
An Impressive First Quarter 
 
The S&P 500 enjoyed a total return of about 13% in the first quarter of 2019, 
marking its best quarterly gain in nearly 10 years and its best start to a year 
since 1998.  The technology sector led the way in Q1 with a price change of 
over 19% with real estate and industrials following closely with gains over 
16%.  Financials and health care were the biggest laggards in Q1, but even 
these two sectors still gained more than 6% (FactSet, Bespoke). 
 
This year’s rally in risk 
assets caught many off 
guard as  many investors 
have been net sellers of 
equities over the past 
three months, due to 
worries over slowing global 
growth.  Yet since the 
fourth quarter market 
decline, the S&P 500 has 
surged by 20 percent.   
 
Overseas equity markets have recovered as well; credit spreads are back to 
normal levels, the dollar is relatively stable, and commodity prices are up.  
In part, the sharp recovery can be attributed to encouraging news on China 
trade and a more dovish Fed. 
 
Throughout the quarter, equities have demonstrated exceptionally strong 
breadth.  The S&P 500’s cumulative Advance/Decline line for the entire 
quarter was the strongest seen since 1990, as shown in the chart below.  Not 
only was this quarter’s breadth impressive, other than the first quarter of 
2013, no other quarter over the past 100+ years comes close. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Breadth is an important internal indicator measuring the health of a market 
rally.  Comparing the number of stocks gaining in price to those falling gives 
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us a general answer to the question “how broad is the rally?”  A market 
experiencing broad participation during a rally is considered to be stronger 
than one where the gains are concentrated in relatively few names.  
Conversely, a rising market with fewer and fewer stocks participating in the 
up trend of an underlying index would be cause for concern.   
 
Late last year we concluded that the dramatic selloff was more a “market 
event” than it was an important shift in economic fundamentals.  Such 
market events are usually accompanied by a spike in emotion and often end 
with sharp snapback rallies, as has happened in early 2019.   
 
Our view then, as now, was based on the belief that economic and financial 
market fundamentals remain healthy.  Accordingly, the economy has upside 
potential and our constructive posture appears warranted since risk-free 
yields remain fairly low and the market is not priced to overly-optimistic 
assumptions.  
 
The yield curve recently inverted (often believed to predict recessions) and 
some investors are increasingly worried about a number of weaker-than-
expected global economic reports.  As contrarians we are encouraged to 
see a relatively high level of skepticism among other investors.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The difference between the earnings yield on equities and the yield on 10-
year Treasury bonds (known as the equity risk premium shown above) has 
been declining.  It appears that investors have little confidence in future 
corporate profit growth.  This tells us that risk aversion is still relatively 
high and equities are not currently over priced.  
 

Our view is that this economic expansion has room to run.  Business investment has been strong and we believe 
corporate earnings will continue to rise in 2019.  Trade negotiations between the U.S. and China are showing 
signs of progress and we see an acceleration of global economic activity in the second half of the year.   
 
Dr. Arthur Laffer, the “father of supply-side economics”, often references what he calls the five pillars of 
economic prosperity.  Specifically, 1) low taxes, 2) stable interest rates, 3) low Federal regulation, 4) free trade, 
and 5) low government spending.  Of these, the first three pillars would appear to be firmly in place and free 
trade is the objective behind current trade negotiations between the U.S. and China.  Only the relatively high 
level of government spending emerges as a potential long-term threat to the economy.  
 
On balance, important economic conditions and incentives supporting economic activity remain in place.  
Accordingly, we believe the U.S. is in an extended period of prosperity with the risks of an imminent recession 
still relatively low.   
 
We will continue to monitor all developments closely.  Thank for your continued confidence. 
             
John E. Chapman, April 2019 

Key Takeaways 
· · · 

 The S&P 500 enjoyed a 
total return of about 13% 
in the first quarter of 
2019, marking its best 
quarterly gain in nearly 10 
years.   

 
 This year’s rally in risk 

assets caught many off 
guard as  many investors 
have been net sellers of 
equities.  

 
 The S&P 500’s cumulative 

Advance/Decline line for 
the entire quarter was the 
strongest going back to at 
least 1990. 

 
 The economy has upside 

po t en t i a l  a nd  o u r 
constructive posture 
appears warranted. 

 
 As contrarians we are 

encouraged to see a 
relatively high level of 
s k e p t i c i s m  a m o n g 
investors.   

 
 Business investment has 

been strong and we 
believe corporate earnings 
will continue to rise in 
2019.   



IMPORTANT DISCLOSURES 
THIS COMMENTARY HAS BEEN PREPARED BY CLEARWATER CAPITAL PARTNERS. THE OPINIONS VOICED IN THIS MATERIAL ARE FOR GENERAL INFORMATION ONLY AND ARE NOT INTENDED TO PROVIDE OR BE CONSTRUED AS PROVIDING SPECIFIC INVESTMENT ADVICE OR RECOMMENDATIONS FOR ANY 
INDIVIDUAL.  

ALL ECONOMIC DATA IS DERIVED FROM PUBLIC SOURCES BELIEVED TO BE RELIABLE. TO DETERMINE WHICH INVESTMENTS MAY BE APPROPRIATE FOR YOU, PLEASE CONSULT WITH US PRIOR TO INVESTING. INVESTING INVOLVES RISK WHICH MAY INCLUDE LOSS OF PRINCIPAL. 

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of April 2019 and may change as subsequent conditions 
vary. The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by Clearwater Capital Partners to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy.  

Past performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader. Investment involves risks. International investing involves additional risks, including risks 
related to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility due to adverse political, economic or other developments.  Index performance is shown for illustrative purposes only. You cannot invest directly in an index. S&P 500 is a 
registered trademark of Standard & Poor’s Financial Services , a division of S&P Global (“S&P”) All Russell US Indexes are subsets of the Russell 3000® Index, which includes the well-known large cap Russell 1000® Index and small cap Russell 2000® Index. DOW JONES, DJ, DJIA and DOW JONES 
INDUSTRIAL AVERAGE are registered trademarks of Dow Jones Trademark Holdings  (“Dow Jones”). 

The two main risks related to fixed-income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will not be able to make principal and 
interest payments. 
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