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The first quarter of 2019 ushered in a new wave of opti-
mism for financial markets globally. Investors cheered
the potential for a resolution of the trade war between
the US and China, and a dovish Federal Reserve pivot,
which led to lower interest rates thanks to the prospect
of continued loose monetary policy. With this back-
drop, the S&P 500 index advanced +1.9% in March
(+13.7% in Q1). The smaller capitalization Russell 2000
benchmark also started the year off well (+14.6% ytd),
though retracing some of its gains in March (-1.9%).
Overseas, the MSCI EAFE index marched higher during
the first quarter, rising +10.2%. The Euro Stoxx 600
index performed strongly, adding +2.2% in March
(+13.3% in Q1). In Asia, Japanese stocks were behind
the curve, rising +6.9% for the quarter, while Shanghai
listed Chinese equities led the pack higher, +24.0% in
Q1. Lastly, the MSCI Emerging Markets index advanced
by a respectable +9.9% during the quarter.

2019 has witnessed a sharp decline in global bond yields
following an accommodative shift in Federal Reserve
monetary policy. This trend has been exacerbated by
slowing economic data, including a contraction in man-
ufacturing orders in Germany and China. The US Treas-
ury 10-year yield plunged -28 basis points in Q1 (to
2.41%), while the equivalent German and Japanese gov-
ernment bond yields turned negative for the first time
in years. US credit spreads also compressed the most
since the first quarter of 2012. Perhaps most important-
ly, the difference between the 3-month and 10-year US
Treasury yields turned negative for the first time since
August 2007. All but one of the previous “inversions”

have been followed by a US recession.

Crude oil prices reached five month highs at the end of
March, with the Brent benchmark closing the quarter at
@39 per barrel. A steady drop in OPEC output, which
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hit a four-year low in March, has served to underpin
prices. US sanctions against Iran also appear to be taking
hold.

GEOPOLITICS

Britons voted to leave the European Union by 52% to
48% in 2016. In turn, British Prime Minister Theresa
May gave notice of the intent to leave the bloc on
March 29, 2019 under Article 50 of the EU’s Lisbon
Treaty. Fast forwarding to the present, PM May has
failed on three occasions to pass her EU Withdrawal
Agreement, forcing a delay of Brexit until at least April
12 and leading many to call for a cancellation of Article
50. An online revoke petition has garnered a record 6
million signatories (compared to 17.4 million people
that voted for Brexit). Looking ahead, whether the gov-
ernment lurches toward a no-deal departure, calls a
snap general election, works out a softer Brexit, or
chooses to remain in the European Union, are all given

similar credibility.
UNITED STATES

The US Federal Open Market Committee (FOMC), led
by Chairman Jerome Powell, signaled that there would
be no more Fed Funds interest rate increases for the
foreseeable future, as well as its intention to cease quan-
titative tightening. Looking ahead, it seems that the
Federal Reserve is poised to pre-emptively support eco-

nomic activity over the coming quarters. Given the

Washington policy debate concerning how to ﬁ?
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higher government spending (the U.S. budget deficit is
estimated to be $1.1 trillion in FY 2020, even as reve-
nues are expected to be the highest in US history), the
topic of Modern Monetary Theory (MMT) has gained
traction. MMT is a sibling to Quantitative Easing (QE)
which would allow the printing of money to fund the
government. In reality, the combination of QE and
accelerating fiscal deficits have added more than $10
trillion to the Federal Reserve and the Treasury’s bal-
ance sheet over the past decade. While inflation has
remained low, the case for fighting it does not exist,
allowing for the exploration of the Treasury funding
deficit spending to tackle rising wealth inequality,
America’s lack of universal health care, and ageing in-
frastructure. In the meantime, the US economy ap-
pears to be in good condition. March employment
growth accelerated from a 17-month low, with the
economy adding 196,000 jobs, leaving the jobless rate
at 3.8%. Milder weather boosted construction and
manufacturing activity, leading average wages higher
by 3.2% from a year earlier. Retail sales have decelerat-
ed, but remain 2.2% higher than the year ago period.
Overall, it is likely that first quarter GDP growth will
approximate an annualized rate of 2.1%, indicating a

stabilization following the earlier deterioration.
Europe

The European Central Bank (ECB) cut its 2019 Euro-
zone economic growth forecast to 1.1% from 1.7% last -
month. The slowing trend was corroborated by the
manufacturing PMI declining to 47.5 and the new ex-

port orders component dropping to 44.8, both in con-

profit outlook for the region, labor markets have held

up well, with unemployment continuing to decline, to
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tractionary mode. Yet, despite a weaker growth and -
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