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Worries Plague Markets: Focus on These Positives 
 

• Equities continue to face worries around trade, data, and levels of corporate debt. 

• Positive market fundamentals remain intact. 

• We remain cautiously optimistic. 
 
U.S. equities have started the week on a sour note. There is a laundry list of concerns worrying 
investors including the U.S.-China trade spat, a possible recession, the Fed’s plans to raise 
interest rates, the shape of the yield curve, and corporate debt. When you take a step back and 
review key fundamentals, without these overhangs, the equity markets should be taking a different 
path. While some caution is appropriate in times like this as investor pessimism has clearly 
increased, we continue to point to strong fundamentals and remain cautiously optimistic about 
market returns for the balance of this year and early 2019.   
 
Early Monday trading sent U.S. equities lower with the most major indices down nearly 2% at one 
point. While investors could point to many concerns, they cited the following as primary reasons to 
sell. First, there continues to be conflicting information around the tariff negotiations between 
Washington and Beijing. This has raised investor uneasiness as tariffs and trade wars have 
historically been detrimental to global economies and, in some cases, recessionary. Second, on 
Friday we saw a weaker than expected employment report. Though the report showed the 
economy created 155,000 new jobs in November, because it missed expectations, some investors 
believe this is a possible canary in the coal mine that the trade war could be moving the U.S. 
economy to a recession. Third, investors have been growing alarmed at the record amount of 
corporate debt.   
 
These issues worrying investors are real and could continue to have further market ramifications. 
However, let us step back and look at key market fundamentals. First, the U.S.-China trade war is 
the biggest concern facing investors as it essentially adds a sales tax on purchases. Both 
countries realize the gravity of the situation and we are optimistic a resolution will be found. From 
the U.S. side, using the newly signed United States-Mexico-Canada Agreement (also known as 
NAFTA 2.0) as an indication, despite President Trump calling NAFTA the “worst trade deal ever,” it 
is fairly similar to the new agreement. Mexico and Canada made only minor concessions and the 
U.S. signed the trade deal. Likewise, we expect China will make some concessions and a trade 
deal compromise will be eventually reached. In our opinion, weaker readings on Chinese 
economic data and a decline in the Chinese stock market are pressuring Chinese leaders to 
negotiate. 
 
Second, looking at U.S. economic data, despite the weaker November employment report we are 
on a solid footing. Looking at the labor market, the unemployment rate is a very good 3.7%.  
Today another labor report showed that there are one million more jobs available than the total 
number of job seekers. This marks eight straight months where job openings have exceeded the 
number of job seekers. In fact, the weak job report could be due to the lack of available workers. 
Looking at other recent reports, manufacturing, services, and consumer readings portray a strong 
economic foundation.  
 
Third, while some investors have raised alarms about the record amount of corporate debt, we are 
less concerned. Yes, we are uneasy about the high yield and floating rate debt parts of the bond 
market given they are expensive. However, we are not as concerned as others about the overall 
amount of corporate debt. Just like most Americans are refinancing their mortgages, companies 
took advantage of the low interest rates environment over the past 10 years to refinance their debt 
obligations to lock in lower interest payments. For example, the firm Credit Suisse notes that 
corporate short-term debt as a percent of total debt is just 12.6%. The average since 1991 is 
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21.5%. This statistic suggests companies have extended the maturity of their corporate debt to 
lock in attractive long-term interest rates. What about their ability to repay shorter term debt? 
Similarly, Credit Suisse notes that the current short-term debt-to-cash ratio is 0.4x. The average 
since 1991 is 1.1x. Corporate debt is higher, but smart CFOs updated their capital structure to lock 
in lower interest rates.   
 
These aforementioned concerns are causing investor uneasiness and we are watching them very 
closely. However, our cautious optimism is not a symptom of ignorant bliss. Think about this. In 
2018, the U.S. economy should grow close to 3%, corporate earnings should rise about 20%, 
individuals and corporations have lower taxes, the unemployment rate is near 50-year lows, and 
energy prices, which have a positive impact on consumer spending, are down double digits.  At 
the same time, U.S. equities are negative for the year. 
 
Of course, the financial markets are pricing in future expectations including the possibility of a 
recession next year. This is quite evident given what we have seen in the bond market and the 
worry around a flat yield curve. We, on the other hand, do not see a recession next year. The U.S. 
economy is likely to slow as rising input costs such as wage growth and higher interest rates 
impact domestic growth. However, a two-quarter decline in domestic economic output, the classic 
definition of a recession, is not likely to happen in 2019, though 2020 is up in the air. The economy 
is too strong on many facets and, despite some criticism, the Federal Reserve is doing a great job 
gradually raising interest rates and then gauging the economic impact. In the past, the Fed has not 
been gradual or very communicative in their prognosis. With the Fed likely to raise rates later this 
month, they may signal a less restrictive policy next year and, in fact, some believe that after this 
next rate hike, they are done raising interest rates.   
 
Looking ahead, while we are cautiously optimistic, we do not possess a crystal ball as to when 
markets will resume their ascent. However, we do note some recent positives including the recent 
outperformance of emerging market stocks and other aggressive areas of the financial markets.  
Furthermore, the sizeable drop in interest rates, especially the 10-Year U.S. Treasury, has helped 
stop the recent run-up in mortgage rates. As investors continue to assess these concerns despite 
positive market tailwinds, volatility is likely to continue. With that in mind, we continue to 
recommend investors to focus on long-term risk and return objectives and not let these market 
gyrations influence these plans. Being diversified across different risks in the market and working 
closer with your financial advisor are the most important strategies now.  
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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 
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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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