Forecast 2019
THE RETURN OF VOLATILITY

Forecast 2019
The opinions voiced in this material are for general information only and are not intended to provide specific advice or
recommendations for any individual. To determine which investment(s) may be appropriate for you, consult your financial advisor prior
to investing. All performance referenced is historical and is no guarantee of future results. All indices are unmanaged and cannot be
invested into directly.

Risk Considerations: The economic forecasts set forth in this presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful. Stock investing involves risk including loss of principal. Bonds are subject to

market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are subject to availability
and change in price. International and emerging market investing involves special risks such as currency fluctuation and political
instability and may not be suitable for all investors.

Today’s Agenda
Where We’ve Been

Where We Are

Where We May Be Going

ThoughtProvoking
Questions
How long is the perfect book?
❑ 100 to 200 pages
❑ 201 to 500 pages

❑ 501 to 999 pages
❑ 1,000 or more pages

Thought-Provoking Questions

Books with 1,000
or more pages
had higher ratings
“Long books, when read, are usually
overpraised, because the reader wishes to
convince others and himself that he has not
wasted his time.”

-- E.M. Forster

Source: The Economist 1843 Magazine

ThoughtProvoking
Questions
Which country snores the most?
❑ Luxembourg
❑ United States
❑ China
❑ Brazil

Thought-Provoking Questions

Luxembourg.
People in Luxembourg (and also in Greece and
Spain) snore 23 minutes a night, on average.

Source: SleepCycle.com

ThoughtProvoking
Questions
Which of these is not a real
business?
❑ A pet beverage brewery in the Colorado Rockies
❑ A spa for guinea pigs in the English countryside
❑ A hang-gliding tour for dogs in Patagonia
❑ A five-star hotel for cats in Kuala Lumpur, Malaysia

Thought-Provoking Questions

You cannot take
your dog on a
hang-gliding tour
of Patagonia.

ThoughtProvoking
Questions
Which activity burns the most
calories?
❑ Mowing the lawn (push mower)
❑ Golf (with a cart)

❑ Grocery shopping
❑ Sledding

Thought-Provoking Questions

Sledding burns
the most calories.
Calories burned in 30 minutes
by a 155-pound person
Weight lifting
Bowling
Grocery shopping
Golf (with cart))
Hatha yoga
Tai Chi
Gardening
Golf (carrying clubs)
Mowing lawn (hand mower)
Spinning
Sledding
Boxing
Running (10 minute mile)
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Where We’ve Been

DECEMBER WAS A VOLATILE MONTH FOR U.S. STOCKS
Daily change Dow Jones Industrial Average (percent)
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2017 WAS UNUSUALLY CALM
#days up by 1% or more

# days down by 1% or more

Daily average since 1928
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Sources: Yahoo! Finance

2018 BROUGHT VOLATILITY AND FALLING SHARE PRICES

Sources: FactSet, Macrotrends

FEW MARKET SECTORS FINISHED IN POSITIVE TERRITORY

Source: Morningstar Direct, S&P Select Sector Indexes

2018 WAS A TOUGH YEAR FOR OTHER ASSET CLASSES, TOO

Where We’ve Been

Quote
“The scope of negative returns is unusual. According to

Deutsche Bank, 89% of the global financial indexes it
tracks were negative for the year in dollar terms, through
the end of October. On average, 29% of financial
markets finish a year with losses.”
-- Daren Fonda, Barron’s, November 30, 2018

GLOBAL STOCK MARKET RETURNS DISAPPOINTED

WEAK RETURNS WERE SURPRISING BECAUSE U.S.
COMPANIES WERE PROFITABLE
Earnings growth

• The S&P 500 reported earnings

(year-over-year)

growth of 25.9% for the third quarter
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Where We’ve Been

Quote
“To say earnings have been anything other than stellar

of late is to misrepresent what is happening in corporate
America. The stock market, on the other hand, has
clearly been expressing concerns about a downturn in
the economy.”

-- Heidi Chung, Yahoo! Finance, December 3, 2018

P/E RATIOS WERE MORE ATTRACTIVE LATER IN THE YEAR

Source: FactSet

HOWEVER, THE CAPE RATIO REMAINED RELATIVELY HIGH
“Since it is a moving average of profits over ten years, the CAPE is less volatile. Past peaks have coincided
with the top of bull markets, as in 1929 and 2000…It is now well above its long-term average.”
-- Buttonwood, The Economist, March 24, 2018

Source: Multpl

TREASURY YIELDS MOVED LOWER LATE IN THE YEAR

Source: FactSet, Barron’s

Where We’ve Been

Quote
“Interest rates are still low by historical standards, and
they remain just below the broad range of estimates of
the level that would be neutral for the economy -- that is,

neither speeding up nor slowing down growth. My
FOMC colleagues and I, as well as many private-sector
economists, are forecasting continued solid growth, low
unemployment, and inflation near 2 percent.”
-- Jerome H. Powell, Federal Reserve Chair,
November 28, 2018

LATE IN 2018, A SECTION OF THE YIELD CURVE INVERTED
The Yield Curve
Treasuries with shorter maturities usually have
lower yields than Treasuries with longer maturities.
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HERE IS ANOTHER WAY TO SEE THE INVERSION.

Inversions have historically been
around 30-50 basis points,
although some are larger.

Source: Federal Reserve Bank of St. Louis, 10-Year Treasury Constant Maturity Minus 2-Year Treasury Constant Maturity [T10Y2Y], retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/T10Y2Y, January 1, 2019.

Where We Are

What does an
inverted yield
curve mean?
An inverted yield curve can mean recession
is ahead or it can mean that investors
expect:

•

Short-term yields to be lower in the
future

•

Inflation to be lower in the future

•

Uncertainty to cause other investors to
flee to the relative safety of bonds

Where We Are

STILL UNCERTAIN ABOUT THE ETIQUETTE OF SELFIES
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Where We Are

Quote
Loss aversion: Losses loom larger than gains
“…most respondents in a sample of undergraduates
refused to stake $10 on the toss of a coin if they stood to
win less than $30.”

-- Daniel Kahneman, Amos Tversky
Choices, Values, and Frames
September 25, 2000

PERFORMANCE DURING BULL AND BEAR MARKETS

These results are based on monthly returns–returns using different periods would produce different results. The S&P 500 Index is an unmanaged index of 500 stocks used to measure large-cap U.S. stock
market performance. Investors cannot invest directly in an index. Index returns do not reflect any fees, expenses, or sales charges. This chart is for illustrative purposes only and not indicative of any actual
investment. These returns were the result of certain market factors and events which may not be repeated in the future. Past performance is no guarantee of future results.
The information presented is not intended to constitute an investment recommendation for, or advice to, any specific person. By providing this information, First Trust is not undertaking to give advice in any
fiduciary capacity within the meaning of ERISA and the Internal Revenue Code. First Trust has no knowledge of and has not been provided any information regarding any investor. Financial advisors must
determine whether particular investments are appropriate for their clients. First Trust believes the financial advisor is a fiduciary, is capable of evaluating investment risks independently and is responsible for
exercising independent judgment with respect to its retirement plan clients.
Source: First Trust Advisors L.P., Morningstar. Returns from 1926 - 9/28/18. *Not applicable since duration is less than one year.

CONTINUING TO MOVE THROUGH THE BUSINESS CYCLE

The diagram above is a hypothetical illustration of the business cycle. There is not always a chronological, linear progression among the phases
of the business cycle, and there have been cycles when the economy has skipped a phase or retraced an earlier one. * A growth recession is a
significant decline in activity relative to a country's long-term economic potential. We use the "growth cycle" definition for most developing
economies such as China because they tend to exhibit strong trend performance driven by rapid factor accumulation and increases in
productivity, and the deviation from the trend tends to matter most for asset returns. We use the classic definition of recession, involving an
outright contraction in economic activity, for developed economies. Source: Fidelity Investments (AART), as of 11/30/2018.
Source: Fidelity

Where We Are

Quote
“Recessions are not rare: economies are in a state of recession
10-12 percent of the time. What is rare is a recession that is
forecast in advance…one reason for the failure might be that
recessions occur following events, such as economic crises,
which are themselves difficult to predict.”

-- Zidong An, João Tovar Jalles, and Prakash Loungani
‘How Well Do Economists Forecast Recessions?’
March 5, 2018

THE LIKELIHOOD
AND POTENTIAL
IMPACT OF
GLOBAL
GEOPOLITICAL
RISK

LATE IN 2018, INVESTOR’S ATTITUDES SHIFTED
DRAMATICALLY
LATE IN 2018, INVESTOR ATTITUDES SHIFTED SHARPLY
Bullish, historic average 38.5%

Bearish, historic average 30.5%
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Where We May Be Going
Learning to Align Money and Happiness

PREDICTING HAPPY

Money can buy
happiness – if you spend
it in the right ways!
1. Buy experiences
2. Make it a treat
3. Buy time

4. Pay now, consume later
5. Invest in others

SOME COUNTRIES ARE EXPECTED TO GROW FASTER
THAN OTHERS

Source: International Monetary Fund

EMERGING COUNTRIES ARE EXPECTED TO GROW THE
MOST QUICKLY IN 2019

THE U.S. PERFORMANCE GAP COULD SUBSIDE

Where We May Be Going

Quote
Our argument, for some time, has been that when market
imbalances grow this extreme, they don’t persist, as a rule.
Now that we have begun to see major falls in tech and the techheavy MSCI China index, the question is how the rebalancing
is likely to play out. After the busts of 2000 and 2008, beatendown sectors recovered, small and medium caps came back to
life, and forgotten countries were rediscovered.
-- Ruchir Sharma, Head of Emerging Markets and Chief Global
Strategist, Morgan Stanley Investment Management
October 4, 2018

WILL VALUE STOCKS MAKE A COME BACK?

“Buying assets at a discount in an
effort to reap rewards once the
market catches on to their
potential has not been in vogue
(or at least not rewarded) for most
of the past 10 years. The current
drawdown is the fourth most
severe in history…”
-- BlackRock Global Investment
Outlook 2019, December 2018

Source: Blackrock

WE MAY SEE MORE INITIAL PUBLIC OFFERINGS
“As a consequence of this trend,
industries are more concentrated
and the average company that
has a listed stock is bigger, older,
more profitable, and has a higher
propensity to disburse cash to
shareholders.”
-- Michael Mauboussin et al
The Incredible Shrinking Universe of
Stocks, Credit Suisse
March 22, 2017

Source: The World Bank, World Federation of Exchange Database

Where We May Be Going

Quote
“Investors will soon bid good riddance to 2018, a stressful year
marked by two stock market corrections, rising interest rates,
an ugly trade battle, and growing fears that a bear market lies
just around the corner…next year is looking rather sunny. So
say the 10 market strategists Barron’s consulted this
month…Based on the group’s mean prediction, the S&P 500
will end next year at 2975, indicating a gain of more than 14%.”
-- Vito J. Racanelli, Barron’s 2019 Outlook
December 14, 2018

Where We May Be Going

Quote
“We have been in a stealth or rolling bear market for much of the
past year—with short-volatility [strategies], FANG stocks, emerging

markets, and oil. Even though the S&P 500 overall is not in a bear
market, almost 50% of S&P 500 stocks were down 20%, so they are in
some form of a bear market. And even if we get a sense of recession
coming sooner than the consensus believes, we could see the bear
market unfold in this manner, rather than a broader selloff in major
indexes all at once.”
-- Liz Ann Sonders, Chief Investment Strategist for Charles Schwab
Barron’s, December 14, 2018

Where We May Be Going

Quote
“We expect global growth to slow next year, and see U.S.
growth stabilizing at a much higher level than other regions,
even as the effects of 2018’s fiscal stimulus fade. Markets are
vulnerable to fears that a downturn is near, even as we see
the actual risk of a U.S. recession as low in 2019. Global
earnings growth is also set to moderate in 2019, tracking the
more subdued growth outlook.”
-- BlackRock Global Investment Outlook 2019
December 10, 2018

Where We May Be Going

Quote
“‘People hate diversification in a bull market.’ But diversification

pays when mainstream stocks or bonds falter and uncorrelated
assets…stay aloft. ‘At the tail end of what is now the longest
equity bull market in history, this is not a time to worry about
the drag imposed by diversifying asset classes…’”

-- Rob Arnott, Pimco Portfolio Manager
Quoted by Barron’s,
November 30, 2018

Forecast 2019
T h a n k Yo u F o r Yo u r C o n t i n u e d S u p p o r t !
L o yo l a A s s e t M a n a g e m e n t

Forecast 2019
The Dow Jones Industrial Average is comprised of 30 stocks that are major factors in their industries and widely held by individuals and institutional investors.

The Standard & Poor’s 500 Index is a capitalization weighted index of 500 stocks designed to measure performance of the broad domestic economy through
changes in the aggregate market value of 500 stocks representing all major industries.
The S&P/Case-Shiller U.S. National Home Price Index measures the change in value of the U.S. residential housing market. This index tracks the growth in
value of real estate by following the purchase price and resale value of homes that have undergone a minimum of two arms-length transactions. This index is
named for its creators, Karl Case and Robert Shiller.

The Consumer Price Index (CPI) is a measure of the average change over time in the prices paid by urban consumers for a market basket of consumer
goods and services.
Personal Consumption Expenditures (PCE) is a measure of price changes in consumer goods and services, targeted towards goods and services consumed
by individuals. PCE is released monthly by the Bureau of Economic Analysis (BEA).
Quantitative Easing (QE) is a government monetary policy occasionally used to increase the money supply by buying government securities or other
securities from the market. QE increases the money supply by flooding financial institutions with capital in an effort to promote increased lending and liquidity.
The Price-to-Earning (P/E) ratio is a measure of the price paid for a share relative to the annual net income or profit earned by the firm per share. It is a
financial ratio used for valuation: a higher P/E ratio means investors are paying more for each unit of net income, thus, the stock is more expensive compared
to one with a lower P/E ratio.
The Shiller Price Earnings ratio is based on average inflation-adjusted earnings from the previous 10 years and is known as the Cyclically Adjusted PE
(CAPE) Ratio, Shiller PE Ratio, or PE 10.

