
Markets get a boost 
from Fed talk and trade 
progress
Global equities moved higher last week with at least a temporary easing of 
several key risks. Federal Reserve Chair Powell’s comments on Wednesday 
that Fed policy was approaching neutral sparked a strong equity rally, while 
signs of some easing on the trade front also contributed to investor sentiment. 
The S&P 500 Index experienced its best week of 2018, rising close to 5% with 
all sectors in positive territory.1 In other markets, investor attention focused 
on oil, which dipped to its lowest level since 2017, experiencing its worst 
monthly decline in 10 years.1
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• Stocks experienced their best week of 2018 given 
both the sense that Fed policy may be less tight than 
expected and signs of progress on the trade front.

• We would caution, however, that trade issues 
represent a serious potential risk to the global 
economy and financial markets.

• Volatility may remain relatively elevated, but 
we think investor sentiment should continue to 
improve modestly.
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Economic growth should remain solid, but 
trade issues represent a significant risk
Overall, we think the global economy is solid (especially 
compared to similar market corrections over the 
past few years), but trade issues represent a serious 
threat. While some areas of the world are experiencing 
a slowdown, we think the global economy is still in 
expansion mode. 

Fears of mounting protectionism and an escalating 
trade war are suppressing global growth and causing 
corporate management teams to be more cautious. 
Tensions between the U.S. and China appear to have 
eased recently as talks have resumed. But investors 
remain wary of too many false starts followed by periods 
of heightened rhetoric for them to look past trade issues. 
Until and unless we see real evidence that new tariffs 
won’t be enacted, we view the trade environment as a 
clear negative for growth. 

Looking ahead to next year, the strong U.S. dollar is 
hampering U.S. growth, but that has been offset to some 
degree by the decline in oil prices. Growth is likely to 
cool in 2019 in the United States and around the world, 
but only moderately. We still expect U.S. real gross 
domestic product growth to exceed 2% in 2019. Any 
signs of real progress on the trade front would push this 
estimate higher.

Corporate earnings may slow, but should 
stay positive
Despite economic uncertainty, corporate earnings 
growth has been a bright spot throughout 2018. Hiring 
levels have been strong, job openings are plentiful and 
corporate profits have been stellar, helped largely by 
the late-2017 tax bill. However, rising protectionism, 
higher interest rates, the stronger dollar and wage 
pressures have clouded expectations for the coming 
year. Our outlook for corporate earnings is similar to the 
global economy: We expect a slowdown with an overall 
positive trend.

Interest rates and inflation are likely to 
climb slightly higher
While we expect a modest cooling in economic growth, 
current fiscal and monetary policy should remain largely 
on track. We expect very little legislative change before 
the 2020 elections, meaning the current fiscal situation 
is likely to continue: Neither tax nor spending rates are 
likely to change. At the same time, we think Federal 
Reserve policy will continue to slowly move from 
accommodation to tightening. 

We think 2019 will feature slightly higher interest rates 
and inflation than 2018, but neither should become a 
significant economic or equity market roadblock over 
the next 6 to 12 months. However, they will complicate 
the environment.
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We see more upside price potential for 
stocks than bonds
Two months ago, the financial market backdrop 
darkened considerably. Worries about economic 
growth mounted, the Fed indicated that rates may 
climb more than expected, bond yields rose with the 
10-year Treasury yield hitting 3.25% and the U.S./
China trade dispute threatened to escalate into an 
all-out trade war.1 Geopolitical risks also rose with 
Brexit looking messier and the budget fight between 
Italy and the EU worsening. These issues caused global 
equity markets to sink, with most regions experiencing 
double-digit price declines. Oil prices also plummeted, 
which further impaired fixed income credit markets.

We have seen these sorts of downturns occur before 
in the current bull market. Market weakness was 
pronounced in 2015, followed by a strong risk-on 
phase in 2016 and 2017. History is an imperfect guide, 
but we wouldn’t be surprised to see somewhat better 
sentiment in the months ahead and at least a modest 
rebound in risk assets. Still, any sustained climb would 
require better economic data from outside the United 
States and/or more progress on the trade front. 

Over the near term, we expect markets to remain 
relatively volatile, but we see some silver linings. For 
one, equity valuations are more attractive now thanks 
to a combination of lower prices and positive earnings. 
Secondly, the market turmoil has helped put at least a 
temporary cap on bond yields. 

Over the longer-term, we think bond markets will 
remain subject to downward price pressures, as a 
number of factors are conspiring to push yields higher. 
For stocks, we think the economic and earnings growth 
environment will be tougher next year, but should 
be sufficient to provide some tailwinds. Additionally, 
there is now a lower bar for positive earnings 
surprises, which could provide room for valuation 
multiples to expand.

We think the economic and earnings 
growth environment will be tougher 
next year, but should be sufficient to 
provide some tailwinds for stocks.”

2018 PERFORMANCE YEAR TO DATE Returns

Weekly YTD

S&P 500 4.9% 5.1%

Dow Jones Industrial Avg 5.3% 5.6%

NASDAQ Composite 5.7% 7.2%

Russell 2000 Index 3.0% 1.0%

Euro Stoxx 50 1.0% -12.0%

FTSE 100 (UK) 0.0% -10.9%

DAX (Germany) 0.4% -18.0%

Nikkei 225  (Japan) 2.7% -1.0%

Hang Seng (Hong Kong) 2.3% -8.4%

Shanghai Stock Exchange Composite (China) 0.2% -25.0%

MSCI EAFE 1.0% -9.0%

MSCI EM 2.7% -12.0%

Barclays US Agg Bond Index 0.1% -1.8%

BofA Merrill Lynch 3-mo T-bill 0.1% 1.7%

Source: Morningstar Direct, Bloomberg and FactSet as of 30 Nov 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.



Nuveen | 730 Third Avenue | New York, NY 10017 | 212.490.9000 | nuveen.com

GP
E-

BD
CO

M
M1

-1
21

8P
 

68
24

01
-IN

V-
W

-1
2/

19

For more information or to subscribe, please visit nuveen.com.

1 Source: Bloomberg, FactSet and Morningstar Direct
2 Source: Bureau of Economic Analysis
3 Source: ISI Evercore Research

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.


