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Market Commentary | 1Q 2019 
 
 
 

Below is our Market Commentary as of the quarter ending March 31, 2019. 
 
U.S. equities rallied sharply throughout the quarter. The S&P 500 posted a total return of +13.65% 
and ended the quarter +20.56% above its December 24, 2018 close, which marked the low point of 
2018, and 3.61% below its all-time high level of 2,940 (posted on September 21, 2018). 

 
Midcap and small cap stocks (+14.49% and +14.57%, respectively) were the best-performing segment 
of the U.S equity market during the first quarter; growth stocks (+16.10%) outperformed value stocks 
(+11.93%). 

 
International equity returns lagged U.S. equity returns but were still strongly positive: developed 
international equities had a total return of +10.42%, and emerging market equities had a total return 
of +11.77%. 

 
March 9 marked the tenth anniversary of the current bull market for U.S. stocks. Since March 9, 
2009, the S&P 500 has a total return of +416.80%, or +17.73% annualized. 

 
In assessing the strong performance in the quarter, it is apparent that equities responded favorably 
to three developments: 

 
1. The Fed communicated a less hawkish tone early in January, in response to softer economic 

data released during the fourth quarter. 
 

2. There was progress made in the trade discussions/negotiations with China. 
 

3. Fourth quarter corporate earnings were somewhat better than implied by the sharp 
downdraft in equity prices in December. 

 
As we look ahead, the most salient risk for investors is the fact that the strong price performance for 
stocks in the first quarter discounts, or assumes, a combination of 1) a benign Federal Reserve 
policy, 2) the achievement of an acceptable trade deal with China, and 3) continued solid corporate 
earnings growth over the course of 2019. Disappointing news regarding any of these factors would 
likely result in a material pullback in stock prices; disappointing news on all three factors would 
likely result in a retest of the late December 2018 lows, at around 2,350 on the S&P 500 Index. 

 
While stock prices moved appreciably higher during the first quarter, aggregate valuations for stocks 
as measured by the S&P 500, remain somewhat below our estimate of fair value for year-end 2019. 
At present, the consensus earnings estimate for the S&P 500 for 2019 is $166 per share (down from 
$178 at the end of the third quarter of 2018), and $185 per share for year-end 2020. We believe the 
S&P 500 is fairly valued at 16x forward earnings, which would imply a fair value estimate of 3,000 for 
the Index at year-end 2019, about 6% above current levels (the Index closed the first quarter at 
2,834). 
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Longer-term, we believe equities are priced to provide total returns of 7 to 9% from current levels, 
which is reasonably attractive relative to the current 10-year Treasury yield of 2.40%. The current 
equity risk premium – the earnings yield of the S&P 500 relative to the 10-year Treasury yield – is 
3.5%, somewhat above its historic average level, implying that stocks remain relatively more 
attractive than bonds. 

 
Bond yields fell from 2.69% to 2.40% during the first quarter, as the Fed moderated its commentary 
around its policy given a slowing in U.S. and global economic conditions into the end of 2018. 

 
At present, low nominal and real interest rates lead us to remain circumspect with respect to both 
bond weightings in portfolios, and the positioning of bonds within portfolios. We remain underweight 
bonds relative to targets and defensively positioned with respect to bond portfolio durations. That 
said, we have reduced our year-end target for the 10-year Treasury yield from 3.50% to 3.00%, given 
1) the Fed’s ostensibly more dovish stance and 2) signs of economic softening. 

 
In sum, we expect the remainder of 2019 to be challenging and volatile, as the strong first quarter 
removes much of the undervaluation that existed at year-end. 

 
Longer term, equities remain attractive, albeit with implied forward nominal returns that are 
somewhat below historic levels. Low interest rates make bonds less attractive relative to stocks, in 
our view. 

 
We appreciate your continued confidence in our Firm, and we encourage you to contact us if you 
would like to discuss your portfolio and/or our outlook in greater detail. 

 
Thank you for the continued confidence and trust. 

 
 
The Bridges Trust Investment Committee 
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DISCLOSURES AND IMPORTANT INFORMATION 
 
*Republished 12/24/2019 with updated disclosures. 
 
This communication is provided to clients of Bridges Trust Company, Bridges Trust Company of South Dakota and Bridges Investment 
Management, Inc. for informational purposes only and is not a recommendation to purchase, hold, or sell any security. We believe the 
information presented is reliable, but we do not guarantee its accuracy. Each investor’s situation is unique, so please work with your 
Investment Adviser or Trust Officer to develop an individualized investment plan before investing.  
 
Bridges Trust Company and Bridges Trust Company of South Dakota utilize the investment management services provided by Bridges 
Investment Management, Inc. and certain individual clients also utilize investment management services directly with Bridges 
Investment Management Inc.  
 
"Bridges Trust" and its logo reference independent services offered by Bridges Trust Company, Bridges Trust Company of South 
Dakota, and Bridges Investment Management Inc. Trust, custody and related services are provided by Bridges Trust Company, a trust 
company chartered through the Nebraska Department of Banking and Finance, and Bridges Trust Company of South Dakota, a trust 
company chartered through the South Dakota Banking Commission.   
 
Investment management services are provided by Bridges Investment Management, Inc., an investment adviser registered with the 
SEC, with further information available at www.adviserinfo.sec.gov/firm/108028 and www.bridgesinv.com. The registration of an 
investment adviser does not imply any level of skill or training.  
 
The S&P 500 Index is a broad-based unmanaged composite of 500 stocks, which is widely recognized as representative of price 
changes for the U.S. equity market in general, and you cannot invest directly in a specific index.  
Past performance is no guarantee of future results. 
 
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS  
This communication may contain forward-looking statements that involve substantial risks and uncertainties. You can identify these 
statements by forward-looking words such as "may," "will," "expect," "anticipate," "believe," "estimate," "project," and "continue" or 
similar words. 
 
We believe it is essential to communicate our expectations to our clients. However, there may be events in the future that we are 
not able to predict accurately or over which we have no control. Actual results or actual business or other conditions may differ 
materially from those contemplated by any forward-looking statements, and we are not under any duty to update the forward-looking 
statements contained herein. Given these risks and uncertainties, readers are cautioned not to place undue reliance on such forward-
looking statements.  
 
A bear market is a condition in which securities prices fall 20% or more from recent highs amid widespread pessimism and negative 
investor sentiment. Typically, bear markets are associated with declines in an overall market or index like the S&P 500. Still, 
individual securities or commodities can be considered to be in a bear market if they experience a decline of 20% or more over a 
sustained period - typically two months or more. 
 
CAUTIONARY STATEMENT REGARDING THIRD PARTY INFORMATION  
This communication includes financial information, market data, and certain other statistical information and estimates based on 
reports and other materials prepared by other independent sources, as well as management's own good faith estimates and analyses. 
We believe this third-party information to be reputable but have not independently verified it. Information that is based on 
estimates, forecasts, projections, market research, or similar methodologies or assumptions is inherently subject to uncertainties, 
and actual events or circumstances may differ materially from events and circumstances reflected in this information.  
 


