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At Wallick Investments at least 70% of our asset allocation decisions are strategically based upon an individual client’s risk tolerance 
and time horizon. The other 30% of our asset allocation decisions are tactical and made based upon our top-down economic and 
market perspective. Although 30% is a smaller percentage, we believe it is important enough to share our view below.

A Current Investment Perspective 
4th Quarter Market Commentary 
February 2019

Key points
1) The pace of economic growth may be slower than last year, but the risk of recession is low based on
 our economic indicators. In fact, the U.S. economy appears to have entered 2019 on solid footing,
 with robust manufacturing and services activity, the lowest unemployment rate in decades, rising   
 incomes, and still favorable credit conditions.

2) The S&P 500 posted its biggest yearly drop since the global financial crisis of 2008. The combination   
 of decent earnings growth and a modest recovery in price/earnings multiples will likely push the S&P   
 500 index to recover its recent high. 

3) International equities, especially emerging markets, are becoming more attractively priced relative to   
 U.S. stocks. In addition to valuations, international equities should be helped by stabilization in the   
 value of the U.S. dollar and the easing of some trade tensions.

4) After raising interest rates four times in 2018, the Federal Reserve at its January meeting indicated   
 they are unlikely to raise rates again in the near-term. Some investors are now anticipating rate cuts   
 later this year versus the expectation of two rate hikes just a few weeks ago. We think pricing in rate
 cuts at this point is premature. We believe the fed will only raise rates if they feel the economy is   
 overheating and only cut rates if the economy is decelerating towards a recession.
 

Overview
Few investors were sorry to see 2018 go. The narrative that made its way through the markets at the start 
of Q4 was that investors should begin bracing for slower economic growth due to tighter monetary 
conditions and the unresolved trade/tariff conflict between the U.S. and China. The political battle over 
“the wall” that resulted in a partial government shutdown, Brexit, and evidence that China’s economy 
was slowing added fuel to the fire. In response to this narrative, investor sentiment shifted from risk-on 
to risk-off. In short order, the major U.S. stock indices either plunged into bear market territory (price 
decline of 20% or more from recent peak) or came close, culminating in an historic Christmas Eve 
selloff. Negative sentiment spilled over into other asset classes and there were scant places to hide. 
Indeed, among eight major benchmarks followed by Ned Davis Research Group, none gained 5% or 
more for the first time since 1972. 
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International stocks trailed 
the U.S. in 2018, although 
they outperformed in Q4. 
Commodities fared worse 
than stocks as the 23.5% 
drop in the price of crude 
oil pulled the index lower. 
Bonds did beat stocks for 
the first time in four years; 
however, their returns were 
hampered by rising interest 
rates and were not enough to 
completely offset the decline 
in stocks. Consequently, most 
diversified, asset allocation 
portfolios ended the year in 
the red. Looking back, one of 
the best strategies would have 
been to hold cash or cash 
equivalents. U.S. Treasury-bills 
returned 2.0%, the most since 2007, as the Fed raised short-term interest rates four times.

Uncertainty on the monetary, fiscal, and trade fronts all contributed to the recent declines and helped feed 
growing recession fears—fears that we do not share. In our view, the U.S. economy entered 2019 on solid 
footing, with robust manufacturing and services activity, the lowest unemployment rate in decades, rising 
incomes, and still favorable credit conditions. The pace of growth may be slower than last year, but the risk 
of recession is low based on our economic indicators. Case in point, led by improvements in production 
related indicators, the Chicago Fed National Activity Index (CFNAI) registered +0.27 in December, 
indicating above-trend growth in the U.S. economy.
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Source: Charles Schwab & Co., Inc. and Ned Davis Research

'

Despite December’s weak 
retail sales report, consumer 
spending should stay a 
positive contributor to GDP 
growth. Solid nonfarm payroll 
gains, little-to-no labor market 
slack, and faster wage growth 
should support personal 
income and consumer 
spending growth. Also, the 
percentage of household 
debt payments to total 
disposable income, known 
as the household financial Source: Federal Reserve Bank of Chicago
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obligations ratio, has stabilized near its lowest level since the 1980s, creating room for discretionary 
spending. On the other hand, a trade war with China and other tariffs have increased uncertainty in the 
corporate community, and this is weighing on business confidence and capital spending plans. While a 
lower corporate tax rate and repatriated foreign earnings boosted capital expenditure in early 2018, the 
positive impact appears to have faded. Lower capital spending could be a drag on the economy in 2019. 

Also, the global economy currently is in the grips of a slowdown that continues to deepen. Even though 
global slowdowns are more common than U.S. recessions, the U.S. economy is not immune. During 
global slowdowns, both U.S. exports and imports post weaker than average growth as demand slows. 
The current global slowdown is being exacerbated by trade disputes, particularly the tariffs the U.S. has 
imposed on imports from China. While a global slowdown today might not lead to a U.S. recession 
tomorrow, it is likely to lead to slower U.S. growth.

Our outlook calling for slower but still positive economic growth is supported by The Conference Board 
Leading Economic Index (LEI). The LEI is up over 1.5% over the last 6 months, however, the LEI declined 
0.1% in December, following a 0.2% increase in November, and a 0.3% decline in October. This 
leveling off in the LEI suggests the growth rate may slow down, but 2019 should still be a positive one 
for the U.S. economy.

The U.S. economy 
may have lost 
some momentum 
at yearend and the 
global economic 
slowdown may 
have deepened; 
however, none of 
the components 
of our economic 
outlook are projected 
to deteriorate to 
recessionary levels 
in 2019. Trade issues 
remain unresolved, 
but payrolls and 
wage income grew 
in December and 
manufacturing and 
services activity are  
fairly strong. Even 
though the Fed raised interest rates four times in 2018, credit conditions remain broadly favorable for 
growth. In this mixed environment, we reaffirm our call for slower but still robust growth in 2019 and we 
remain overweight equities in our discretionary asset allocation portfolios.



Key Data Points in Our Asset Allocation Analysis

What does the data that we monitor regularly, and which we believe are most important to foreseeing 
economic recessions and associated Bear markets, currently say? 

  Leading economic indicators were -0.1% in December and 1.5% over the past 6 months.  
  The six month reading indicates continued economic growth, although the December reading
  suggests possible slowing.     

   Chicago Federal Reserve’s National Activity Index was +0.27 for December and +0.16 for the
  last three months, indicating a steady level of economic activity.

  The National Financial Conditions Index (NFCI) was most recently -0.82. Negative values   
  indicate looser credit conditions—a hallmark of more buoyant financial markets.

Wallick Investments Asset Allocation conclusions: Wallick Investments’ overweight to equity since 
2009 has been very beneficial to our clients. We will continue to stay overweighted until economic  
data changes.

Equity Commentary

The S&P 500 posted its biggest yearly drop since the global financial crisis of 2008. Most of the damage 
came in the fourth quarter as investors suffered through the worst December for stocks since the Great 
Depression. The index posted a total return of -13.52% in the final quarter. The selling was broad based. 
From its all-time high set on September 20, 2018 to its close on December 31, all eleven major sectors 
that make up the index were down on a total return basis. The top-performer was Utilities, down 4.02%, 
while the worst showing came from Energy, down 25.17%. For all of 2018, the index posted a total return 
of -4.39%. For the year, only three of the eleven sectors were up on a total return basis. The top-performer 
was Health Care, up 6.47%, while the worst showing came from Energy, down 18.10%.

Volatility spiked. The Chicago Board Options Exchange Volatility Index (VIX) uses S&P 500 Index options 
activity to gauge investors’ expectations of volatility. Commonly known as the “fear gauge,” the index 
more than doubled in 2018.

While tough to endure, sharp selloffs in the stock market can bring about opportunity, especially if the 
fundamentals are still intact, which we believe is the case. With a Fed holding interest rates steady for 
now, the S&P 500 Index no longer looks as expensive on a price-to-earnings (P/E) ratio basis. A relative 
bright spot following 2018’s volatile end will be earnings growth, which is forecasted by analysts to be 9% 
for 2019. While this would represent a slowdown from the 27% rise in earnings in 2018, it would still be 
above the historical average. The combination of decent earnings growth and a modest recovery in price/
earnings multiples will likely push the S&P 500 index to recover its recent high. Based on this view, we 
added to our equity allocation in the fourth quarter and continue to be overweight equities in our asset 
allocation portfolios.
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Wallick Investments’ Equity Composites Performance Review

Wallick Investments makes security selection decisions through a non-emotional, bottom-up, “factor-based” 
process. Clients own a portfolio(s) of stocks which have a proprietary blend of multiple factors that have 
shown to outperform the overall market on a risk-adjusted basis over the long term. In addition to adding 
value through long-term outperformance, Wallick Investments also adds value by being transparent in 
performance reporting. When clients are aware of where they stand and the cyclicality of markets, they 
are better able to handle volatility and not make poor investment decisions based on emotion. Of course, 
past results are no guarantee of future returns.

Performance results of traditional market indices, our composites, and custom-weighted benchmarks 
based on traditional indices, Morningstar® style categories and factor-based indices as published by 
Morningstar®, are displayed below. The weighted traditional indices’ benchmarks and weighted-factor 
benchmarks are weighted according to target factor allocations for each Wallick Investments’ composite. 
The weighted Morningstar® Style benchmarks are weighted according to actual allocations at the end of 
the quarter.

WI Core Growth Comparative Performance  4Q2018  1-yr.  3-yr.  5-yr. 10-yr. 

 WI Core Growth Composite    -16.38  -9.90   9.52    7.11 14.69  
 Weighted traditional indices benchmark    -14.96   -7.30    8.19   6.73 12.80  
 Weighted Morningstar® style benchmark    -15.77   -8.75    6.78    5.11 12.02
 Weighted factor benchmark    -15.62   -5.52   9.69    9.29 14.52

WI Dividend Focused Comparative Performance  4Q2018  1-yr.  3-yr.  5-yr. 10-yr. 

 WI Dividend Focused Composite    -13.16  -8.74   6.94   6.90 11.14  
 Weighted traditional indices benchmark     -13.31   -5.41    8.77   7.69  12.44  
 Weighted Morningstar® style benchmark    -13.80   -8.00   7.06   5.65 11.58
 Weighted factor benchmark    -12.99  -5.66    8.92    9.41 13.74

WI Fidelis Comparative Performance  4Q2018  1-yr.  3-yr.  5-yr. 

 WI Fidelis Composite    -12.96  -5.75    9.23    8.31
 Weighted traditional indices benchmark    -14.96   -7.30    8.19   6.73
 Weighted Morningstar® style benchmark    -15.01   -8.51   6.86    5.34
 Weighted factor benchmark    -13.45   -5.09    9.24   9.81

Traditional Indices  4Q2018    1-yr.    3-yr.    5-yr. 10-yr.

 iShares Core S&P 500      -13.53  -4.42   9.21    8.44 13.05  
 iShares S&P Mid-Cap      -17.29 -11.14    7.59   5.95   13.56  
 iShares S&P Small-Cap     -20.10  -8.43   9.45    6.31 13.55
 iShares MSCI International EAFE      -12.59        -13.83    2.82    0.45   6.20  
 iShares Russell 3000     -14.32   -5.39    8.80   7.75 13.00
  iShares Russell 1000 Value    -11.74   -8.40    6.77   5.76 10.99
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Factor-based Indices  4Q2018    1-yr.    3-yr.    5-yr. 10-yr.
 MSCI USA Barra Value      -13.55  -3.57    9.36     8.71 13.50  
 MSCI USA Momentum      -15.58  -1.61  12.55    12.31 15.13 
 MSCI USA Quality     -13.74   -2.65    9.82    9.65 14.55  
 Vanguard High Dividend Yield        -9.62  -5.87    8.60    7.83 12.25
 iShares Edge MSCI Min Vol       -7.44   1.02 10.04   10.34     n/a  
 iShares Edge MSCI USA Momentum      -15.61  -1.77          12.34    12.11     n/a
 iShares Edge MSCI USA Quality       -14.71   -5.77    7.95    8.19     n/a
 iShares Edge MSCI USA Value      -16.92         -11.18    7.88    6.30     n/a

Morningstar Style Indices  4Q2018   1-yr.    3-yr.    5-yr.  10-yr.
 Morningstar US Large Core     -13.53   -6.27    7.66    6.65  11.99
 Morningstar US Large Growth     -15.43   -2.09    8.98    8.16  13.74
 Morningstar US Large Value     -12.49   -8.53    6.85    5.37   10.91
 Morningstar US Mid Core     -16.19  -11.15    5.54    4.00  11.92
 Morningstar US Mid Growth     -17.57   -6.65    7.27    5.61  13.16
 Morningstar US Mid Value     -15.72        -12.86    5.42    3.88  11.66
 Morningstar US Small Core     -19.38        -12.72    5.90    3.20  11.60
 Morningstar US Small Growth     -20.82   -5.76    8.47    5.12  13.36
 Morningstar US Small Value     -19.16        -15.46    5.12   1.86  11.00

Wallick Investments’ Equity composite performance conclusion: Although our performance has been 
good, we know investing themes come in and out of favor, but over the long term, Quality, Value, 
Momentum and Low Volatility stand out. We continue to have the utmost confidence in our investment 
processes and believe our factors reward patient investors. Our conviction is supported by an abundance 
of academic research, a rush to create new “factor-based” ETF products and lastly, historical results.

Wallick Investments’ Strategic Moral Investing Commentary
Wallick Investments’ stock-selection processes allow clients to integrate their faith and investments. The 
biggest concern with such a strategy is what might be given up in investment performance. Most studies 
suggest very little trade-off. During some time periods, there may be underperformance, and in others, 
outperformance. To evaluate the cost or benefit of our strategy, we monitor a benchmark (S&P 500 
Catholic Values Index) which adheres to a similar moral screening strategy of the S&P 500. The results 
below show how the S&P 500 Catholic Values Index performed relative to the iShares Core S&P 500 ETF:

    3 mo. 1-yr. 3-yr.  5-yr.  10-yr.

S&P 500 Catholic Values ETF (CATH) vs. iShares Core S&P 500 ETF (IVV)         -0.33     -0.26    +0.22   +0.50 +0.38
4Q2018 performance data

Wallick Investments’ Strategic Moral Investing conclusion: Strategic Moral Investing outperformed in the 
majority of time periods shown above. Most of the deviation in performance of the iShares Core S&P 500 



ETF versus the S&P 500 Catholic Values index is due to the relative performance of large pharmaceutical 
companies. Like most academic studies suggest, Wallick Investments believes moral filtering may have a 
positive or negative impact over short-term periods, but has limited impact on long-term performance.

Wallick Investments’ International Commentary
International equities underperformed U.S. stocks as the global economy grew at its slowest pace in 
over two years at the end of 2018. The global composite Purchasing Managers Index —a proxy for global 
GDP covering the service and manufacturing sectors of almost 90% of the world’s economies—fell in 
December to its lowest level since September 2016. Although the global manufacturing industry continues 
to grow modestly, the index fell in every month but one in 2018. As is usually the case, services held up 
relatively better amid the global slowdown. The European economy has been one of the main sources 
of global weakness over the past year amid strained capacity, rising political risk in most of the region’s 
largest economies, and slowing global growth. 

Looking forward, we believe once international growth rates accelerate, there will be attractive 
opportunities outside of the U.S. From a valuation perspective, international equities are less expensive 
versus the U.S., especially in emerging markets. In addition, following a strong year for the dollar versus 
foreign currencies, we believe both developed and emerging market currencies are undervalued versus 
the dollar and expect them to appreciate over time. Both these indicators signal that the gap in relative 
performance between U.S. and international stocks may begin to close. While past performance is no 
guarantee of the future, historically there have been regularly occurring cycles of performance between 
U.S. and 
international 
stocks. As you 
can see in the 
chart to the right, 
after ten years of 
U.S. stock market 
outperformance, 
the trend may 
begin to reverse 
due in part to 
the stage of the 
global economic 
cycle, the gap in 
valuations, and 
how wide the 
trend in relative 
performance  
has become. 
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Wallick Investments’ Fixed Income Composites Commentary 
After raising interest rates four times in 2018, the Federal Reserve at its January meeting indicated they 
are unlikely to raise rates again in the near-term. This came as a surprise to investors because the Fed 
had increased rates only a few weeks earlier and indicated at the time that further tightening in policy 
was expected. 

It would appear the change in tone was the result of an accumulation of negative factors that threaten 
to stall the economy’s growth. While the U.S. economy is looking good, the global economy has shown 
signs of a sharp downturn, with China and Europe feeling the pinch of the decline in global trade. 
The tipping point for the Fed seemed to be the tightening in financial conditions here and abroad. The 
Fed is essentially the central bank to the world because the U.S. dollar is the world’s reserve currency. 
Consequently, when the Fed raises interest rates in the U.S., it ripples throughout the global economy, 
causing financial conditions to tighten. That was the case in 2018. The cumulative effect of the Fed’s 
rate hikes to date have no doubt contributed to the global slowdown. Up until the January 30th Fed 
announcement, financial conditions were at the tightest since late 2015, the last time the Fed paused its 
rate hikes. 

Portfolio Performance  4Q2018  1-yr.  3-yr.  5-yr. 10-yr.

WI International Model     -13.92        -15.17   4.11          -0.05   6.66 

 iShares MSCI EAFE ETF (EFA)    -12.62         -13.82   3.36   0.51   5.95 

 iShares MSCI Emerging Markets ETF (EEM)       -7.56         -14.98  8.63    1.05   6.82 

Wallick Investments’ International conclusion: International equity markets appear undervalued relative to 
the U.S. equity markets. Leading economic indicators suggest improving conditions, however, trade wars 
will likely mean limited relative advancement for international markets.
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Fed’s pause eased financial conditions in early February 

Source: Charles Schwab & Co., Inc.



Thank you! 
We are grateful for our clients and stakeholders. Our team endeavors to be faithful to the trust you have 
placed in us. We work to continue to exceed expectations and welcome your ongoing feedback as we 
strive to protect and grow the assets we manage. It is an honor to serve. May our Lord bless you as we 
welcome Spring.

Wallick Investments’ Hedge
Where it is appropriate for the individual client, we maintain an allocation to hedging strategies to
dampen volatility and/or invest in protective non-correlated assets. 

Wallick Investments’ Hedging conclusion: Wallick Investments believes with U.S. equities overvalued and 
bonds also overvalued, small hedges should be maintained. Most hedges are currently composed of non-
correlated assets, including an allocation to market neutral strategies, cash, currency, commodities and a 
small position against market volatility.

9

Portfolio Performance   4Q2018   1-yr.   3-yr.   5-yr.
WI Bond Composite     0.88   -0.05  2.49     2.09
 iShares Core US Aggregate Bond ETF (AGG)                  1.85        0.08      2.00     2.48
 iShares Core International Aggregate Bond ETF (IAGG)                 1.77        2.93      3.47       n/a
 iShares JP Morgan USD Emerging Markets Bond ETF (EMB)            -1.70       -5.67     4.31     3.99

Portfolio Statistics                                                                        Composite        AGG  
 Duration                 4.86        5.91    
 Average Credit                 BBB          AA    
 Yield                  3.23        2.69
 

The markets have responded positively to the Fed’s message. Investors now are anticipating rate cuts later 
this year versus the expectation of two rate hikes just a few weeks ago. We think “pricing in” rate cuts 
at this point is premature. Firmer oil prices, tariffs, and high labor costs provide the potential for higher 
inflation this year, which could cause the Fed to resume raising rates. In addition, the government is 
facing a growing budget deficit which is projected to approach $1.0 trillion this fiscal year. This means 
more Treasury issuance and upward pressure on interest rates, especially if the Fed continues to shrink its 
balance sheet. On the plus side, as the Fed pauses from interest rate hikes, it is less likely that the yield 
curve will invert, that is, that short-term rates will move above long-term rates. That is good news for the 
economy because an inverted yield curve is often seen as a leading indicator of recession.

Depending on how the economy performs, this cycle of rate hikes may be over. 10-year Treasury yields 
will likely trade in a 2.5% to 3% range for the next few months as the markets adjust to the new signals 
from the Fed. For now, we remain underweight bonds; however, we will be looking to extend the duration 
of our portfolios by adding bonds with intermediate-term maturities in the seven- to ten-year range given 
the possibility that rates may have peaked for this cycle. Municipal bonds continue to be attractive for 
investors in high tax brackets.



Our investments honor science and faith. 

This means we implement highly quantitative 

investment processes while paying close 

attention to the activities of the companies 

owned by our investors.
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