Capital Markets Update Q2 2019
Investing in equities during the second quarter
was akin to riding a roller coaster—a slow steady
climb in April gave way to a sharp drop in May
followed by a rapid rise in June. In the end, both
equity and bond markets posted quarterly gains
adding to already strong year-to-date results.
P ER FO R M A NC E D R I V ERS

Positive Performers

The market cheered the
growing consensus that the
Federal Reserve will cut rates
later this year. This provided
broad support to risk assets.
While U.S. growth stocks
remained dominant on a
year-to-date basis, defensive
sectors such as utilities and
consumer staples performed
well amid second quarter
volatility.
A sharp drop in interest rates
led to the best first half of
the year for the U.S. bond
market since 1995. Interest
rates fell due to expectations
of future rate cuts and signs of
slowing growth.
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Negative Performers

A breakdown in U.S.—China
trade negotiations provided
the catalyst for the equity
downturn during May.
Emerging market equities
were particularly weak as a
result of this political discord.
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Oil prices were unable to
maintain first quarter gains
amid weakening economic
indicators. Tensions in the
Middle East led to a partial
rebound late in the quarter.
The U.S. Treasury yield curve
inverted with the yield on
10-Year Treasury Notes falling
10 basis points below the yield
on 3-Month T-Bills. The past
several recessions in the U.S.
were preceded by an inverted
yield curve.

Industrials
Real Estate
Communication Services
S&P 500
Materials
Financials
Consumer Staples
Utilities
Energy
Health Care
-15
Q2 2019

-10

-5

0

5

10

15

20

30

YTD 2019

Source: Morningstar Direct, S&P Dow Jones Indices LLC, a division of S&P Global

10 -YEAR U .S. TREASURY B OND YIELD Through June 30, 2019
3.5
3.0

Ellwood’s Capital Markets Committee
Kevin Yoshida, CFA
Director of Capital Markets,
Senior Consultant
Dan Simon, CFA, CAIA
Managing Director
Elliot Greenberg, CFA
Director of Traditional Manager Research,
Consultant

Andy Schwark, CFA, CAIA
Director of OCIO, Senior Consultant

2.5

Chris Krakowski, CFA, CAIA, FRM
Director of Asset Allocation,
Senior Consultant

1.5

Kevin Van Buskirk
Research Consultant
Zach Ozbun
Performance Analyst

2.0
1.0
0.5
Jan 1
2017

01/31/17

Jul 1
07/31/17
2017

Jan 1
2018

01/31/18

Jul 1
07/31/18
2018

Jan 1
2019

01/31/19

Jun 30
2019
06/28/19

Source: U.S. Department of the Treasury
04/30/207
05/31/17

06/29/18
11/30/18
10/31/17
02/28/18
03/29/19
09/28/18
09/29/17
05/31/19
04/30/18
03/31/17 06/30/17
08/31/17
12/29/17 03/29/18
10/30/18
04/30/19
02/28/19
12/31/18
11/30/17
04/27/18
05/31/18 08/31/18
02/28/17

Capital Markets Update Q2 2019

MARK E T E X PE C TAT IO NS : Y EAR -EN D 2019 F ED FUN DS R ATE

Rate Increase

Probability (%)

79%

35%

11%
9%

9%
41%

32%

Rate Cut

23%

38%

21%

3/31/19

12/31/18
Two increases

One increase

No change

One cut

Two cuts

Three cuts

6/30/19
Four cuts

Source: Bloomberg Finance, L.P., CME FedWatch Tool.

As the U.S. enters the 11th year of the post-2008 bull market,
economic indicators are mixed. While employment remains solid
and financial conditions are stable, manufacturing activity has
softened considerably. During the first half of 2019, markets have
recalibrated expectations for the future path of Federal Reserve
interest rate decisions amid a muted inflation environment.

The information provided herein is for informational use only and not to be
construed as investment advice. Any opinions herein reflect our judgment as of
this date and are subject to change. In no way should the information
herein be construed as personal recommendations as it does not take into
account the particular investment objectives, financial situations, or needs
of individual users.
The information presented is not an offer to buy or sell securities, nor should it be
construed as tax or legal advice. The historical information included herein is
historical only and is not a guarantee of future performance.
Ellwood obtains information from multiple sources believed to be reliable as of the
date of publication; Ellwood, however, makes no representations as to the
accuracy or completeness of such third party information. Ellwood has no
obligation to update, modify or amend this information or to otherwise notify a
reader thereof in the event that any such information becomes outdated,
inaccurate, or incomplete. Included in this report are various indices information.
All indices are unmanaged and not available for direct investment. Index returns
are shown gross of investment management expenses.
Russell Investment Group is the source and owner of the Russell Index data
contained or reflected in this material and all trademarks and copyrights related
thereto. The material may contain confidential information and unauthorized use,
disclosure, copying, dissemination or redistribution is strictly prohibited. This is an
Ellwood presentation of the data. Russell Investment Group is not responsible for
the formatting or configuration of this material or for any inaccuracy in
presentation thereof.
The S&P 500® index and its GICS® Level 1 (Sector) subindices (“Index”) are a
product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed
for use by Ellwood Associates. Copyright © 2017 S&P Dow Jones Indices LLC, a
subsidiary of McGraw Hill Financial Inc., and/or its affiliates. All rights reserved.
Redistribution or reproduction in whole or in part are prohibited without written

Currently, the market is pricing in a 100% probability of a Fed
Funds Rate decrease by the end of 2019, compared to a 9%
probability six months ago. The Federal Reserve, in its June 2019
release of projections, shifted its bias towards no rate increases or
a potential rate cut in 2019.

permission of S&P Dow Jones Indices LLC. For more information on any of S&P
Dow Jones Indices LLC’s indices please visit www.spdji.com. S&P® is a registered
trademark of Standard & Poor’s Financial Services LLC and Dow Jones® is a
registered trademark of Dow Jones Trademark Holdings LLC. Neither S&P Dow
Jones Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their
third party licensors make any representation or warranty, express or implied, as to
the ability of any index to accurately represent the asset class or market sector
that it purports to represent and neither S&P Dow Jones Indices LLC, Dow Jones
Trademark Holdings LLC, their affiliates nor their third party licensors shall have
any liability for any errors, omissions, or interruptions of any index or the data
included therein.

Investments in securities are subject to investment risk, including possible loss
of principal.

Copyright ©2019 MSCI. Unpublished. All Rights Reserved. This information may
only be used for your internal use, may not be reproduced or redisseminated in
any form and may not be used to create any financial instruments or products or
any indices. This information is provided on an “as is” basis and the user of this
information assumes the entire risk of any use it may make or permit to be made
of this information. Neither MSCI, any or its affiliates or any other person involved
in or related to compiling, computing or creating this information makes any
express or implied warranties or representations with respect to such information
or the results to be obtained by the use thereof, and MSCI, its affiliates and each
such other person hereby expressly disclaim all warranties (including, without
limitation, all warranties of originality, accuracy, completeness, timeliness,
non-infringement, merchantability and fitness for a particular purpose) with
respect to this information. Without limiting any of the foregoing, in no event shall
MSCI, any of its affiliates or any other person involved in or related to compiling,
computing or creating this information have any liability for any direct, indirect,
special, incidental, punitive, consequential or any other damages (including,
without limitation, lost profits) even if notified of, or if it might otherwise have
anticipated, the possibility of such damages.

Equity investments are more volatile than bonds and subject to greater risks.
Small- and mid-cap stocks involve greater risk than large-cap stocks.

Bonds are subject to interest rate, price, and credit risks. Generally when
interest rates rise, bond prices fall.
Investments in commodities may have greater volatility than investments
in traditional securities.
Investments in emerging markets may be less liquid and more volatile.
Additional risks include currency fluctuations, and political instability.

High-yield fixed income securities are subject to liquidity and credit risk,
and tend to be more volatile than investment grade fixed income.
Unless otherwise noted, all data herein is as of June 30, 2019.
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