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The Stock Market Rally Continues

The major U.S. equity indices hit their closing lows for 2018 
on Christmas Eve. Since that date, they have moved rather 
steadily higher. Last week, the Dow Jones Industrial Average 
(DJIA) advanced by +3.2%. It was the eighth consecutive 
positive weekly return logged by the Index and its best 
weekly showing over that period.
 
The Dow (DJIA) now finds itself higher by +11.4% for the 
year-to-date. The more broadly constructed S&P 500 Index 
is up a similar amount, having advanced +11.0%. Non-U.S. 
equities have also participated in the rally, with the Europe, 
Australasia and Far East Index (MSCI EAFE) of developed 
International stocks higher by +7.2%. Emerging markets 
stocks (MSCI Emerging Markets Index) have returned +6.8%.

As we have noted in prior commentaries, the recovery 
in the equity markets has been aided by a more benign 
narrative coming from the Federal Reserve (Fed). Fed 
futures are currently forecasting a nearly 85% probability 
that the benchmark rate ends the year at current levels, 
thus signaling a high probability that the Fed may be finished 
hiking rates in this cycle. This is clearly a departure from late 
last year when higher rates looked more likely.

This past week also saw an end to the ongoing concerns 
related to another U.S. government shutdown, when a 
deal was struck to address this issue for the foreseeable 
future.  Finally, while the U.S. tariff spat with China has 
yet to be resolved, commentary appeared supportive 
that a resolution may be in the offing. Wall Street hates 
uncertainty and, as these uncertainties are being removed, 
equities have responded accordingly. 

The chart below displays the S&P 500 since the outset of 
2018. The Index has work to do before regaining its 2018 

high; however, it has at least recovered the losses incurred 
during the final month of 2018. 

Dual Mandate

The Fed operates under a dual mandate from Congress to 
“promote effectively the goals of maximum employment, 
stable prices and moderate long-term interest rates.”

With the unemployment rate months removed from levels 
last seen in the 1960s, and long-term Treasury yields at 
rates that based on the recent past have to be considered 
moderate, the lone concern of the Fed would seemingly be 
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related to stable prices: inflation. 

This past week, the Bureau of Labor Statistics (BLS) released 
January figures for two broad inflationary measures, the 
Consumer Price Index (CPI) and the Producer Price Index 
(PPI). Both reports showed little in the way of worrying 
price trends, with the CPI, excluding the more volatile food 
and energy components, ticking higher at a year-over-year 
rate of +2.2%. 

Putting that figure in a longer-term context, the chart below 
shows the CPI over the past 20 years. With the current low 
unemployment rate and long running economic expansion, 
consumer prices show little evidence of breaking out to 
higher levels. 

Against this backdrop, U.S. 10-year Treasury yields moved 
modestly higher, closing out the period at +2.66%, or 3 basis 
points (+0.03%) higher than where they started the week. 

Eight and Counting

The quarterly earnings season is winding down and results 
from corporate America have been encouraging. According 
to FactSet, Inc., of the 79% of S&P 500 companies that have 
reported results, 70% have reported earnings that exceeded 
consensus estimates. The Dow (DJIA) has just four trading 
days in the holiday-shortened week to see if it can run its 
streak of positive weekly returns to nine. 
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