
Near-term outlook 
uncertain, but we see 
no recession signs
It was a busy week for financial news, headlined by a notable shift in Federal 
Reserve policy and language, a strong employment report, solid earnings 
results and a range of generally good economic data. Investors cheered the 
news and sent stock prices on a renewed uptrend, with the S&P 500 Index 
climbing 1.6%.1 Energy led the way on stronger oil prices, while industrials 
also performed well.1 Looking ahead at the balance of 2019, we see a generally 
good outlook with several possible stumbling blocks for stocks. We also think 
investors must be more selective from here. 

4 February 2019

Weekly Investment 
Commentary

HIGHLIGHTS

• Stocks resumed their uptrend last week, helped  
by a sharp dovish shift in Fed rhetoric.

• We think solid economic and earnings growth 
should help provide more upside for stocks,  
but near-term issues present risks.

• We think investment selectivity will become 
increasingly important, favoring companies  
with high levels of free cash flow and solid  
balance sheets.
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Ten themes that could affect the economy 
and markets in 2019
1.) The Fed’s comments were more dovish than 
expected, but we think rates could still rise this 
year. Last week’s shift in Fed rhetoric may have been 
the most dramatic in modern times. Only six weeks ago 
in December, the Fed suggested a high probability of 
multiple rate hikes in 2019, and last week the central 
bank indicated it didn’t know the direction of its next 
move. Likewise, the Fed backed off its earlier suggestion 
that its balance sheet runoff would continue unabated. 
In making these comments, Fed Chair Powell pointed to 
signs of fading global growth, unresolved policy issues 
(including trade, the U.S. government budget impasse 
and Brexit) and financial tightening in the fourth quarter

Despite the shift in tone, we think it is premature to 
suggest that the current tightening cycle is over. We 
believe the Fed will return from its current pause to 
raise rates again this year. We continue to believe 
that U.S. growth will remain positive and inflation is 
likely to climb slightly—those are recipes for higher 
interest rates.

2.) The January payroll data show that economic 
growth is still firmly in acceleration mode. There 
were 304,000 new jobs created last month, a much 
higher-than-expected result.2 Average hourly earnings 
also showed an increase, rising 0.1% for the month and 
3.2% over the last year.2 The labor market appears to 
be tightening, with a rising participation rate pushing 
unemployment up to 4.0%.2 We may see jobs growth 
slow in the coming months, but for now the labor 
market remains a source of strength.

3.) Strong manufacturing data provided further 
evidence of solid growth. The ISM Manufacturing 
Index for January rose from 54.3 to 56.6, helping to 
offset a 4.5% plunge in December.3

4.) Consumer confidence, however, has taken a hit. 
The Conference Board’s Consumer Confidence Index 
fell 6.4 points to 120.2 in January, marking a third 
consecutive month of declines.4 Given the end of the 
government shutdown and the recent climb in stock 

prices, we could see a rebound in February. This trend 
could create downside market risk.

5.) Corporate earnings growth is slowing, but 
remains solid. With over half of S&P 500 companies 
reporting fourth-quarter results, earnings are ahead of 
expectations by 2.4%, with 63% exceeding bottom-line 
estimates.5 This compares to an average of 4.9% and 
70% over the last three years.5 Earnings are on track to 
grow 13.5% for the quarter as a whole, with about half of 
that increase attributable to last year’s tax cuts.5

6.) Earnings results for companies with higher 
levels of non-U.S. exposure have been trailing.1 
At some point in 2019, we expect a shift in this trend 
and think non-U.S. stocks will start to outperform, but 
that hasn’t started happening yet.

7.)  While the government shutdown was painful 
for many and likely detracted from economic 
growth, investors largely shrugged it off. In fact, 
stock prices actually rose during the shutdown. The 
most economically cyclical sectors, including financials, 
consumer discretionary and industrials, outperformed 
the rest of the market.

8.) Despite widespread worries over a recession, 
we do not believe one is likely in the near term. 
We have said for several years that this current equity 
bull market is the least-loved in history. Since the day it 
began, it seems many have been calling for a recession. 
Historically, our experience suggests recessions occur 
when growth is strong and expected to remain so, when 
speculative excesses rise and when debt levels and 
inflation are climbing. That doesn’t describe today’s 
environment. So, ironically, low levels of confidence and 
recession fears may have been extending the current 
business cycle.

9.) The pace of recent stock market gains isn’t likely 
to continue, meaning selectivity is critical. Since 
December 24, U.S. stocks have marched 15% higher, 
driven by a sharp dovish shift in Fed policy, better-than-
expected earnings results and rising anticipation of a 
U.S./China trade deal. At this point, we think all three 
factors have been baked into stock prices, meaning near-
term tailwinds may fade.
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For stocks to rise from here, we think we’ll need to see 
further upward revisions in corporate earnings and/
or higher valuation multiples. These can happen, but 
probably not broadly across the stock market. As such, 
we think selectivity will increase in importance across 
sectors, styles and geographies.

10.) Deteriorating credit quality also makes 
investment selectivity more important. Today, 
only half of the large cap companies in the United 
States and Europe feature the highest credit ratings, 
compared to 90% 20 years ago.6 This deterioration 
suggests credit spreads may have room to widen before 
this current cycle ends. It also suggests that investors 
would be well advised to focus on strong free cash flow 
and solid balance sheets.

Risks are numerous, but so are reasons for 
optimism
Investors have a number of reasons to remain skittish 
about prospects for economic growth and stocks, 
including slowing global growth momentum, the recent 
rise in valuations, a probable eventual tighter turn in 
monetary policy and ongoing political dysfunction 
in the U.S. and across the globe. These factors are 
counterbalanced by several important positives, 
including the pause in Fed tightening, better-than-
expected earnings results, solid economic growth, 
still-decent valuations, the recent outperformance of 
cyclical market sectors and easing trade tensions.

On balance, we would say these lists are fairly 
balanced, but we still have a generally constructive.

“With gains harder to come by from 
here, we think investment selectivity 
will rise in importance.”

2019 PERFORMANCE YEAR TO DATE Returns

Weekly YTD

S&P 500 1.6% 8.1%

Dow Jones Industrial Avg 1.3% 7.6%

NASDAQ Composite 1.4% 9.5%

Russell 2000 Index 1.3% 11.5%

Euro Stoxx 50 1.0% 6.1%

FTSE 100 (UK) 2.4% 7.2%

DAX (Germany) -0.4% 6.2%

Nikkei 225  (Japan) 0.3% 4.7%

Hang Seng (Hong Kong) 1.3% 7.9%

Shanghai Stock Exchange Composite (China) 0.7% 7.1%

MSCI EAFE 1.0% 6.5%

MSCI EM 1.7% 8.8%

Barclays US Agg Bond Index 0.5% 0.8%

BofA Merrill Lynch 3-mo T-bill 0.0% 0.2%

Source: Morningstar Direct, Bloomberg and FactSet as of 1 Feb 2019. 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 indexes are unmanaged and 
unavailable for direct investment.
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1 Source: FactSet, Morningstar Direct and Bloomberg
2 Source: Bureau of Labor Statistics
3 Source: Institute for Supply Management
4 Source: Conference Board
5 Source: RBC Research
6 Source: Credit Suisse 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.


