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2019 Global Market Outlook

The themes and risks expressed in this presentation have been gathered across various firms on Wall Street. 
They do not represent our opinions or forecast for the markets. They are however, interesting, and the data 
does further inform some of our decision making. We hope you find it interesting as well. 
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1. Economic growth slowing but still positive

• U.S. economy: Growing at slower pace due to fading effects of the tax cuts /  late cycle

• World economy:  Growth is less synchronized  

Fiscal Policy Contribution to U.S. GDP Growth Global Growth is Slowing

Sources: Bloomberg, Deutsche Bank Research, 10/31/18.

2019 Global Market Outlook – themes
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2. Central Bank action

• U.S.:  Rate normalization – moving towards neutral policy rate
- Number of rate hikes will be data dependent 
- Can the Fed avoid recession?  

• Non-U.S.:  Slow removal of policy accommodations/quantitative easing

Number of Fed Hike Expectations G4 Central Bank Asset Flows by Central Bank

Themes continued
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3. Geopolitics and protectionism drive volatility

• US / China trade dispute
̵ U.S.’s concern over China’s attitudes towards intellectual property, technology transfer, and the desire to develop its 

own high tech industry cannot be resolved quickly. 

• U.S. politics

• Populist parties in office across Europe
̵ Could influence fiscal/immigration policy
̵ Could derail EU reform

• Uncertainty over BREXIT

Themes continued

The Office of the U.S. Trade 
Representative (USTR) Section 301 
investigation included a proposed list of 
products imported from China that could 
be subject to additional  tariffs –
commonly referred to as China Section 
301. In this chart, you can see that what 
has been imposed to date has brought 
U.S. import tariffs back to levels last seen 
in the 1990s.
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• Looking out into 2019, major economies are headed down divergent growth paths — in sharp contrast to the synchronized global
growth at the start of 2018.

• Most developed economies appear to be in or near late cycle, but emerging markets are more mixed.

Source:  Capital Group

Divergent Global Growth
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This table shows peak 
2018 valuations and 
where they stood at year 
end, with percentiles 
compared to history. All 
ended the year below 
median.

Since the 1920’s, there 
have been twenty 
episodes of P/E multiple 
contractions of 20% or 
more. In fifteen of these 
twenty episodes, U.S. 
equity market returns were 
positive over the next 12 
months, averaging 12%.

Will the 4Q18 sell-off = Positive 2019 returns?
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• The U.S. Federal Reserve and other central banks are expected to gradually tighten in 2019

• Global trade has taken center stage as the U.S., China, Europe and others jockey for position

• Government, corporate and consumer debt continue to rise

Expect volatility to continue, and potentially intensify, in 2019 as interest rates move higher, global trade disputes mount and debt levels rise.

Global volatility expected to remain – a challenge to 2019 returns
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Equities look most attractive – US, EM & Asia expected to be strongest, European weakest 

Global Asset Class Views
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Room to Run? Late-Cycle Investing

• As the BlackRock chart shows many are not calling for a 
recession in 2019, many are looking for a slowdown in 2020.

• Any rise in financial vulnerabilities such as excessive leverage 
could cut the cycle short. Rising vulnerabilities in the leveraged 
loan market are a concern.

• This chart displays the performance of different assets in 
periods preceding a U.S. recession in the past 40 years. 

• Stocks can still do well late in the cycle.

U.S. Equities – recession watch and late-cycle performance
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International Equities are expected to underperform U.S. Equities.

International versus U.S. equities
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Emerging Markets equities are expected to outperform Developed Market equities.

China dominates the Emerging Markets story.

Emerging versus Developed equities



13

Yield curve inversion does not always proceed a recession, but more often than not.

Fixed Income recession watch
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While Treasury yields have already climbed, credit spreads remain relatively tight. That means the compensation for taking on credit risk 
(investing in corporate bonds) is relatively low, and the upside from here could be quite limited. 

Fixed Income risk compensation is low
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Short-term Treasuries now offer almost as much yield as the 10-year Treasury, as shown in the Short beats long chart. Two-year 
Treasuries now offer around 90% of the 10-year yield with only one-fifth of the duration risk (bond price sensitivity to changing interest 
rates). 

Rising rates have made shorter-term U.S. Fixed Income more attractive
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Out of the past 12 US rate hike cycles since 1955, eight resulted in a recession.

With moderating growth in 2019 and an expectation of continued modest U.S. inflation, there may be reduced need for further interest 
rate increases. Reaching and not overshooting the “neutral level of interest rates” will be key to not choking off growth and a soft landing 
for the U.S. in 2019 and going forward.

Risks – Can the Fed pull off a soft landing for the U.S.?



• The average of China’s two manufacturing purchasing managers’ indices has fallen close to the expansion/contraction threshold
of 50.

• The U.S. has imposed tariffs on more than $250B of Chinese exports and threatens to increase this to $500B worth of goods.
- Many U.S. companies have begun to direct supply chains away from China.

• Other issues have arose such as deteriorating housing conditions and companies including Apple and German automakers have 
issued warnings related to sagging Chinese consumer demand. 

• China has a number of tools to offset these impacts including:
- China cut bank reserve requirements twice in 2018 so that banks can lend more to businesses.
- Chinese Yuan has fallen more than 10% against the U.S. dollar.
- They can cut taxes on businesses and households or increase pace of government bond issuance.

• However, these tools come with potentially serious side effects:
- Letting the currency depreciate could increase savings outflows and international criticism of currency manipulation.
- Accelerating the supply of credit to the private sector will further increase the already high level of debt in China.
- Lowering reserve requirements for China’s banks could erode the stability of the banking system.
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Risks – Can China avoid a hard landing?
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The U.S. is experiencing historically high corporate debt levels.

Coming out of the global financial crisis in 2008, many companies resorted to using their balance sheets to sustain high levels of free 
cash flow growth. Credit markets were more than willing financers in part due to unorthodox central bank policies like quantitative 
easing. 

Risks – Too much Corporate Debt?
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Credit quality is deteriorating at the index level.

As the cycle has matured, bond issuance and leverage ratios rose, covenants became less restrictive, collateral requirements fell and 
the overall quality of the corporate bond market declined.

There is growing concern over potential downgrading of many companies currently rated BBB. Anything rated below BBB is 
considered less than investment grade. This would have significant impact on the bond market. Many bond funds, per their prospectus, 
must be invested in investment grade or higher, or have restrictions on how much non-investment grade bonds can be in their portfolio.

Too much Corporate Debt? - continued
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Leverage is increasing in the Investment Grade Index.

Leverage is most pronounced in the U.S., where approximately one-third of investment-grade companies have a net leverage ratio of 4x 
or higher. Highly levered companies have less control over their future. Without above-average unit sales growth or pricing power, 
margins and earnings will fall as input costs rise and companies face higher interest rates when rolling over maturing low coupon debt.

Under a slowing economy scenario, these companies need for credit could come at a time when the bond market is slowing. Required
interest rates would be higher, along with more covenants and restrictions. It is possible that many of these highly levered companies 
would become stressed.

Too much Corporate Debt? - continued
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1. Uncertainty around Brexit talks as impending March 2019 date looms.

2. European Central Bank decision on when to raise rates (bank’s forward guidance points to a first increase in September 2019) and the 
retirement of Mario Draghi in October 2019. 

3. Standoff between the EU and Italy on Italy’s intention to run a higher budget deficit in 2019 in contravention to EU rules.

4. Disruption creates more value traps.

5. Continued diverging monetary policy.

Other Risks to Consider in 2019
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• These materials have been prepared exclusively for a presentation and may not be distributed in whole or in part 
to any other person without the express written consent of Allium Financial Advisors, LLC.

• Statements within this presentation should not be construed as guarantees, warranties or predictions of future 
events, portfolio allocations, portfolio results, investment returns, or other outcomes.  None of the material contained 
in this presentation is intended as a solicitation or offer to purchase or sell a specific stock.

• Past performance of indexes does not guarantee future results.  Future returns may differ significantly from the past 
due to materially different economic and market conditions and other factors.

Important Disclosures
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