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O F F  T O  A  F A S T  S T A R T . . .

s in this  environment, and are looking for any slowdowns in investment.

Another primary area of evaluation for us at WhaleRock is the current interest rate 
environment. From  
the start of the year through the summer, the yield curve, which indicates the amount of inte
rest an investor  
receives in a treasury bond at various maturities, has “flattened”, meaning that short term in
terest rates have gone  
up more than long term interest rates. This is depicted in the chart on the next page.

After 2018 proved to be the worst year for domestic stocks since 2008, the  domestic 
equity markets offered the strongest first quarter returns since 1998. The S&P 500 
Index was up 13.7%, the Dow Jones Industrial was up 11.8%, and the Nasdaq 

Composite Index was up 16.8%. The rally in equities was not limited to the United States: the 
MSCI Emerging Markets Index was up 12.9% for the quarter and the MSCI Eurozone Index 
was up 14.5%. After such a fast move to start the year, we wanted to review how 
sustainable the rally could be.

As mentioned in our winter commentary, negative investor sentiment was at an 
extreme at the end of 2018. The “Fear & Greed Index” (CNN), which gages market 
sentiment range from 0 (maximum fear) to 100 (maximum greed) recorded a score of 3, a 
figure seldom seen. This score was the culmination of a broad based sell-off that 
started in late September and reached a fever pitch on Christmas Eve, with the S&P 500 
having declined 20% in three months. Warren Buffett once stated in a letter to 
shareholders, “Be fearful when others are greedy and greedy when others are fearful.” This 
theory was yet again proven to be correct in late December, when there were many 
sellers of equities and very few buyers. Come Christmas Eve, there was such broad 
based selling in equity markets that it did not matter if it was a blue-chip company with 
great earnings: it was being sold. After December 24, the pendulum started to shift 
from extreme fear and investors started to buy equities again. The change in sentiment 
buoyed the market and ultimately pushed the market to a fast-paced start in 2019.

While it might seem that markets have moved too far, too fast, history tells us that a 
strong first quarter tends to be harbinger of further positive equity returns for the year.  As 
illustrated in the chart provided by LPL Financial, since 1950 there have been ten instances 
of first quarters of the year in which the S&P 500 Index was up more than 10%. In all 
ten years, investors received a positive return, and in nine of the ten years, there 
were further gains beyond the first quarter returns.
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Further support of this trend, presently, is that investor sentiment is not at bullish extremes. Bank of 
America surveys fund managers to get an understanding of their asset allocation. In March, they asked fund 
managers if they were over allocated to equity investments. The chart below currently shows a very 
small percentage of managers overweight equities.

In fact, fund managers haven’t been this conservatively allocated to equities since early 2016. As a reminder, 
in 2016 the S&P 500 Index was up 12% and in 2017 the S&P was up nearly 22%. 

At present, we do not see conditions suggesting a major market pullback is imminent. History suggests 
that first quarter equity strength begets strength in the markets for the whole year and investor sentiment is 
nowhere near excessive optimism. That said, a key indicator we are focused on is the yield curve, which inverted in 
March. We discussed at length in last summer’s commentary, historically an inversion of the yield curve, 
which occurs when the yield offered to investors on shorter dated Treasury bonds exceeds the yield offered on 
longer dated maturities, has been an indicator to an economic slowdown being close. That said, the first yield curve 
inversion during an economic cycle has often not led immediately to a slowdown. The LPL chart provided 
shows there have been multiple economic cycles in which the yield curve inverted and subsequently reversed 
course before its final inversion preceding a recession. 

In the last five economic cycles, there was an average of 21 months between the first inversion of the 
yield curve and the peak of that economic cycle. That said, we are very conscious of how long this cycle has been 
and are constantly examining economic data to evaluate if the economy is nearing the end of the cycle. 
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In closing, April is National Financial Literacy Month in the United States. We wanted to provide you with 
some important data to consider. In late 2018, Vanguard analyzed four million households that had accounts with 
them and found an alarming statistic: Nearly 1 in 5 millennials (ages 22-37 years old) had no money in equities. Be 
advised, in this study, it is only inclusive of those who already had investment accounts: many millennials do not. 

Further, back in 2014 UBS performed a study and found that, “the average investor aged 21 to 36 has 52 
percent of their savings in cash, compared to 23 percent for other age groups.” The predoment theory as to why 
millennials are so conservative when it comes to investing is that they were exposed to two major market pullbacks 
at influential ages: the "Dot-Com Bubble" (1999-2001) bursting and the "Great Financial Crisis" (2007-2009). This is 
where financial literacy can be invaluable to individuals. Albert Einstein was once said, “Compound interest is the 
eighth wonder of the world. He who understands it, earns it. He who doesn’t, pays it.” Einstein was right; consider 
the following scenarios:

 If an investor put all of their savings into an S&P 500 fund and reinvested the dividends on October 9, 
2009, which was the highest point the S&P reached before the Great Recession, 10 years later they still 
would have a +83% return on their investment (6.5% annualized).

 If a 25 year old started contributing $5,000 a year to an investment account and gained a return of 7%
per year (which would represent below average historical equity returns) for 50 years, they would have 
more than $2 million dollars at the end, with only $250,000 of that being principal and a massive $1.75 
million from interest that has compounded.

We encourage everyone to share this information with family members who are millennials and always 
happy to discuss with young investors the importance of taking a long-game view in investing. We thank you for 
your confidence in us and wish you the best this spring. Please call us at 401.228.7799 should you have 
any questions or comments.
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