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In the first quarter the stock market came roaring back from a 

disastrous fourth quarter of 2018.  The S&P 500 declined 13.97% 

over the period and December alone fell 9.18%, for its worst 

showing since 1931.  We believe the results were somewhat 

tied to tax selling where investors take losses just before year 

end to lock in a tax loss for the year.  This action can push stocks 

down to attractive valuations that can drive a wave of buying at 

the start of the new year.  This appears to be at least part of the 

story as stocks rallied back in the first quarter.  In what is virtually 

a mirror image, the market has rebounded 13.65% for the first 

three months of 2019 (although the S&P 500 stopped 3.29% 

from hitting a new high).  The other force driving the markets was a new, softer tone coming from the Federal Reserve.  In March, the 

Fed Chair Powell announced that they would be unlikely to raise rates again in 2019, leaving the policy rate unchanged at 2.25%-

2.50%.  Ten year rates responded by falling from 2.76% at the beginning of the month down to 2.31% near month’s end.  Stock 

markets had already been rallying in anticipation of such a move.

The markets did climb a “wall of worry” during the rally, including concerns of a trade war, slowing earnings as last year’s tax cuts 

made their anniversary, and more fears of Brexit’s impact and China’s slowdown.  The US economy has slowed a bit in recent weeks 

but continues to outperform the rest of the world.

 

As the chart illustrates, manufacturing PMIs have 

been falling with the Eurozone dropping into 

contraction (a reading below 50 indicates a 

contracting economy) and China, after a period on 

contraction, is peaking its head just above 50.  The 

US number, at 52.4, is indicating slow but steady 

growth domestically.  Other statistics indicate that 

the US is still in good shape. The unemployment 

rate came in at 3.8%, spot on with February’s 

number and the initial jobless claims for the end of 

March posted the lowest number since November 

1969 at 202,000.  These claims generally start to 

move up before a recession starts.  Auto sales look 

pretty solid too.  Sales increased 5.3% in March for 

a 17.5 million annual rate.

Corporate profits growth will face a tough test in 2019 due to the 

anniversary of last year’s corporate tax cuts. Last year’s first quarter 

growth rate was artificially boosted through the tax cut compared to 

2017’s first quarter.  The tax cut has now hit its anniversary, so 1Q19 

growth will pale by comparison. First quarter earnings results for the 

S&P 500 are expected to be down 3.9% on revenue growth of 4.8%.  

The Utilities Sector is expected to be the strongest in terms of EPS 

growth at 4.6%.  Healthcare is expected to take second place out 

• Stocks rallied back in the first quarter

• The US economy has slowed a bit in recent weeks 
but continues to outperform the rest of the world.

• Manufacturing PMIs have been falling with the 
Eurozone dropping into contraction

• We are quite constructive on the markets and 
expect to see new highs in the next few months
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“The markets have covered a 
lot of ground over the last six 
months but at the end of March 
the S&P 500 has not changed 
much from a price perspective.”

ECONOMIC
Commentary – 3/31/2019 

Source: JP Morgan, Caixin, Markit

Global Manufacturing PMIs Sending Mixed Signals



of the eleven sectors at 4.0% growth.  Bringing 

up the rear is the Energy Sector due to a decline 

in energy price compared with last year’s 1st 

quarter and  Materials, which is also expected to 

show a decline.  The tough tax comparison has 

been expected and is hopefully already baked 

into the cake.  For the full year 2019, earnings 

are expected to increase 3.7% on sales growth of 

4.9%.  While not terrific, at least we are moving in 

the right direction.

The markets have covered a lot of ground over 

the last six months but at the end of March the 

S&P 500 has not changed much from a price 

perspective.  The Price/Earnings ratio currently 

stands at 16.3x on a forward twelve month basis.  

That is about three P/E points below its peak in 

December of 2017.  We think there is upside to 

the markets now that the Federal Reserve has changed its tune and decided against raising rates anytime soon. Some have speculated 

that the next move will be a rate cut and the administration is certainly in the rate cut camp.  Studies show that with interest rates low 

and inflation also low, the S&P 500 could trade at an 18x multiple or higher.  Our philosophy has always been “don’t fight the fed” so 

we are quite constructive on the markets and expect to see new highs in the next few months.  Our S&P 500 target based on EPS of 

$172 and an 18x multiple is 3100.
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First Quarter Review
U.S. stocks rebounded sharply in January after reaching lows in 

December as some of the worst fears hovering over the markets 

subsided. Stocks were oversold from a technical standpoint 

in December and recovered substantially as monetary policy 

shifted in a more dovish direction with financial conditions also 

easing.  As investors look to the future, several headwinds still 

remain prevalent. The March 1st deadline loomed for additional 

tariffs coming into play with the U.S. and China if no agreement 

is in place. Brexit continues to be at the forefront from a global 

market perspective with a hard exit or resolution at the end of 

March.  Let us not forget about the 180 degree turn the Fed 

made from their early Q4 2018 comments on rate hikes to now 

more of a dovish tone and likely standing pat.  Earnings season 

kicked off with the financial names in mid-January to relatively 

mixed reviews, with the rhetoric appearing to be slow growth 

but with no fear of a recession.

Markets climbed higher for the second consecutive month in February. Investors saw the combination of positive US and China 

trade talks, considerably more dovish rhetoric from the Fed and the implementation of Chinese stimulus measures. US-China trade 

negotiations dominated the headlines for the majority of February. The areas of the deal at the forefront included tariffs, intellectual 

property rights and Chinese-led subsidies for the technology sector. Enough progress was made in the trade talks, which culminated 

with an extension of the deadline of March 1st for an agreement to be put in place before the US raised tariffs on Chinese imported 

products. The partial government shutdown ended at the end of January with President Trump signing a bill that would fund the 

government through the end of September. However, funding for the border wall with Mexico was not included in this bill thus 

President Trump declared a state of emergency in order to receive funds for the wall that the President based his campaign on. The 

minutes of the FOMC meeting in January confirmed the dovish shift in sentiment at the Fed with patience remaining the compelling 

word. The minutes also expanded on the Fed’s decision to maintain a larger balance sheet and to put an end to quantitative 

tightening by the end of the year. 

U.S. stocks continued trending upward in March after a short-

lived bump associated with the inversion of the yield curve. The 

markets have now recovered much of their fourth quarter losses 

in 2018. Many investors see the change in tone with the Fed 

as a reason to remain bullish on stocks. In more ways than one, 

the weakness in the fourth quarter of 2018 set the stage for the 

recovery we have seen so far in the first quarter of 2019.  The 

Federal Reserve reacted to the market weakness by turning more 

dovish and putting rate hikes on hold for the year. The next move expected by the Fed now looks to be a rate cut, as the 10 year 

Treasury yield continued to fall.  Along with the Fed, US/China trade talks as well as the weakening global economy could potentially 

have negative ramifications for the markets as we head into the second quarter. The weakening global economy has been highlighted 

by the inversion of the U.S. yield curve. Past history shows the U.S. yield curve does a much better job of measuring global economic 

conditions, which can affect broad international markets. If the trade talks with China don’t result in a solid agreement or worst case 

fall apart altogether, downside risk in the markets will be prevalent. 

• U.S. stocks rebounded sharply in January after 
reaching lows in December as some of the worst 
fears hovering over the markets subsided for 
now.

• Brexit continues to be at the forefront from a 
global market perspective with a hard exit or 
resolution at the end of March. 

• Earnings season kicked off with the financial 
names in mid-January to relatively mixed reviews, 
with the rhetoric appearing to be slow growth but 
with no fear of a recession. 

• If the trade talks with China don’t result in a solid 
agreement or worst case fall apart altogether, 
downside risk in the markets will be prevalent.

• The Covered Call Income strategy outperformed 
the BXM index in the 1st quarter of 2019. 
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“In more ways than one, the 
weakness in the fourth quarter 
of 2018 set the stage for the 
recovery we have seen so far in 
the first quarter of 2019.”

COVERED CALL INCOME
Covered Call Income is a separately managed account investment strategy

Commentary – 3/31/2019 



The Covered Call Income strategy 

outperformed the primary benchmark of 

the BXM in January and February and 

slightly lagged the BXM for the month of 

March.  Overall, the Covered Call Income 

strategy outperformed the BXM index 

in the 1st quarter of 2019.  The option 

overlay on the Covered Call Income 

strategy was a boost from an attribution 

standpoint as well for the quarter. The 

premiums from the call options sold plus 

dividends received from the underlying 

stocks enabled income generated to 

hit close to 3% for the quarter. The Covered Call Income strategy utilizes a sector neutral approach to the S&P 500 sector weights. 

Implementing this approach takes quite a bit of risk off the table. From an attribution standpoint, the strategy was affected in the 

following ways for the quarter:

• Technology, industrials, energy and consumer discretionary were sectors that produced a positive attribution to the portfolio.  

Stocks held in the strategy that individually performed well for the quarter within these sectors included: V, INTC, MSFT, UTX, 

XOM, LOW, NKE and SBUX.

• Healthcare, financials and materials were sectors that produced positive performance but lagged the other sectors in the S&P 

500 index for the quarter.

Covered Call Income: Moving on to the 2nd quarter of 2019
Investor confidence so far in the first quarter of 2019 has not been shaken by trade uncertainty, weakening global growth or an 

inverted yield curve. In fact, consumer confidence continues to trek even higher among these issues surrounding the markets. Being 

prepared for volatility to make another comeback is a key aspect in regards to the Crossmark Covered Call Income strategy. The 

Crossmark trading team will continue to monitor volatility with the intent of strategically placing option trades in order to maximize 

income.  Staying disciplined as we head into the second quarter is a key message for all investors. 

Source: Bloomberg

VIX vs S&P 500 QTD 2019

Covered Call Income Commentary 

Top 10 Model Holdings 1

Exxon Mobil Corp.
Visa, Inc.
Intel Corp.
United Technologies Corp.
Nike, Inc.
Exelon Corp.
Abbott Labs
Microsoft Corp.
Coca Cola Co.
Starbucks Corp.

% of Total Portfolio: 36%

About Covered Call Income

Covered Call Income strategy is designed for investors who want equity 

market participation with enhanced income potential. This approach is 

appropriate for investors looking for higher yields, capital appreciation and 

reduced risk levels.

Writing calls on securities held in the portfolio maximizes the gains that can 

be realized if the price of a stock increases. Investing in equity securities 

involves market risk, including the possible loss of principal.

1 Model Portfolios are based on a hypothetical account managed during the current quarter. Actual characteristics and income may differ materially 

from model. As of 3/31/2019.
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Covered Call Income Commentary 

Our Firm
Crossmark Global Investments is an innovative investment management firm. We provide a full suite of investment management 

solutions to institutional investors, financial advisors and the clients they serve.  We have a multi-decade legacy of specializing 

in values based investment strategies for clients.  Founded in 1987, the firm is headquartered in Houston, Texas and manages 

approximately $4.9 billion in AUA.

Definitions

“Up and Out” – This occurs when the original call option is repurchased and another call option is sold.  The new option is sold with a 
higher strike price and a later expiration date than the original option.

“Rolling Down” – This involves buying back the current call option and selling another call option with the same expiration date.  The 
only difference between the two call options is the strike price.  In this case, the new option has a lower strike price.

“At-the-Money” – Options with a strike price, or exercise price, equal to the price of the underlying asset.  Theoretically, these 
options have a delta around 50%. 

“In-the-Money” – Options with a strike price, or exercise price, lower than the price of the underlying asset.  These options have a 
theoretical delta greater than 50%. 

“Out-of-the-Money” – Options with a strike price, or exercise price, greater than the price of the underlying asset.  These options 
have a theoretical delta less than 50%.

“Delta” – One of the “Greeks” derived from the Black-Scholes model for option pricing.  Theoretically, it states how much the price 
of the option will change given a $1 change in the price of the underlying asset.  It is also commonly referred to as the “hedge ratio.”



Performance
The first quarter of 2019 was a sharp rebound to the previous quarter 

with equities posting double digit positive returns that were broad 

based throughout the developed markets. The Global Equity Income 

benchmarks of the S&P Global 1200 and the S&P 500 ended the quarter 

with returns of +12.27% and +13.65% respectively. For global dividend 

index comparison purposes, the MSCI World High Dividend Yield Index 

returned +10.34%.  

Factors Affecting Performance
The economic outlook in the U.S. appears to be moderating from the strong pace of 2018. While previous year GDP growth was 

nearly 3%, 2019 estimates are now looking for 2.5% GDP growth. The Fed appears to be putting future rate hikes on hold until 

possibly next year. This shift has come in part due to low inflation data, particularly the core CPI which ticked up only 0.1% in February. 

This is despite the fact that employee compensation has been moving up in response to a tighter job market. Canada’s economy 

received a boost from the labor market as it generated a second straight month of strong job gains in February with the creation 

of 55,900 net new positions. The oil and housing sectors however remain weak with the fourth quarter GDP slowing to its worst 

performance in two years. Moving overseas to the Eurozone, the ECB is responding to weaker prospects for both growth and inflation. 

This comes on the heels of a particularly slow growth period in the second half of 2018. In the UK, prime minister May was forced to 

ask for an Article 50 Brexit extension after Parliament repeatedly voted down her proposed withdrawal agreement. UK lawmakers 

currently appear to have no agreement on how they should separate from the EU leaving significant uncertainty on the eventual 

outcome. Japan continues to struggle with low inflation however the BOJ has left its policy unchanged. The BOJ has shifted from 

trying to hit its inflation target to merely trying to keep inflation on a rising path.

Company earnings as represented by the S&P 500 have posted a 13% growth rate for the fourth quarter marking a significant 

slowdown from the previous three quarters. Earnings growth for the full year of 2018 however came in at a robust 20%. The energy 

sector continues to lead the group in the fourth quarter with a growth rate of 94%. Almost every sector has posted a positive growth 

rate for the year with utilities being the only exception.

 

The Global Equity Income strategy underperformed the S&P Global 1200 but outperformed the MSCI World High Dividend Yield 

Index for the first quarter. The portfolio equity allocation at the end of the period was 61% U.S. and 39% international. 

Positive relative performance was led by Accenture Plc. +24.83% whose shares climbed after posting solid quarterly results that beat 

expectations. Revenue growth came in at +9% which was at the high end of guidance. The Resources segment of this consulting and 

outsourcing company which serves various energy and materials industries led overall growth. The company also raised its forward 

guidance for fiscal year 2019. Pembina Pipeline Corp. +25.40% shares rose consistently through the quarter based on continuing 

growth initiatives coupled with a reasonable valuation. The integrated energy transportation and midstream infrastructure company 

has solid, long-term visible growth prospects with a diversified client base. The company has raised its dividend for eight consecutive 

years with a three year dividend growth rate of 7.6%. Shares of General Mills, Inc. +34.51% jumped on strong quarter results that 

• U.S. equities rebound sharply from the 
previous quarter

• Q4 earnings grow at 13%

• Fed likely on hold until next year

CROSSMARKGLOBAL.COM

GLOBAL EQUITY INCOME
Global Equity Income is a separately managed account investment strategy

Commentary – 3/31/2019 

“The first quarter of 2019 was a sharp rebound to the previous quarter 
with equities posting double digit positive returns that were broad 
based throughout the developed markets.”
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posted positive organic sales growth and significant operating margin expansion. The 

company was able to raise prices in order to offset the effects of supplier inflation. In 

addition to its classic brands, General Mills owns a number of organic products where 

consumers are willing to pay a higher price.

Negative contributors to relative performance included ResMed Inc. –8.34%. Shares 

dropped after the medical-device company announced its fiscal second quarter results. 

The company posted earnings higher than analyst estimates but the revenue came 

in well below expectations. Results were solid in the U.S., Canada and Latin America 

but fell short in Europe, Asia and other international markets. Even with this drop, the 

company is up more than 120% over the last 5 years. The focus going forward will be 

on successfully launching their new products and integrating their recent acquisitions. 

Shares of Encompass Health –4.91% slid as the healthcare sector was the weakest 

performer for the quarter. Reported earnings and revenue for the quarter however 

surpassed analyst expectations. The company provides post-acute healthcare services 

and it operates through inpatient rehabilitation hospitals as well as Medicare-certified home nursing and specialized home care. The 

Global Equity Income strategy has met performance expectations and will continue to seek high quality dividend paying companies 

that provide superior results over the long-term.

Global Equity Income Strategy
The Global Equity Income strategy pursues its objective through the investment in U.S. and non-U.S. dividend-paying stocks that have 

demonstrated the ability to maintain a higher yield, increase dividends over time and generate significant earnings. These companies 

also represent a broad spectrum of the global economy. The objective of this strategy is to provide current dividend income and the 

potential for capital appreciation at lower than overall market risk. 

Global Equity Income Commentary 

1 Model Portfolios are based on a hypothetical account managed during the current quarter. Actual characteristics and income may differ materially from model. 

As of 3/31/2019.

Top 10 Model Holdings 1

Microsoft Corp.
McDonald’s  Corp.
Intel Corp.
Accenture PLC
Unilever NV
Taiwan Semiconductor Mfg Co.
Pepsico, Inc.
Boeing Co.
Raytheon Co.
Smith & Nephew PLC

% of Total Portfolio: 23%

Contact a member of our Advisor Solutions Team:
advisorsolutions@crossmarkglobal.com  |  888-845-6910
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Crossmark Global Investments is an innovative investment management firm. We provide a full suite of investment management solutions to 
institutional investors, financial advisors and the clients they serve.  We have a multi-decade legacy of specializing in values based investment 
strategies for clients.  Founded in 1987, the firm is headquartered in Houston, Texas and manages approximately $4.9 billion in AUA.



In the first quarter the stock market came roaring back from a 
disastrous fourth quarter of 2018.  The S&P 500 declined 13.97% 
over the period and December alone fell 9.18%, for its worst 
showing since 1931.  We believe the results were somewhat 
tied to tax selling where investors take losses just before year 
end to lock in a tax loss for the year.  This action can push stocks 
down to attractive valuations that can drive a wave of buying at 
the start of the new year.  This appears to be at least part of the 
story as stocks rallied back in the first quarter.  In what is virtually 
a mirror image, the market has rebounded 13.65% for the first 
three months of 2019 (although the S&P 500 stopped 3.29% 
from hitting a new high).  The other force driving the markets 
was a new, softer tone coming from the Federal Reserve.  In 
March, the Fed Chair Powell announced that they would be 

unlikely to raise rates again in 2019, leaving the policy rate unchanged at 2.25%-2.50%.  Ten year rates responded by falling from 
2.76% at the beginning of the month down to 2.31% near month’s end.  Stock markets had already been rallying in anticipation of 
such a move.

The markets did climb a “wall of worry” during the rally, including concerns of a trade war, slowing earnings as last year’s tax cuts 
made their anniversary, and more fears of Brexit’s impact and China’s slowdown.  The US economy has slowed a bit in recent weeks 
but continues to outperform the rest of the world.
 
As the chart illustrates, manufacturing PMIs have 
been falling with the Eurozone dropping into 
contraction (a reading below 50 indicates a 
contracting economy) and China, after a period on 
contraction, is peaking its head just above 50.  The 
US number, at 52.4, is indicating slow but steady 
growth domestically.  Other statistics indicate that 
the US is still in good shape. The unemployment 
rate came in at 3.8%, spot on with February’s 
number and the initial jobless claims for the end of 
March posted the lowest number since November 
1969 at 202,000.  These claims generally start to 
move up before a recession starts.  Auto sales look 
pretty solid too.  Sales increased 5.3% in March for a 
17.5 million annual rate.

With the reversal of the fourth quarter market action, much of it driven by tax considerations, the Large Cap Core Growth Model 
struggled in the first quarter, at least versus our Russell 1000 Growth benchmark, which was on steroids during the period.  It closed 
the quarter over 300 basis points higher than LCCG as tech stocks soared.  The core portion of our portfolio model held us back a 
bit.  The top performing sector for our model was Energy, which benefited from a significant rally in crude oil as well as Permian-
fueled output gains.  Brent crude jumped about 35% over the period.  This was followed by Materials which was driven by a strong 
performance by Ecolab.  On the other side of the equation, Financials and Consumer Staples brought up the rear while game maker 
Activision and Amdocs stumbled.  We made several adjustments to the model over the quarter including:  (1) we sold Constellation 
Brands after weak guidance (2) Bought Facebook and VMWare to increase technology exposure (3) Sold Activision Blizzard due to 

poor price action, weak numbers and extreme weakness in the video 
gaming industry (4) Purchased both Estee Lauder and McDonald’s.

Corporate profits growth will face a tough test in 2019 due to the 
anniversary of last year’s corporate tax cuts. Last year’s first quarter 
growth rate was artificially boosted through the tax cut compared to 
2017’s first quarter.  The tax cut has now hit its anniversary, so 1Q19 
growth will pale by comparison. First quarter earnings results for the 
S&P 500 are expected to be down 3.9% on revenue growth of 4.8%.  
The Utilities Sector is expected to be the strongest in terms of EPS 
growth at 4.6%.  Healthcare is expected to take second place out 

• Stocks rallied back in the first quarter

• The US economy has slowed a bit in recent weeks 
but continues to outperform the rest of the world.

• Manufacturing PMIs have been falling with the 
Eurozone dropping into contraction

• We are quite constructive on the markets and 
expect to see new highs in the next few months

CROSSMARKGLOBAL.COM

“The markets have covered a 
lot of ground over the last six 
months but at the end of March 
the S&P 500 has not changed 
much from a price perspective.”

LARGE CAP CORE GROWTH
Large Cap Core Growth is a separately managed account investment strategy

Commentary – 3/31/2019 

Source: JP Morgan, Caixin, Markit

Global Manufacturing PMIs Sending Mixed Signals



of the eleven sectors at 4.0% growth.  Bringing 
up the rear is the Energy Sector due to a decline 
in energy price compared with last year’s 1st 
quarter and  Materials, which is also expected to 
show a decline.  The tough tax comparison has 
been expected and is hopefully already baked 
into the cake.  For the full year 2019, earnings 
are expected to increase 3.7% on sales growth of 
4.9%.  While not terrific, at least we are moving in 
the right direction.

The markets have covered a lot of ground over 
the last six months but at the end of March the 
S&P 500 has not changed much from a price 
perspective.  The Price/Earnings ratio currently 
stands at 16.3x on a forward twelve month basis.  
That is about three P/E points below its peak in 
December of 2017.  We think there is upside to 
the markets now that the Federal Reserve has 
changed its tune and decided against raising 
rates anytime soon. Some have speculated 
that the next move will be a rate cut and the 
administration is certainly in the rate cut camp.  Studies show that with interest rates low and inflation also low, the S&P 500 could 
trade at an 18x multiple or higher.  Our philosophy has always been “don’t fight the fed” so we are quite constructive on the markets 
and expect to see new highs in the next few months.  Our S&P 500 target based on EPS of $172 and an 18x multiple is 3100.

Large Cap Core Growth Commentary 
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Top 10 Model Holdings 1

Microsoft Corp.
Apple, Inc.
Alphabet Class C
Cisco Systems, Inc.
CDW Corp.
Home Depot, Inc.
O’Reilly Automotive, Inc. 
JP Morgan Chase & Co.
UnitedHealth Group, Inc
Honeywell Intl, Inc.

% of Total Portfolio: 39%

1 Model Portfolios are based on a hypothetical account managed during the current quarter. Actual characteristics and income may differ materially 

from model. As of 3/31/2019.
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You already heard it last quarter, but the story remains the 

same – central banks, US/China trade, Brexit and slowing global 

growth.  These factors once again have driven the markets in 

the first quarter of the year, although with a different result than 

what we saw previously.  At the end of 2018, investors were 

concerned over the possibility of higher rates and a recession, 

pushing equity markets to one of the worst Decembers ever.  

Flip the calendar and the story began to shift.  With a pivot 

from the Federal Reserve, a pull back from the ECB, optimism 

towards a deal with US and China and some Chinese data that 

may represent a bottom forming for that EM economy, we had 

the best 1st quarter for the equity markets in years.

The anticipation that the Federal Reserve will remain on hold for 

the rest of 2019 led to a shift lower in yields across the treasury 

curve both in the US and globally.  We actually saw the 10yr German Bund move into negative territory as risk-off sentiment in the 

fixed income markets made a strong showing.  We did see an inversion in the 3month-10yr part of the yield curve, although that has 

since reversed and we currently sit with that spread at around 9 basis points and the 2-10yr part of the yield curve exhibiting steepness 

of around 18 basis points.  The move lower in yields of roughly 40 basis points for the quarter on the US 10yr treasury was a positive 

for the market values of fixed income securities although we have moved off the lows posted at the end of March of around 2.36%.  

  

At Crossmark, we utilize a four-step process to determine our investment strategy, which has led us to a more conservative approach 

in our holdings.  This has been accomplished by purchasing higher quality securities with strong levels of income while reducing our 

exposure to interest rate risk.  This worked well for us last year with all of the volatility in yield movements.  This past quarter, with 

yields dropping by about 40 bps, we had positive performance across all taxable fixed income products, although underperforming 

the comparable benchmarks due to our shorter duration positioning and underweight in treasury notes.  For the Current Income 

Product and Income Opportunities 

models, however, the allocation 

to fixed rate preferred securities 

and the corresponding income 

from that sector allowed us to 

outperform the comparable 

benchmarks for the quarter.

We have been working to extend 

duration in our products as we 

anticipate that we are approaching 

• Central banks, US/China trade, Brexit and slowing 
global growth have once again driven the markets 
in the first quarter of the year.

• The move lower in yields of roughly 40 basis 
points for the quarter on the US 10yr treasury was 
a positive for the market values of fixed income 
securities.

• We have been working to extend duration 
in our products as we anticipate that we are 
approaching the end of the rate hike cycle from 
the Federal Reserve and look to reposition 
slightly further out the yield curve.

CROSSMARKGLOBAL.COM

TAXABLE FIXED INCOME
Core Fixed Income, Current Income Portfolio, Intermediate Fixed 

Income and Income Opportunities are separately managed account 
investment strategies

Commentary – 3/31/2019 

“With a pivot from the Federal Reserve, a pull back from the ECB, 
optimism towards a deal with US and China and some Chinese data that 
may represent a bottom forming for that EM economy, we had the best 
1st quarter for the equity markets in years.”

Source: Bloomberg

Global 10yr Sovereign Yields - March 31, 2019
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the end of the rate hike cycle from the Federal Reserve and look to reposition slightly further out the yield curve.  If economic reports 

hold steady in the US and improve on a global basis in the second half of this year, we are not ruling out one more rate hike by the 

FOMC although we don’t see rates moving up to previous year highs of 3.25%.  As always, we are here to help guide you through the 

volatility of the markets and are happy to discuss our models, our outlook and the markets in general with you. 

Taxable Fixed Income Commentary 
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Tax reporting season is affecting everyone but especially 

those in high income tax states due to the State and Local Tax 

deduction that is now capped at $10,000.  This new limitation 

may shock high net worth individuals as their tax liability may 

be more than anticipated.  As more tax payers file their returns, 

fixed income investors may change their asset allocation to 

increase holdings in tax-exempt municipal bonds.  With tax-

exempt municipal bond yields higher than previous years and 

inflation remaining subdued, real returns with reduced risk will 

become more appealing.  For only the second time in history 

has tax filings shown an excess of 6 million tax returns with tax 

exempt income declared proving that more individuals are 

adding municipal bonds to their asset allocation.

With more individuals sourcing tax exempt municipal bonds 

for fixed income needs, the municipal bond sector produced 

the best first quarter return since 2014.  Impressive demand of 

12 consecutive weeks of inflows that outstripped supply forced 

prices higher and yield lower which gave local and state municipalities the opportunity to offer new issuance.  Favorable yields to 

state and local municipalities bringing new issues to the market grew by $76.3 billion for the quarter, a 24 percent increase over last 

year.  Granted, some may state the increase was based on a low 1Q18 number as most municipalities pushed new issuance into 4Q17 

ahead of the 2018 tax reform act which left a void of issuance in 1Q18.  However, notable new issuance in 1Q19 of $1.8 billion for San 

Francisco International Airport, $2.3 billion in California State general obligations and $1 billion in Connecticut general obligations is 

an impressive start to the calendar year.  It is anticipated that new issuance may top $380 billion for calendar year 2019 which would 

be a sizable increase over previous years as infrastructure issuance leads the new offerings.

The rapid increase in prices in 1Q19 brought undesirable comparison with comparable Treasury yields.  10 year municipal bond 

yields are 78 percent of comparable Treasuries, the lowest percentage since 2001.  That decline in the ratio indicates that tax 

exempt municipal bonds have grown more expensive relative to Treasuries.  The historical average is 85 percent municipal yield to 

Treasury yield.  In 4Q18, the yield ratio comparison was 92 percent of municipal bond yield compared to Treasury yields.  That is a 

considerable change in a relative short period of time.  It would not be unusual to witness a weakening of municipal bond pricing to 

begin 2Q19 as local and state municipalities bring an increase of new issuance to the market and buying begins to slow due to the 

high prices.  Crossmark Global Investments Municipal Fixed Income team will be selectively buying bonds as prices normalize.

Crossmark Global Investments continues to find value in the municipal secondary market with bonds rated A or better involved with 

essential services like water, sewer, power, streets, highways, school education and general obligations.  The ideal maturities on 

the yield curve have moved to the 10 to 20 year range with a call feature between 2021 and 2025.  Crossmark Global Investments 

“Favorable yields to state and local municipalities bringing new issues to 
the market grew by $76.3 billion for the quarter, a 24 percent increase 
over last year.”

• Tax reporting season is affecting everyone but 
especially those in high income tax states due 
to the State and Local Tax deduction that is now 
capped at $10,000.

• With more individuals sourcing tax exempt 
municipal bonds for fixed income needs, the 
municipal bond sector produced the best first 
quarter return since 2014.  

• It would not be unusual to witness a weakening 
of municipal bond pricing to begin 2Q19 as local 
and state municipalities bring an increase of new 
issuance to the market and buying begins to slow 
due to the high prices.

CROSSMARKGLOBAL.COM

MUNICIPAL FIXED INCOME
Municipal Fixed Income is a separately managed account investment strategy

Commentary – 3/31/2019 
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continues to hold a shorter duration than the Barclay’s Quality Intermediate Municipal Index with a focus on higher quality 

municipalities.  Crossmark Global Investments continues to use municipal bond market volatility to opportunistically manage the 

portfolios entrusted to us.
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