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Market Update 
 
After the worst December in 70+ years, the market came roaring back in Q1 after Fed Chairman 
Jerome Powell changed his stance on the Fed’s interest rate policy. The narrative in Q4 was how 
the Fed was going to put us into recession by raising interest rates despite signs of global economic 
weakening. However, this narrative flipped when the Chairman and some of his fellow committee 
members came out the last week of the year and mentioned they may need to take a break from 
raising rates.  
 
This change in policy stance caused investors to rush into both bonds and stocks propelling asset 
prices higher. It is somewhat rare for bonds and stocks to move aggressively higher in tandem but 
despite the sizeable increase, statistics show this type of action is historically very positive for 
stocks over the next year. The below table shows the historical forward returns after a three-month 
period where the S&P500 increased by over 10% and treasury bonds increased by over 2.5%. 
 

 
Source: Sentiment Trader 

As you can see, 95% of the time since the 1980s the S&P500 was higher one year later and the 
losses were relatively minimal over that year. Now, anything can happen going forward and past 
results are not a guarantee of future returns, but historical statistics are helpful for informing our 
view. In addition to the historical statistics, we believe equities continue to be very reasonably 
priced and there are a number of wonderful businesses still trading at attractive prices. A low-
growth economy, attractive prices and a supportive Fed should create a positive tailwind for 
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equities. 
 
Despite this being one of the longest economic expansions in US history, anecdotally, we can say 
that sentiment continues to be very sour. Everyone continues to worry about the next recession. 
Almost every meeting we have with clients this is hot topic point of discussion. As human beings 
we almost universally all suffer from a behavioral bias called recency bias (also known as 
availability bias) which is where people expect the future to look similar to the past. This bias has 
caused many people to expect the next recession will be as painful (or more painful) than the last 
one. Luckily for the bulls, central bankers are not immune from this bias and have moved more 
quickly than they would historically to become more accommodative and supportive of weakening 
economies. 
 
Yield Curve Inversion 
 
The fear in the media headlines became especially loud near the end of March when the interest 
rate curve officially inverted. There are a lot of ways to measure this, but the one that occurred on 
March 22nd was where the interest rates on 10yr treasury bonds moved lower than interest rates on 
3month Treasury bills. Why would any intelligent market participant lock their money up for 10 
years at a lower rate than they could earn on a security with a holding period of 3 months? This 
happens when market participants begin to expect the economy to weaken further and the Fed to 
lower short-term rates.  
 
The bears like to shout about how every recession in the last 50 years has been preceded by a yield 
curve inversion. This is true, and something we should consider and respect. However, not every 
yield curve inversion has led to a recession. The data tells us the key is to watch the length of the 
inversion. If it inverts and stays inverted for 3 or more months then the correlation with a recession 
is very meaningful. But if it inverts and then reverses, it doesn’t tend to have a strong correlation 
with recessions. As of this writing the 10yr / 3mo spread is no longer negative (inverted).  
 
It’s also worth noting that if it is leading to a recession it tends to be an early indicator. The chart 
below shows the forward returns from the point of a 10yr / 3mo inversion. While there are some 
negative years, on average the returns have been quite positive over the following year: 
 

 
Source: Bespoke Research 
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China Trade War and Brexit 
 
The other two large geopolitical uncertainties hanging over the market are the Chinese trade war 
and Brexit. While the trade negotiations are ongoing, it’s becoming clearer every day that 
officials are moving towards a resolution. The trade wars have had a negative impact on 
economies around the globe and reaching a deal would likely reflate the economies of China, the 
US and Europe. We believe it is likely that forward earnings estimates, which were aggressively 
revised lower in December / January, are too low if a trade deal occurs in the near future. In 
addition, if a deal were to get signed, emerging markets are likely too cheap and we would 
expect to see additional upside to current prices.  
 
The Brexit deadline has now been pushed back to the fall and it appears neither side wants the 
country to exit the EU without some form of deal. This process has become so confusing for all 
involved (there are a number of politicians who were originally against it who now have to 
support it, etc.) that we would not be surprised to see it eventually not happen at all. While this 
issue tends to take up a lot of airtime, we view the probability of it causing a large exogenous 
impact on the global economy as minimal. 
 
Conclusion 
 
Weakness in the markets during Q4 was counteracted by a shift in Fed policy which led to strong 
markets during Q1. Despite the increase in prices, current valuations, sentiment and statistics 
continue to point to positive returns going forward. A resolution to the trade deal and improved 
corporate earnings may be the fuel we need to push this market higher later in 2019.  
 
All the best, 
 
Your Krozel Capital Team 
 
 
Disclaimer: The views and opinions expressed in this quarterly letter are those of Krozel Capital 
Management and Fortis Financial Group, a wholly owned subsidiary of Glacier Peak Capital 
LLC (“the firm”). Portions of this letter may contain certain statements relating to future results 
regarding companies we may invest in which are forward-looking statements. These statements 
are not historical facts, but instead represent only our belief regarding future events, many of 
which, by their nature, are inherently uncertain and outside of our control. Such forward-looking 
statements are made pursuant to the Safe Harbor Provisions of the Private Securities Litigation 
Reform Act of 1995. 
 
Forward-looking statements are subject to market, operating and economic risks and uncertainties 
that may cause our actual results in future periods to be materially different from any future 
performance suggested herein. Factors that may cause such differences include, among others: 
increased competition, increased costs, changes in general market conditions, changes in industry 
trends, changes in the regulatory environment, changes in loan relationships or sources of 
financing, changes in management, and changes in information systems and technology. 
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The firm will not publicly update or correct any forward-looking statements to reflect events or 
circumstances that subsequently occur or of which we hereafter become aware. 
 
This letter should not be considered an offering or solicitation to invest with the firm. Ideas and 
views expressed within are not recommendations to buy or sell any securities. Past performance 
is not necessarily representative of future results. The investment strategy of the firm is not 
designed to resemble returns generated by the S&P500 or any other index mentioned herein, and 
strategy volatility may be materially different from that of the indices. 
 


