April 15, 2019

Quarter Ending March 31, 2019
Year-to-Date Performance
Dow Jones Industrial Average
NASDAQ Composite Price
Standard & Poor’s Averages

YTD
11.15%
16.49%
13.07%

Index Close
25,928.68
7,729.32
2,834.40

Dear Clients,
At Quantitative Asset Management, we are not in the business of making short-term market
predictions. That said, in our 4th quarter letter, we concluded that the market volatility would be
short-lived and valuations did not match market fundamentals. Computerized trading,
algorithms, and high-frequency trading programs do not trade on fundamentals. These programs
trade on market inefficiencies and, during times of market volatility, push markets to irrational
levels.
As for 2019, the equity markets have been off to a great start. Market indices have rebounded
significantly since the Christmas Eve lows and continue to approach all-time highs. At current
levels, we do not feel that overall market valuations are inflated; however, they do better reflect
the status of the current economy. Most economic indicators fluctuate from month to month, but
the overall trend continues to support a stable economy. GDP estimates for Q1 stand at 2%, and
the overall employment numbers should continue to support the overall economy. As an
example, new claims for unemployment insurance recently fell to 202,000, the lowest reading
since 1969. In addition to the economic numbers, full-on policy support from the Federal
Reserve and current administration should continue to support the economy and equity markets.
While we feel the equity markets will be supported by the fundamentals and underlying
economy, we will probably continue to experience periods of volatility. Headline news will
continue to be the impetus for any market volatility (China trade deal, interest rates, one-time
economic reports, etc.). You will also continue to find some analysts and market prognosticators

trying to make a name for themselves by calling an end to the current bull market, which will
add to the volatility. One of the oft-quoted signals for the end of a bull market and the start of a
recession is an inverted yield curve, which we are currently experiencing. When the yield curve
inverts, short-term rates become higher than long term rates. While inverted yield curves have
predicted the onset of 12 recessions, they have only resulted in an economic recession 3 times.
We would also like to point out that in 2007, the market warned of a recession 14-months in
advance of the recognition. 14 months is a lengthy period of time to start making big market
calls.
At QAM, we recognize that the rate of growth in the U.S. economy has slowed. While we don’t
anticipate a booming economy like the mid-1980s or late 1990s, we do not feel we are close to a
recession either. There are still plenty of investment opportunities in the market trading at
attractive valuations.

Sincerely,

Jeffrey L. Farni

John Farni
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