to the 2% range as 
tax benefits wane. The labor market remains tight with 
unemployment rate at 3.9% and inflation contained. 
Based on the economic indicators we follow, the 
probability of a U.S.  recession in the near term is 
low. Globally, we are seeing a faster slowdown in 
growth as trade issues have impacted international 
markets disproportionately, but we don’t see a global 
recession now. Mario Draghi, the European Central 
Bank President, said, “lower confidence produced by 
trade discussions… this sort of diminished confidence 
filtering through countries and sectors is one major 
factor for the slowdown.” The European Central 
Bank is now taking the necessary steps to stabilize 
the economy by again easing their monetary policy 
to bolster the economy. Draghi sees the probability of 
a recession as “very low.” 
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Markets Summary: First Quarter 2019 Index Returns

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio. 
Market segment (index representation) as follows: US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [net div.]), Emerging Markets (MSCI Emerging Markets Index [net 
div.]), Global Real Estate (S&P Global REIT Index [net div.]), US Bond Market (Bloomberg Barclays US Aggregate Bond Index), and Global Bond Market ex US (Bloomberg Barclays Global Aggregate ex-USD Bond 
Index [hedged to USD]). S&P data © 2019 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights 
related to the Russell Indexes. MSCI data © MSCI 2019, all rights reserved. Bloomberg Barclays data provided by Bloomberg.
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Timeline of Events: A Quarter in Review
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“US Indexes Close 
with Worst Yearly 
Losses Since 
2008”

“Strong US Job and 
Wage Growth Provides 
Assurance on 
Economy”

“OECD Sees 
Further Slowdown 
in Global 
Economy”

“China’s Annual 
Economic 
Growth Rate Is 
Slowest Since 
1990”

“US Stocks 
Post Best 
January in 
30 Years”

“Economy 
Notches 100th 
Straight Month 
of Increased 
Employment”

“Consumer 
Sentiment 
Hits Lowest 
Level in 
More Than 
Two Years”

“Eurozone Economic 
Forecasts Slashed”

“NASDAQ Exits 
Bear Market as 
Stocks Rally”

“Oil Rises 
Sharply on 
OPEC 
Production 
Cuts, Falling 
US Stockpiles”

“US Economy 
Grew 2.6% in 
the Fourth 
Quarter”

“US Posts Record 
Annual Trade 
Deficit”

“Small 
Business 
Hiring Breaks 
Record”

“Manufacturing 
Pullback Flashes 
Signs of 
Economic 
Slowdown”

“Fed Keeps 
Interest Rates 
Unchanged; 
Signals No More 
Increases Likely 
This Year”

“May’s Brexit Deal Is 
Rejected for a Third 
Time by Lawmakers” 

MSCI All Country World Index with selected headlines from Q1 2019

These headlines are not offered to explain market returns. Instead, they serve as a reminder that investors should view daily events from a long-term perspective and avoid making investment decisions based solely on the news.
Graph Source: MSCI ACWI Index [net div.]. MSCI data © MSCI 2019, all rights reserved.It is not possible to invest directly in an index. Performance does not reflect the expenses associated with management of an actual 
portfolio. Past performance is not a guarantee of future results. 
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Beyond the Quarter: Survey of Long Term Performance AS OF MARCH 31, 2019 

INDEX 5 Years % 10 Years % 20 Years % Since Inception % Inception Date

Global Stocks

MSCI All Country World Index (gross div.) 7.03 12.58 5.43 7.79 JANUARY 1988

US Stocks  

Russell 3000 Index 10.36 16.00 6.48 11.78 JANUARY 1979

International Stocks

MSCI World ex USA Index (gross div.) 2.71 9.36 4.57 9.25 JANUARY 1970

MSCI Emerging Markets Index (gross div.) 4.06 9.31 8.72 10.67 JANUARY 1988

Global Real Estate Investment Trust Stocks  

S&P Global REIT Index (gross div.) 7.81 16.14 10.20 8.93 JULY 1989

Bonds

Bloomberg Barclays U.S. Aggregate Bond Index 2.74 3.77 4.73 7.30 JANUARY 1976

Bloomberg Barclays Global Aggregate Bond Index (hedged to USD) 3.36 4.09 4.67 5.93 JANUARY 1990

Inflation

US Consumer Price Index* 1.49 1.77 2.17 2.88 JANUARY 1926

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.  
*Returns are through March 2019. Market segment (index representation) as follows: Global Stocks (MSCI All Country World Index), US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World 
ex USA Index [gross div.]), Emerging Markets (MSCI Emerging Markets Index [gross div.]), Global Real Estate (S&P Global REIT Index), US Intermediate Bonds (Bloomberg Barclays U.S. Aggregate Bond Index), and 
Global Bonds (Bloomberg Barclays Global Aggregate Bond Index [hedged]). Russell data © Russell Investment Group 1995–2015, all rights reserved. MSCI data copyright MSCI 2015, all rights reserved.  Barclays 
data provided by Barclays Bank PLC. BofA Merrill Lynch data provided by Bank of America Corp, all rights reserved © 2015.
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Déjà Vu All Over Again

Investment fads are nothing new. When selecting strategies for their portfolios, 
investors are often tempted to seek out the latest and greatest investment 
opportunities.

Over the years, these approaches have sought to capitalize on developments such 
as the perceived relative strength of particular geographic regions, technological 
changes in the economy, or the popularity of different natural resources. But long-
term investors should be aware that letting short-term trends influence their investment 
approach may be counterproductive. As Nobel laureate Eugene Fama said, “There’s 
one robust new idea in finance that has investment implications maybe every 10 or 
15 years, but there’s a marketing idea every week.” 

WHAT’S HOT BECOMES WHAT’S NOT

Looking back at some investment fads over recent decades can illustrate how often 
trendy investment themes come and go. In the early 1990s, attention turned to 
the rising “Asian Tigers” of Hong Kong, Singapore, South Korea, and Taiwan.  
A decade later, much was written about the emergence of the “BRIC” countries of 
Brazil, Russia, India, and China and their new place in global markets. Similarly, 
funds targeting hot industries or trends have come into and fallen out of vogue. In the 
1950s, the “Nifty Fifty” were all the rage. In the 1960s, “go-go” stocks and funds 
piqued investor interest. Later in the 20th century, growing belief in the emergence 
of a “new economy” led to the creation of funds poised to make the most of the 
rising importance of information technology and telecommunication services. During 
the 2000s, 130/30 funds, which used leverage to sell short certain stocks while 
going long others, became increasingly popular. In the wake of the 2008 financial 
crisis, “Black Swan” funds, “tail-risk-hedging” strategies, and “liquid alternatives” 
abounded. As investors reached for yield in a low interest-rate environment in the 

following years, other funds sprang up that claimed to offer increased income 
generation, and new strategies like unconstrained bond funds proliferated. More 
recently, strategies focused on peer-to-peer lending, cryptocurrencies, and even 
cannabis cultivation and private space exploration have become more fashionable. 
In this environment, so-called “FAANG” stocks and concentrated exchange-traded 
funds with catchy ticker symbols have also garnered attention among investors.

THE FUND GRAVEYARD

Unsurprisingly, however, numerous funds across the investment landscape were 
launched over the years only to subsequently close and fade from investor memory. 
While economic, demographic, technological, and environmental trends shape the 
world we live in, public markets aggregate a vast amount of dispersed information 
and drive it into security prices. Any individual trying to outguess the market by 
constantly trading in and out of what’s hot is competing against the extraordinary 
collective wisdom of millions of buyers and sellers around the world. 

With the benefit of hindsight, it is easy to point out the fortune one could have 
amassed by making the right call on a specific industry, region, or individual security 
over a specific period. While these anecdotes can be entertaining, there is a wealth 
of compelling evidence that highlights the futility of attempting to identify mispricing 
in advance and profit from it.

It is important to remember that many investing fads, and indeed, most mutual 
funds, do not stand the test of time. A large proportion of funds fail to survive 
over the longer term. Of the 1,622 fixed income mutual funds in existence at the 
beginning of 2004, only 55% still existed at the end of 2018. Similarly, among 
equity mutual funds, only 51% of the 2,786 funds available to US-based investors 
at the beginning of 2004 endured. 

FIRST QUARTER 2019
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Déjà Vu All Over Again Continued

WHAT AM I REALLY GETTING?

When confronted with choices about whether to add additional types of assets or 
strategies to a portfolio, it may be helpful to ask the following questions:

1. What is this strategy claiming to provide that is not already in my portfolio?

2. If it is not in my portfolio, can I reasonably expect that including it or focusing on 
it will increase expected returns, reduce expected volatility, or help me achieve 
my investment goal?

3. Am I comfortable with the range of potential outcomes?

If investors are left with doubts after asking any of these questions, it may be wise 
to use caution before proceeding. Within equities, for example, a market portfolio 
offers the benefit of exposure to thousands of companies doing business around 
the world and broad diversification across industries, sectors, and countries. While 
there can be good reasons to deviate from a market portfolio, investors should 
understand the potential benefits and risks of doing so. 

In addition, there is no shortage of things investors can do to help contribute to a 
better investment experience. Working closely with a financial advisor can help 
individual investors create a plan that fits their needs and risk tolerance. Pursuing 
a globally diversified approach; managing expenses, turnover, and taxes; and 
staying disciplined through market volatility can help improve investors’ chances of 
achieving their long-term financial goals. 

CONCLUSION

Fashionable investment approaches will come and go, but investors should 
remember that a long-term, disciplined investment approach based on robust 
research and implementation may be the most reliable path to success in the global 
capital markets. 

Past performance is no guarantee of future results. There is no guarantee an investing strategy will be successful. Diversification does not eliminate the risk of market loss. 
All expressions of opinion are subject to change. This article is distributed for informational purposes, and it is not to be construed as an offer, solicitation, recommendation, or endorsement of any particular security, 
products, or services. Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission. ©2019 Dimensional Fund Advisors LP. All rights reserved. Unauthorized copying, 
reproducing, duplicating, or transmitting of this material is prohibited. 
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