
 

 

The Marathon Economic Expansion Is Slowing                         2019 Annual Outlook 
 
Marathons are often used as an analogy for investing, and for 2018, it’s more than appropriate. We are currently in the 
second-longest economic expansion in history—the longest if it continues to mid-2019—and the longest equity bull market 
run ever. Both were well paced for the long distance, though the tempo has picked up in recent years. Some highlights 
from the race so far: 
 

• Equity markets, generally a leading indicator of economic growth, jumped in 2017 on the possibility of new tax 
legislation. 

• In 2018, as a result of lower taxes we saw corporate earnings soar nearly 20%. 

• Real GDP growth also strengthened and could finish the year over 3%, nearly a percent higher than the average 
we have seen over this slow growth expansion. 

 
But even with this great year economically, stock market returns were weak. Investors have their sights on 2019 and 
beyond, and fears that growth may be returning to a slow pace—and eventually stopping—have depressed returns. 
 
Key Takeaways: 
 

• The U.S. economy is expected to slow from its current pace, but we do not anticipate a recession next year. 
 

• Equity markets entered 2018 with high valuations. The stock market pullback late in the year pushed down price 
to earnings (P/E) ratios and other valuation metrics to more average levels. 

 

• We expect bond returns to be better in 2019, but not spectacular. Yields are higher and could help buffer price 
declines. We are cautious on the more credit sensitive parts of the market. 

 

• Risks in markets continue to build. We will continue to pay attention to trade negotiations between the U.S. and 
China, geopolitical risks (especially in Europe) and the Federal Reserve. 

 
While the economy is expected to slow, we do not foresee a recession in 2019. The chances of negative GDP growth are 
low, considering the fundamental strengths in the economy. Labor markets are strong, making for a strong consumer, 
which in turn should support corporate earnings. However, we will be watching closely for wage inflation, rising rates, and 
increasing input costs due to tariffs. These can all chip away at company bottom lines. 
 
In 2018, it did not take long for market volatility to return. Stocks seesawed on news around tariffs, the Federal Reserve, 
and a potential earnings slowdown. We expect these themes to bleed into next year. We do feel China and the United 
States will eventually come to an agreement, but it’s hard to gauge when this will happen. The Federal Reserve will be 
watching inflation data and markets closely, trying to hike rates if the opportunity presents itself. 
 
Earnings growth, which tends to drive long-term equity market performance, is expected to weaken in 2019. Valuations 
such as (P/E) ratios have also come down due to the pull back in equity prices late in the year. Going into 2018, 
valuations (near 15-year highs) were a concern, so lower valuations could provide investors with a better entry point. 
 
Many bond investors experienced losses in 2018, although they were generally moderate. We expect next year to be 
challenging for bonds but results likely will be better because higher yields buffer price declines. Another positive is that 
we could be getting near the Fed’s terminal rate, and there may be fewer rate hikes than expected. 
 
Based on GDP growth, expected corporate earnings growth, inflation expectations, and dividend yields, our baseline 2019 
market expectations is for large cap U.S. stock returns to be positive, in the mid-single-digit range. We expect large cap 
stocks to perform slightly better than small caps, as they tend to be more stable during the volatility of late economic 
cycles.  This excludes any positive or negative effects of multiple expansion or contraction. In the bond markets, we 
expect returns for intermediate term bonds to be flat to low single digits. This is based on current yields with some 
potential yield curve flattening, or inversion as rate hikes continue; it doesn’t take into account impacts from any credit 
spread tightening or widening.
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About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. Cetera 
Investment Management provides market perspectives, portfolio guidance and other investment advice to its affiliated 
broker-dealers, dually registered broker-dealers and registered investment advisers. 
 
About Cetera Financial Group® 
Cetera Financial Group (“Cetera") is a leading network of independent firms empowering the delivery of professional 
financial advice to individuals, families and company retirement plans across the country through trusted financial advisors 
and financial institutions. Cetera is the second-largest independent financial advisor network in the nation by number of 
advisors, as well as a leading provider of retail services to the investment programs of banks and credit unions. 
 
Through its multiple distinct firms, Cetera offers independent and institutions-based advisors the benefits of a large, 
established broker-dealer and registered investment adviser, while serving advisors and institutions in a way that is 
customized to their needs and aspirations. Advisor support resources offered through Cetera include award-winning 
wealth management and advisory platforms, comprehensive broker-dealer and registered investment adviser services, 
practice management support and innovative technology. For more information, visit cetera.com. 
 
"Cetera Financial Group" refers to the network of independent retail firms encompassing, among others, Cetera Advisors, 
Cetera Advisor Networks, Cetera Investment Services (marketed as Cetera Financial Institutions), Cetera Financial 
Specialists, First Allied Securities, and Summit Brokerage Services. All firms are members FINRA/SIPC. 
 
Disclosures 
The material contained in this document was authored by and is the property of Cetera Investment Management LLC. 
Cetera Investment Management provides investment management and advisory services to a number of programs 
sponsored by affiliated and non-affiliated registered investment advisers. Your registered representative or investment 
adviser representative is not registered with Cetera Investment Management and did not take part in the creation of this 
material. He or she may not be able to offer Cetera Investment Management portfolio management services. 
 
Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice to 
any individual without the benefit of direct and specific consultation with an investment adviser representative authorized 
to offer Cetera Investment Management services. Information contained herein shall not constitute an offer or a 
solicitation of any services. Past performance is not a guarantee of future results. 
 
For more information about Cetera Investment Management, please reference the Cetera Investment Management LLC 
Form ADV disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is 
registered with. Please consult with your adviser for his or her specific firm registrations and programs available. 
 
No independent analysis has been performed and the material should not be construed as investment advice. Investment 
decisions should not be based on this material since the information contained here is a singular update, and prudent 
investment decisions require the analysis of a much broader collection of facts and context. All information is believed to 
be from reliable sources; however, we make no representation as to its completeness or accuracy. The opinions 
expressed are as of the date published and may change without notice. Any forward-looking statements are based on 
assumptions, may not materialize, and are subject to revision. 
 
All economic and performance information is historical and not indicative of future results. The market indices discussed 
are not actively managed. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor for 
more information. 
 
Additional risks are associated with international investing, such as currency fluctuations, political and economic instability, 
and differences in accounting standards. 
 
Glossary 
Gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a country's 
borders in a specific time period. 
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