
Despite a slight 
pullback in stocks, we 
remain optimistic 
U.S. stocks ended the week slightly lower after reaching new all-time highs 
last week, with the S&P 500 Index dropping 0.5%.1 Materials, financials and 
consumer staples were among the biggest detractors, while telecom, health 
care and technology moved higher.1 U.S. Treasury prices and the dollar also 
advanced.1 Oil prices ended the week up 3% amid growing concerns over 
tightening supply as a result of U.S. sanctions on exports from Iran.1
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HIGHLIGHTS

• The Federal Reserve’s rate hike was expected, but 
changes to its accommodative language caught 
investors’ attention. 

• Overall, equities do not face enormous downside 
potential, and we think a focus on cyclicals and 
emerging markets may offer better risk-return 
potential.

• Discounting China, trade issues between the U.S. 
and most of the world appear generally positive.  
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The Federal Reserve delivered a mixed bag. As expected, the Federal 
Reserve raised rates 0.25% to a target range of 2.00% to 2.25%. However, the 
Fed’s removal of the word “accommodative” from its statement drew greater 
attention from investors, causing some to speculate that the Fed is nearing 
its neutral rate. However, Chairman Powell noted the change in language 
doesn’t impact the likely path of policy. 

Stock markets fell in the U.S. and Europe, but Asia was a bright 
spot. The Italian government’s 2.4% deficit projection for fiscal 2019 was 
higher than expected, causing some price weakness in European markets. 
Asian shares fared better than the U.S. and Europe, with Japan out in front. 

U.S. trade negotiations continue to be in the spotlight. Following a 
prospective deal with Canada, trade issues between the U.S. and most of the 
world appear generally positive. But the U.S./China relationship is certainly 
deteriorating.   

Inflation appears well contained, but that won’t last forever. 
Business owners are likely to raise prices to compensate for wage hikes 
and higher prices as a result of the developing tariff war. Inflation is well 
contained, but creeping higher. If inflation continues to rise in 2019, the 
Fed may be forced to take action. Relatedly, the Fed recently raised its GDP 
growth prospects for 2018 to 3.1%.2

Interest rates must be noticeably higher to slow the pace of 
equities. We don’t think the stock market will slow until rates are high 
enough to slow the overall economy. A 10-year Treasury yield in a range of 
3.75% to 4.25% would be cause for concern. 

Weekly top themes
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Reasons for optimism and caution
Currently, we offer reasons to be both optimistic and 
cautions, as adapted from J.P. Morgan Research.3 

REASONS FOR OPTIMISM

1)  U.S. economic growth remains solid despite trade 
headwinds and higher rates.

2) Corporate fundamentals are still very healthy. 

3) Valuations aren’t too high. 

4)  Trade tensions haven’t detracted from economic 
growth. 

5)  The net supply for stocks continues to shrink, 
creating a favorable tailwind for prices. 

6)  Lowered tax rates should insulate the market from 
potential fallout from November elections.

7)  Dramatic political changes may not occur in 
November’s U.S. election. 

REASONS FOR CAUTION

1) Growth outside the U.S. is mixed.

2) The U.S.-China relationship is getting worse. 

3)  Companies are increasingly concerned about the 
effects of the trade tariffs. 

4) Business leaders continue to face cost pressures. 

5)  Modest rises in interest rates and inflation could 
continue to weigh on valuations. 

6) Central banks are beginning to tighten interest rates. 

7)  Global political issues continue to exist, particularly 
regarding Italy, Germany, Brexit and U.S. midterm 
elections. 

The equities backdrop remains positive
Corporate fundamentals remain strong, but the 
upcoming third quarter earnings season may reveal 
future problems. Bullish investors are targeting 
earnings of around $178 per share with a price-
earnings ratio (P/E) of 17 in 2019.1 These earnings  
and P/E assumptions leave little room for error. 

Overall, equities do not face enormous downside 
potential, and we think a focus on cyclicals 
and emerging markets may offer better risk-
return potential. 

“We think a focus on cyclicals and 
emerging markets may offer better  
risk-return potential.” 

2018 PERFORMANCE YEAR TO DATE Returns

Weekly YTD

S&P 500 -0.5% 10.6%

Dow Jones Industrial Avg -1.1% 8.8%

NASDAQ Composite 0.8% 17.5%

Russell 2000 Index -0.9% 11.5%

Euro Stoxx 50 -1.9% -3.4%

FTSE 100 (UK) 0.0% -2.7%

DAX (Germany) -2.6% -8.4%

Nikkei 225  (Japan) 0.8% 6.8%

Hang Seng (Hong Kong) -0.8% -4.3%

Shanghai Stock Exchange Composite (China) 0.8% -17.2%

MSCI EAFE -0.9% -1.0%

MSCI EM -0.3% -7.4%

Barclays US Agg Bond Index 0.2% -1.6%

BofA Merrill Lynch 3-mo T-bill 0.1% 1.3%

Source: Morningstar Direct, Bloomberg and FactSet as of 26 Sept 2018. All index returns are shown in U.S. 
dollars. Past performance is no guarantee of future results. Index performance is shown for illustrative 
purposes only. Index returns include reinvestment of income and do not reflect investment advisory and 
other fees that would reduce performance in an actual client account. All indices are unmanaged and 
unavailable for direct investment.
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1 Source: Morningstar Direct, Bloomberg and FactSet
2 Source: Federal Reserve
3 Source: J.P. Morgan Bull/Bear Debate, September 26, 2018

The S&P 500 Index is a capitalization-weighted index of 500 stocks designed to measure the performance of the broad domestic economy. The Dow Jones Industrial Average is 
a price-weighted average of 30 significant stocks traded on the New York Stock Exchange and the Nasdaq. The Nasdaq Composite is a stock market index of the common stocks 
and similar securities listed on the NASDAQ stock market. The Russell 2000 Index measures the performance approximately 2,000 small cap companies in the Russell 3000 
Index, which is made up of 3,000 of the biggest U.S. stocks. Euro Stoxx 50 is an index of 50 of the largest and most liquid stocks of companies in the eurozone. FTSE 100 Index 
is a capitalization-weighted index of the 100 most highly capitalized companies traded on the London Stock Exchange. Deutsche Borse AG German Stock Index (DAX Index) is 
a total return index of 30 selected German blue chip stocks traded on the Frankfurt Stock Exchange. Nikkei 225 Index is a price-weighted average of 225 top-rated Japanese 
companies listed in the First Section of the Tokyo Stock Exchange. Hong Kong Hang Seng Index is a free-float capitalization-weighted index of selection of companies from the Stock 
Exchange of Hong Kong. Shanghai Stock Exchange Composite is a capitalization-weighted index that tracks the daily price performance of all A-shares and B-shares listed on 
the Shanghai Stock Exchange. MSCI EAFE Index is a free float-adjusted market capitalization weighted index designed to measure developed market equity performance, excluding 
the U.S. and Canada. The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging 
markets. Bloomberg Barclays U.S. Aggregate Bond Index covers the U.S. investment grade fixed rate bond market. The BofA Merrill Lynch 3-Month U.S. Treasury Bill Index is 
an unmanaged market index of U.S. Treasury securities maturing in 90 days that assumes reinvestment of all income.
This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy or sell securities, and is not provided in a fiduciary capacity. The 
information provided does not take into account the specific objectives or circumstances of any particular investor, or suggest any specific course of action. Investment decisions 
should be made based on an investor’s objectives and circumstances and in consultation with his or her advisors.

Risks and other important considerations
The views and opinions expressed are for informational and educational purposes only as of the date of writing and may change at any time based on market or other conditions 
and may not come to pass. This material is not intended to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and 
should not be considered specific legal, investment or tax advice. The information provided does not take into account the specific objectives, financial situation, or particular needs 
of any specific person. All investments carry a certain degree of risk and there is no assurance that an investment will provide positive performance over any period of time. Equity 
investments are subject to market risk or the risk that stocks will decline in response to such factors as adverse company news or industry developments or a general economic 
decline. Debt or fixed income securities are subject to market risk, credit risk, interest rate risk, call risk, tax risk, political and economic risk, and income risk. As interest rates rise, 
bond prices fall. Non-investment-grade bonds involve heightened credit risk, liquidity risk, and potential for default. Foreign investing involves additional risks, including currency 
fluctuation, political and economic instability, lack of liquidity and differing legal and accounting standards. These risks are magnified in emerging markets. Past performance is no 
guarantee of future results.
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
Nuveen Asset Management, LLC is a registered investment adviser and an affiliate of Nuveen, LLC.


