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The stock market was very volatile during the first quarter.  Most market indices ended the quarter 

modestly lower, but growth stocks continued leading the market with small gains for growth 

indices.  The S&P 500 lost 0.76%.  Foreign stocks were also slightly negative, with emerging 

markets up 1% helped by the weaker dollar.  Many hedge funds had slightly positive returns, but 

generally mirrored the equity market returns.  Distressed credit funds mostly had positive returns. 

 

Interest rates rose for all maturities causing flat to negative returns for bond portfolios.  The Fed 

continued on its path of raising rates multiple times this year, which assures future increases in 

short term rates.  The yield curve also became a little flatter during the quarter.  The following are 

treasury yields for various maturities over the past fifteen months: 

 

 

MATURITY 12/31/16 12/29/17 3/29/18 

3 Month 0.50% 1.39% 1.72% 

2 Year 1.19% 1.88% 2.26% 

10 Year 2.45% 2.41% 2.74% 

30 Year 3.07% 2.74% 2.97% 

 

 

The S&P began the year with its largest January gain in twenty years. Then, from January 26th to 

February 8th, stocks declined more than 10%, the first market correction in two years.  The selloff, 

which occurred during the busiest part of the quarterly earnings season, was likely precipitated by 

rapidly rising interest rates.  Nonetheless, companies announced 2018 guidance incorporating the 

2017 tax cuts during that period and, according to FactSet, first quarter earnings estimates rose 

5.4% over the course of the quarter, which was the largest increase in the history of their quarterly 

data (since 2002).  Full year 2018 earnings estimates were revised 7.1% higher, which is the 

highest annual revision in the first quarter in the history of FactSet’s annual data (since 1996).  

 

Despite this good earning news, stocks sold off. Higher interest rates, both long term and short 

term, weighed on the market.  In addition, having a new Chairman of the Federal Reserve also led 

to uncertainty.  Global economic growth still looks strong, though not as robust as the start of the 

year. 
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Stocks rebounded as quickly as they fell, but did not retrace the entire decline.  For the remainder 

of the quarter stocks bounced around based on the daily headlines.  At the end of the quarter and 

continuing into the beginning of April, stocks again had a correction of over ten percent.  

Announcements from the Trump administration, first regarding tariffs on steel and aluminum, and 

later on a larger range of products, have prompted retaliatory announcements from governments 

around the world.  The threat of tariffs precipitated sell-offs.  While many market participants do 

not believe a full-scale trade war will ensue, the difference between posturing and actionable 

threats is unknown to everyone.  Trade barriers are a net negative to corporate earnings, which are 

the main drivers of equity market returns. 

 

Technology stocks, which have led the market the last few years, have come under pressure from 

two sources. It was revealed that data gathered by Facebook was used in the Presidential election, 

raising questions about privacy and the use of data across all the large technology companies, 

including Google. Amazon was also targeted by President Trump for various reasons. Both 

episodes reminded investors that the power of the state to regulate profitable companies is not a 

risk the market can fully discount, even with a “business friendly” administration in the White 

House.  

 

Over the last few years there has been a proliferation of ETFs (Exchange Traded Funds) and other 

structured products, which track numerous market sectors.  Among the market “sectors” that one 

can invest in is the VIX, which is a measure of stock market volatility.  During February, after 

almost two years of very low stock market volatility, the VIX increased by more than 80% in one 

day.  For investors who owned a structured product betting that volatility would remain low their 

investment was essentially wiped out.  Our firm has never allocated capital to products like these. 

To sustain a loss of almost 100% in one day is unforgiveable in our business.   

 

We expect the current market volatility to continue.  Economic trends are mostly positive, but the 

risks and fears of a trade war and tariffs along with the effect of higher interest rates will continue 

to cause negative headlines and sell offs.  A recession and bear market still do not seem to be 

imminent as global growth and corporate earnings currently remain positive.   

 

We have just come through a period of abnormally low volatility and this substantial increase in 

volatility does not feel comfortable to most investors.  We invest in stocks for the long term and 

one can expect bumps in the road from time to time.  Higher volatility is not a good reason to 

change a long term investment strategy.  

 

 


