
1 Thought for the Week - 3.01.19 757156  | 03.2019

The Rally in 2019 –  
a Tale of Two Assets

Key Takeaways

• So far, 2019 has proven to be a very different year in 

markets compared to 2018. Prospects of a U.S./China 

trade deal and a “patient” Federal Reserve (Fed) have 

led to a sharp rally, reversing the losses experienced 

in 2018.  

• Global stock and bond markets are painting two 

different forecasts of the global economy: Stocks 

have soared from December lows, reflecting positive 

investor sentiment, while bond yields have fallen. 

Bonds have also posted positive returns, reflecting 

worsening economic conditions. 

• The economy continues to grow in 2019, albeit at 

a slower pace, and the probability of a recession 

remains low. These factors should support a healthy 

stock market over the intermediate term. 

• In the near term, investors should remain cautious 

when market sentiments go from being far too 

pessimistic in December 2018 to far too optimistic in 

2019 – a long way for the pendulum to swing in such a 

short period. 

The stock markets in 2019
As we enter the third month of 2019, the events of the fourth 

quarter of 2018 seem like a distant bad memory. Global stock 

markets have risen, erasing all the prior concerns that shook 

the markets during the last quarter. Two key drivers of the 

radical shift in sentiment have been the Federal Reserve (Fed) 

and optimism surrounding the U.S./China trade deal.  

In 2019, a “patient” Fed calmed fears of a potential recession 

as it shifted its prior year stance of raising interest rates. In 

addition, the Fed is also likely to either end or slow down the 

reduction of its nearly $4 trillion balance sheet by year-end. The 

Fed’s shift in stance was driven by uncertainty around financial 

conditions, concerns over slower non-U.S. economic growth, 

and softer inflation data. While a friendly Fed is welcome, 

it’s important for investors to understand the reasons for the 

shift in stance. The markets have plowed forward with the 

assumptions of zero interest rate hikes in 2019 and any move 

to the contrary could contribute to greater volatility as we 

move through this year.  
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Another driver is the prospect of improving trade and tariff 

negotiations between the U.S. and China. The ongoing 

negotiations have been perceived as progress towards a deal. 

In addition, the recent announcement to push back the March 

1st deadline to ramp up tariffs from 10% to 25% on many 

Chinese imported goods has been received positively. The 

recent developments in trade discussions have certainly been 

positive, but they have not yielded concrete solutions to the 

long-term issues. Regardless, the mere idea of easing trade 

tensions has helped the rally in the markets this year.

The bond markets in 2019
Stock and bonds are relaying two different stories in 2019. 

During periods of volatility, investors typically flee from 

stocks to purchase bonds, sending prices higher and yields 

lower. (Remember that bond prices and yields move in 

opposite directions.) Amidst the soaring markets of 2019, 

however, there has been little need for investors to rely 

on bonds as a hedge against equity and economic risk. 

Despite this backdrop, bond yields have remained low, 

indicating that investors remain concerned. For example, as 

of February 26, 2019, the yield on 10-year Treasuries remains 

near its low point at 2.64%, compared to 2.86% one year 

ago and 2.69% at the end of 2018, when the consensus 

was that the global economy was about to fall off a cliff. 

(For broader context, the long-term average 10-Year Treasury 

yield is 6.18%.)  

Conclusion 

In the fourth quarter of 2018, markets tanked on worries over 

rising tariffs, fears of an aggressive Fed, and the expectations 

of an imminent recession. So far in 2019, the markets have 

risen on trade optimism that has yet to be defined and the 

anticipation of the end of interest rate hikes from the Fed. 

The reality lies somewhere between these two scenarios, 

meaning stock markets will likely need to take a breather given 

the rapid pace of these gains. Likewise, bond yields may need 
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to rise closer to long-term averages. The economy continues 

to grow in 2019, albeit at a slower pace, and the probability 

of a recession remains low. These factors should support a 

healthy stock market over the intermediate term. However, 

it seems likely that stock market sentiments have swung 

wildly from being far too pessimistic in December 2018 to far 

too optimistic in 2019, while bond market sentiments have 

remained far too gloomy. Investors should remain cautious as 

markets find the right balance going forward.  

20190228-757156-2320923


