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January 2019 Highlights: 

• Global stocks (MSCI All-Country World Index or ACWI) returned 7.9% led by Emerging Markets 
(8.8%) and the S&P 500 (8.0%); Japan and Europe lagged, returning 6.6% and 6.1%, respectively. 
 

• The S&P 500 rose 8% in January led by strength in cyclical stocks like Energy and Industrials; 
defensive sectors – Utilities, HealthCare, Staples – lagged the broader recovery. Real Estate 
outperformed both the broader market as well as Utilities, which was negatively impacted by the 
PG&E bankruptcy filing. 
 

• U.S. Stocks: Small caps outperformed large caps, and value outperformed growth. 
 

• U.S. thematic, risk-based factors: Value and Quality outperformed Momentum, Minimum 
Volatility, and High Dividend. 
 

• Fixed income: Strong returns posted by emerging market debt and U.S. high yield demonstrate 
recovery in risk-based assets. Broader investment grade fixed income (Barc Agg) benefited from 
drop in U.S. interest rates following dovish Fed comments.  
 

• 10-Year U.S. Treasury Yield dropped to 2.63% at month-end, down from 2.68% at the beginning 
of the month. With both an equity and a bond market rally, investors seem to be pricing in a soft 
landing (not-too-hot, not-too-cold economy). 
 

• Investors are looking to the future: 1) U.S./China trade agreement to head off the March 1 
deadline of additional U.S. tariffs; 2) Brexit resolution or delay to avoid a ‘hard’ exit at the end of 
March; and 3) Federal Reserve’s 180 degree turn from early 4Q2018 comments on rate hikes 
and balance sheet normalization. 
 

• Can the Fed and China engineer a soft landing that maintains the current global growth cycle, 
while not prompting global central banks to tighten? Remains to be seen.  
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Well, we’re disappointed to report our first forecast error of 2019.  

The S&P 500 Index rebounded from the 4Q2018 sell-off, returning 8.0% in January while the 12-month 
forward price/earnings multiple expanded from 14.5x at the end of December to 15.9x at the end of 
January (based on Bloomberg earnings estimates). The January effect led to the strong recovery of the 
most beaten down risk-based assets; while safe-haven segments like low volatility stocks lagged the 
broader market recovery.   

Where did we err? In the 2019 Outlook section of our 2018 Year-End Market Commentary, we wrote: 

“The path for U.S. earnings growth looks less certain, and less certainty typically results in a higher risk premium demanded 
by investors. Hence, we would expect U.S. stocks to track earnings growth, but would not expect a higher valuation paid for 
that earnings growth.”   

Instead, forward equity valuations expanded – resulting in lower, rather than higher, equity risk 
premiums. The S&P 500 forward P/E multiple rose despite a continued slowdown in earnings growth 
forecasts. According to Factset’s Earnings Insight (1/25/2019), the consensus forecast for S&P 500 
earnings growth in Calendar-Year 2019 (CY19) has dropped to 6.3% (revenue growth of 5.2%%), down 
from 7.9% (revenue growth of 5.3%) expected towards the end of December.  

While the path for future earnings growth looks more certain, investors are now demanding a lesser 
premium for holding U.S. stocks despite the more muted outlook for CY19 earnings growth.  

Hence, the S&P 500’s gain of 8.1% more than exceeds the 6.1% earnings growth now expected in 
CY19. And Wall Street analysts may continue to ratchet down their expectations, as companies report 
their 4Q earnings and provide forward guidance, acknowledging the more challenging macro 
environment. Like January 2018, U.S. investors have more than clipped their earnings coupon and are 
now discounting a healthy rebound in estimates going forward.  

https://www.investopedia.com/terms/j/januaryeffect.asp
https://3dadvisor.com/files/9115/4653/0691/2018_Year-End_Commentary_Reduced_2.pdf
https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_012519.pdf
https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_122118.pdf
https://ss-usa.s3.amazonaws.com/c/308464056/media/5a7b0d3da90b9/2018%20market%20com%20January.pdf
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Other markets have also enjoyed this rebound in forward valuations and lower risk premiums. Figure 1 
displays the expected earnings trend (white lines) for major market indices against their forward 
price/earnings multiples (colored lines). Except for EM Small Cap, all major regions saw an expansion in 
their multiples in the face of declining earnings growth expectations. EM Small Cap is bucking this 
downward trend with analysts raising their earnings forecasts – likely due to lower commodity prices, a 
Fed on hold, and expectations of a Chinese stimulus. We may be seeing a recovery in, or stabilization of, 
earnings estimates for Emerging Markets (MS Emerging Markets) and U.S. Small Caps (Russell 2000). 

Figure 1 – First Forecast Error of the Year:  
S&P 500 Multiple Expands Despite Earnings Growth Slowdown 

 

Source: Bloomberg as of 1/31/2019 using Bloomberg estimates for EPS and P/E 

However, we’ll gladly trade our macro/market forecasting prowess for the hope that January’s equity 
market strength continues into the rest of the year – despite prevalent signs of a global growth 
slowdown as indicated by worldwide manufacturing sentiment surveys and slowing business conditions 
(Figures 2 and 3).   
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Figure 2 – Slowdown in Global Purchasing Manufacturer Sentiment (PMIs) 

 

Figure 3 – Worsening Business Conditions for Germany and Japan (Large Exporters to China) 

 

Investors are already looking to the future: 1) U.S./China trade agreement to head off the March 1 
deadline of additional U.S. tariffs; 2) Brexit resolution or delay to avoid a ‘hard’ exit at the end of March; 
and 3) an accommodative Federal Reserve that did a 180 degree turn from its early 4Q2018 comments 
concerning rate hikes and balance sheet normalization. #3 has already revived as Fed officials intimated 
that future decisions on interest rates and balance sheet reductions would largely depend on near-term 
economic data – or be more data-driven around financial pricing and liquidity conditions. Perhaps the 
4th quarter 2018 weakness will turn out just to be a scare, and the Fed, Trump Administration, and 
China can engineer a global soft landing (more on China below). 

Hope and a Fed 



  

Market Commentary 

January 2019 
   

6 

100 Constitution Plaza, Suite 700, Hartford CT 860.291.1998 | www.3DAdvisor.com 
 

Higher interest rates and lower liquidity from balance sheet run-offs were enough to shut down capital 
markets, especially corporate credit, and send the U.S. economy into recession. 

Brian Wesbury, Chief Economist at First Trust is still arguing that nominal GDP should anchor a normal 
Fed rate, implying 3-4 rate hikes in 2019 rather than one rate hike now priced into Fed Funds futures. 
But, in his 1/30/2019 blog note, he acknowledged that the Fed ‘doves’ have won the day as the Fed 
has capitulated to the market stress from last quarter. Following the January FOMC meeting, the Fed 
acknowledged the current strength of the U.S. economy, but also removed language that called for 
gradual rate increases, and referred to global developments pointing towards near-term weakness and 
moderating inflation.  

Wesbury identifies the Fed’s fear of inverting the U.S. Treasury Curve, which many have been 
interpreted as a meaningful recession signal, as the primary motivator for adopting a more dovish stance 
on rate hikes. Ultimately, economic fundamentals should overcome market jitters, but the doves appear 
to be in charge as long as the data supports ‘patience’ and not ‘gradual normalization.  The market 
agrees and is forecasting no rate hikes for 2019 (Figure 4).  

Figure 4 – No Rate Hikes in 2019 as Implied by Fed Funds Futures 

 

Source: Bloomberg  

Having said that, many of the market-based indicators that prompted a course-correction by the Fed 
have flipped from ‘flight’ to ‘excite.’ Apart from the strong performance of global equities in January, 
many risk-based indicators like commodity prices (Figure 5), corporate credit spreads (Figure 6), and 
forward inflation expectations priced into TIPs vs Nominal Treasuries (Figure 7) have turned around. 
Reflexivity can work both ways, and an exuberant capital markets refreshed with animal spirits could 

https://www.ftportfolios.com/retail/blogs/economics/index.aspx?ID=4638&Print=Y
https://www.federalreserve.gov/monetarypolicy/fomcpresconf20190130.htm
https://www.thebalance.com/inverted-yield-curve-3305856
https://www.investopedia.com/terms/r/reflexivity.asp
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prompt the Fed to return to its 2018 hawkish stance. But for now, it appears the Fed has adopted a 
‘Wait-and-See Approach’ on setting interest rates and reducing their balance sheet.  

Figure 5 – Recovery in Risk Appetite: Oil and Industrial Metals 

 

Figure 6 – Recovery in Risk Appetite: Narrowing Corporate Credit Spreads 

 

Figure 7 – Recovery in Risk Appetite: Rising Inflation Expectations Priced in TIPs vs Nominal Treasury Yields 

https://www.bloomberg.com/news/articles/2019-01-10/powell-says-fed-is-waiting-and-watching-with-patience-on-rates
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China Slowdown Looms Over Global Economy 

A ‘Wait-and-See’ approach to 2019 Fed decision-making may seem even more prudent given the 
overhang of a slowing Chinese economy. China’s weakness is showing up in slowing trade activity 
reported by China’s major trading partners from semiconductors (Japan and S. Korea), autos (Germany), 
and tourism (Australia). A China slowdown does not necessarily portend a global contraction, but there 
are now reports that Chinese technology titans Baidu, Alibaba, and Tencent have slowed their hiring, 
putting at risk the Communist Party’s goal for stabilized employment. Caused in part by excess financial 
leverage, this slowdown may perhaps be ‘contained’ similar to Japan’s deflationary slowdown over the 
past three decades. (We originally wrote about this scenario in “Reaching the Macro Inflection Point”).  

The January Effect: Rebound in Global Risk Assets 

For now, a looming China slowdown has not dented the recovery in global risk appetite: both global 
equities and corporate credit rebounded sharply in January. Global stocks (MSCI All-Country World 
Index or ACWI) returned 7.9% led by Emerging Markets (8.8%) and the S&P 500 (8.0%), while Japan 
and Europe lagged, returning 6.6% and 6.1%, respectively (Figure 8). 

  

https://www.ccn.com/germanys-growth-slows-amidst-weak-car-sales-and-shrinking-exports-to-china
https://www.wsj.com/articles/china-slowdown-causes-recoils-in-growth-around-the-globe-11548932400?mod=hp_lead_pos2
https://3dadvisor.com/files/5914/9910/6466/2017_market_com_Q2.pdf
https://3dadvisor.com/files/5914/9910/6466/2017_market_com_Q2.pdf
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Figure 8 – U.S. and Emerging Market Stocks Lead All Major Regions in January 

 

Within U.S. Stocks, the January effect manifested itself with small caps outperforming large caps and 
value outperforming growth (Figures 9a and 9b).  

Figure 9a and 9b – U.S. Small Caps Outperform Large Caps and Value Outperforms Growth 

.  

Value’s outperformance over growth shows up in sector performance with industrial and energy sectors 
leading all S&P sectors in January (Figure 10). The underperformance of defensive sectors was not 
uniform: Real Estate outperformed both the broader market as well as Utilities, which should have 
benefited more from the month-end drop in long-term interest rates, but was negatively impacted by 
the PG&E bankruptcy filing.  

Figure 10 – Cyclical Sectors Outperform Defensive Sectors 

https://www.cnbc.com/2019/01/29/pge-owner-of-biggest-us-power-utility-files-for-bankruptcy.html
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In addition to Real Estate, Commodities also performed well, led by oil (Figure 11).  

    Figure 11 – Commodities and Real Estate Outperformed Global Equities in January 

 

Finally, among U.S. thematic, risk-based factors, Value and Quality outperformed Momentum, Minimum 
Volatility, and High Dividend (Figure 12). 

    Figure 12 – Value and Quality Lead Risk-Based Factors in January 
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Within fixed income, the recovery in risk-based assets can be seen with the strong returns posted by 
emerging market debt and U.S. high yield (Figure 13). Broader investment grade fixed income (Barc Agg) 
also benefited from the drop in U.S. interest rates following dovish Fed comments.  

    Figure 13 – Strong January Returns for Emerging Market Debt and High Yield  

 

 

Slowdown, Not Recession 
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We believe the markets are pricing in a slowdown but not a recession, based on January’s strong 
performance following dovish Fed policy-signaling and a thawing in the U.S./China trade dispute. We 
think global equities got ahead of themselves in January as market valuations expanded in the face of a 
slowing earnings growth environment (emerging markets, notwithstanding).  

However, the outperformance of small cap over large cap as well as the recovery in commodity prices 
appear to indicate that this elongated business expansion going back to 2009 appears to have more 
room to expand, although at a slower pace. Whether the Fed (and China) can engineer a soft landing 
that maintains the current global growth cycle, while not prompting global central banks to tighten, 
remains to be seen.  

Disclosure: 

The above is the opinion of the author and should not be relied upon as investment advice or a forecast of the 
future. It is not a recommendation, offer or solicitation to buy or sell any securities or implement any 
investment strategy. It is for informational purposes only. The above statistics, data, anecdotes and opinions of 
others are assumed to be true and accurate however 3D Asset Management does not warrant the accuracy of 
any of these. There is also no assurance that any of the above are all inclusive or complete. 

Past performance is no guarantee of future results. None of the services offered by 3D Asset Management are 
insured by the FDIC and the reader is reminded that all investments contain risk. The opinions offered above 
are as February 4, 2019 and are subject to change as influencing factors change. 

More detail regarding 3D Asset Management, its products, services, personnel, fees and investment 
methodologies are available in the firm’s Form ADV Part 2 which is available upon request by calling (860) 
291-1998, option 2 or emailing sales@3dadvisor.com or visiting 3D’s website at www.3dadvisor.com. 


