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Stay Invested, but be Vigilant
2018 was a year of divergence. First, there was a disconnect 
between economics and markets. While most countries 
experienced economic expansion, market performance 
was poor. At the same time, there was a rift in regional 
performance. Economic strength and relative insulation 
from a global trade war contributed to U.S. markets’ 
advantage over other regions. Conversely, tightening U.S. 
monetary policy, a stronger dollar, and outsized geopolitical 
risk created a drag on international and emerging markets.
As we look to 2019, the question becomes: will these global divergences increase,  
or will there be a reversion in which international markets catch up to the U.S.?  
We think the latter.

We are not concerned about a U.S. recession in 2019. Growth will be robust, if lower. 
Earnings will continue to grow, if at a slower pace. Multiples―re-rated at the end of 
2018―have substantial room to expand. In addition, international markets are likely to 
see some relief from themes contributing to their 2018 underperformance. A slower 
pace of rate hikes by the Fed should relieve currency and import price pressures on 
emerging markets. Geopolitics will remain important, but less intense. Markets have 
reacted to the prevailing set of risks, and the trades associated with these risks are 
arguably overdone.

The prolonged bull market may have paused to rest, but it is far from exhausted. 
Both fundamentals and valuations provide a good backdrop for risk assets in 2019. 
Nevertheless, the late-cycle environment raises stakes for investors who must be 
vigilant for signs the economic engine is finally running out of fuel. Market volatility, 
particularly around key events and data releases, will abound. Investors will need to be 
more precise about their risk budgeting and work harder for risk-adjusted returns than 
they have for most of the post-financial crisis period.
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Macroeconomic Views
A volatile, late-cycle environment calls for genuinely diversified  
risk exposures. We strongly favor equity markets, with a few vigilant 
fixed-income investments to diversify portfolio exposures.  
For 2019, our view rests on the following two key tenets:

1. Economic 
growth will be 
solid, but fear of 
an approaching 
recession will 
prompt volatility

Global growth is expected to slow slightly in 2019, with the International 
Monetary Fund (IMF) revising its global gross domestic product (GDP) 
forecast to 3.7%. This is still a healthy rate of expansion that represents 
above-trend growth for some countries, including the U.S. “Lower for 
longer,” a phrase once applied to interest rate policy, is the new mantra for 
economic activity. A lower rate of growth accommodates a longer period  
of expansion. Therefore, no boom equals no bust. We expect this dynamic 
 to be positive for risk assets in 2019.

Global Growth Will Be Slower in 2019, But Still Robust

Source: International Monetary Fund World Economic Outlook, October 2018. Past performance is no guarantee of future results.
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While some regions may face minor 
slowdowns in 2019, the global economy 
should continue to grow at, or close to, 
the same pace as in 2018.
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It’s important to note, however, that a soft landing in major economies does 
not automatically translate to a gentle landing in financial markets. As leading 
economic indicators gradually soften, investors are more sensitive to noise, 
feeding elevated volatility. In addition, divergence in country and sector 
performance contributes to divergence in market performance, making 
market returns narrower and less easily captured through broad indices.

The Cyclical Bottom in Market Volatility Occurred Last Year

2. Geopolitical  
risk is rising in 
importance, but 
2018’s themes 
will moderate

Higher trade tariffs and rising political uncertainty weighed heavily on 
sentiment in 2018, prompting drawdowns that were particularly noticeable 
in international markets. We think the markets have priced in overly 
negative scenarios for a few key risks, such as: trade, Brexit, and Italy’s debt. 
As the threats abate and investors become accustomed to this set of risks, 
we expect sentiment to reverse and boost risk assets, particularly in those 
international markets that experienced the greatest stress in 2018.
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U.S. Growth  
Will Be Slower,  
But Still Robust

We expect the U.S. economy to grow above trend next year. Full 
employment, real income growth, lower taxes, and improved household 
balance sheets support strong consumer spending. Fiscal stimulus 
will support government spending into 2020. We think that additional 
spending―for example, through an infrastructure plan―will have a 
less-direct impact on GDP growth, but state and local income tax receipts 
are increasing, and meaningful investments can be made from this level.

U.S. GDP Growth and Its Components
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2019 Themes

These components indicate a healthy economy, but not an overheating one. 
We think this is good for equity markets in the coming year―without a boom, 
we worry less about a bust. That said, there are risks in either direction, and we 
expect that markets will be watching closely for signs of either a deceleration 
of economic activity or an acceleration of inflation. We already have seen some 
early indicators of the former, particularly in rate-sensitive areas. 

Moving forward, we will be watching leading economic indicators, consumer 
sentiment, and general activity―manufacturing, industrial production―for 
signs of softness. None exist at this time. Employment and core inflation 
tend to be the last, but clearest indicators of an overheating economy that 
can trigger a recession.
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The Pace of  
Fed Rate Hikes  
Will Slow

A slower pace of U.S. growth likely will contribute to a more supportive 
trajectory for monetary policy. Economic data suggest that financial 
conditions are approaching balanced levels. Moving averages for core inflation 
are below the Fed’s 2.0% target. Interest-rate sensitive sectors such as 
housing and autos, although far from disastrous, have clearly softened.

Interest Rate-Sensitive Indicators are Beginning to Soften

Sources: New York Life Investments, U.S. Bureau of Economic Analysis, National Association of Homebuilders, Mortgage 
Bankers Association of America, U.S. Federal Reserve Bank of St. Louis, Thompson Reuters Datastream, 12/15/18.
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The Federal Reserve already has begun to soften the language of its official 
statements and member speeches. We think that the central bank will begin 
to project a potential slowdown in the pace of its interest rate hikes early 
this year. Weaker interest-rate expectations in the U.S. should soften the 
U.S. dollar, easing pressure on emerging markets currencies and consumers 
and contributing meaningfully to our call for a convergence of U.S. and 
international markets.

Federal Open Market Committee Projections

Oil Prices Will  
Be Rangebound

We don’t think anybody knows what will happen with oil. Supply disruptions 
are meaningful, difficult to predict, and affect financial markets quickly. Future 
demand, too, can be difficult to gauge. That said, we expect oil prices will stay 
within a very broad $45-$75 range for West Texas Crude (WTI) that avoids a 
major problem for the economy or for global markets.

Sources: New York Life Investments, U.S. Federal Reserve, 1/9/19.
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China’s Government  
Will Contain Its 
Managed Economic 
Slowdown

China is the world’s second-largest economy and an important driver of 
both emerging markets and commodities performance. Historically, China’s 
contribution to the world economy has come via exports and fixed investment 
at home. Now, the country’s state-sponsored economic transition from 
investment-driven to consumption-driven economic growth is largely 
responsible for a slowdown in Chinese economic growth rates.

China’s Economic Model is Shifting to Consumption

In 2018, business confidence in China deteriorated, driven in part by concern 
over global trade tensions. This dynamic can be worrisome for financial 
markets. It warns of a downtick in global demand and increasing financial 
market volatility, especially for emerging markets. However, we think 
lower-trending growth already has been priced into markets and creates 
opportunities for upside potential.

Monetary and fiscal stimulus implemented so far has been too little to put 
a floor on declining business confidence. Looking ahead, we are optimistic 
the Chinese government is willing and able to use more tools at its disposal 
to prevent a faster-than-expected slowdown in 2019. They can lower rates, 
decrease the value-added tax (VAT), increase government spending on social 
security, or ease pressure on shadow banks. 

In the long term, China’s transition to a more consumption-led economic 
growth model and the liberalization of capital markets are more sustainable 
policies likely to provide catalysts for long-term upside growth. However, 
the economic transition also has implications for China’s linkages to other 
countries. Much of the contribution of Chinese stimulus to emerging markets 
and commodities has been driven through the investment channel. Moving 
forward, incremental Chinese growth will still create tailwinds for emerging 
markets, but likely to a smaller degree.

Sources: New York Life Investments, National Bureau of Statistic of China, 12/15/18. Past performance is no guarantee  
of future results.
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Major Fears Muting 
European Market 
Performance in  
2018 Will Moderate

Risks loomed large on Europe’s market performance in 2018. Geopolitical 
developments―such as political uncertainty in Italy, the threat of a hard 
Brexit, and fears of slower global trade―have been a principle driver of 
negative sentiment. We think markets have priced in overly negative 
expectations for these risks and that European markets are oversold.  
We expect this sentiment to hold in European markets through the first  
half of the year, providing stronger upside as sentiment stabilizes in the 
second half of the year.

European Valuations are Below Their Long-Term Average

In addition, monetary policy should contribute to the stabilization of 
European equities. We see no threat of a hawkish European Central Bank 
(ECB). The unwinding of quantitative easing already was on a very gradual 
path. Therefore, we think lower-than-target inflation and downside risks 
could force an even more extended unwinding period supporting equity 
market confidence.
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Emerging Market 
Valuations and 
Fundamentals  
Signal  
Outperformance  
for 2019

A stronger U.S. dollar, higher U.S. interest rates, and the threat of slowing 
global trade created substantial headwinds for emerging markets in 2018. Our 
2019 story supports relief from these factors. In the beginning of 2018, real 
interest rate differentials between emerging and developed markets were at 
their lowest levels since 2009. Geopolitical threats made that low-risk premi-
um untenable, prompting portfolio flows out of emerging markets. 

There are three key reasons why we think this story will reverse in 2019. First, 
portfolio flows out of emerging markets may have been large, but capital 
flows―real business investment in emerging markets―have been stable. 
One reason for this is that multinational corporations are accustomed to 
currency and market volatility in less-developed countries and tend to take a 
“wait-and-see” approach to their business rather than abruptly change their 
international investment plans.

Second, we see the financial case for portfolio flows out of emerging markets 
to be overdone. Since April 2018, many emerging markets have raised interest 
rates, increasing the real rate differential between emerging and developed 
markets and helping to reverse capital flows. Current account adjustments in 
countries like Turkey and Argentina are underway.

Current Account Adjustments Are Underway

Sources: New York Life Investments, Turkish Statistical Institute, National Institute of Statistics and Censuses (INDEC) of Argentina, 
12/15/18. Past performance is no guarantee of future results.
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Finally, we see the fundamental case for emerging markets to be supportive 
in 2019 and beyond. Most of the major emerging markets have ample fiscal 
firepower, which would cushion slowdowns in growth next year. This is 
particularly true in Asia where fiscal policy is likely to be much looser. In addition, 
inflation levels are generally at manageable levels, which means most emerging 
markets’ central banks are not under pressure to tighten policy. Strong 
demographics also support long-term growth potential, in contrast  
to collapsing demographic support in much of the developed world.
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Market Views
As the drivers of our 2019 outlook take hold―solid global growth 
and relief from 2018’s geopolitical risks―we expect investor  
sentiment to reverse and compressed multiples to expand.

We expect  
equities to  
outperform  
in 2019

Sentiment drives equities in the short term. In the longer term, earnings and 
fundamentals drive stock performance. Absent a recession, which we don’t 
see coming in 2019, earnings tend to grow, and valuations often revert higher. 
Current bearish positioning and weak sentiment in stocks present upside, 
especially as trade risks and fears of a hawkish Fed subside.

That said, the late-cycle environment calls for a more tailored approach to 
investing, including styles and strategies that reduce risk. The market will 
likely prefer stability and defensiveness. Investors should focus on careful 
value plays―companies that trade at a discount and exhibit strong balance 
sheets, stable sales, or high return on investment. Free cash flow generation 
remains one of the strongest drivers of equity performance.

Fixed income,  
on the other  
hand, remains  
less attractive

Interest rates are trending upward, and credit spreads remain tight. While we 
see some limited opportunities in the asset class, the risk/reward trade-off for 
credit appears generally unattractive. A material reduction in spreads seems 
unlikely. Should spreads widen, the prospects for high-yield corporate bonds 
asset pricing is troubling. 

That said, fixed income is an important diversifier in investor portfolios.  
We believe, if suitable, investors should give up some yield in exchange for 
flexibility and safety. For example, we hold shorter-term debt instruments 
and higher quality bonds, and look to generate income across a broad range 
of sources. Timing an impending credit cycle is extremely difficult, but we can 
prepare our portfolios to take advantage of the inevitable.

Valuations are Compressed Relative to Earnings, Signaling a Likely Turnaround

Forward P/E Ratio: 14.49 Forward EPS: $173.18 Recession
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Sources: New York Life Investments, Institutional Brokers’ Estimate System, Thomson Reuters Datastream, 1/9/19.  
Past performance is no guarantee of future results. It is not possible to invest in an index.   
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Equity Market Themes

International  
Developed Markets  
Will Catch Up, 
Emerging Markets 
Will Outperform

Valuations are a core component of our view on tactical allocation in equities 
for 2019. At a regional level, international developed equities are more 
attractively valued than their U.S. counterparts. Concerns about Brexit and 
Italian debt may remain in the first half of 2019, limiting short-term upside. 
However, a stabilization of European economic performance should create 
meaningful upside potential for the year.  

We are even more bullish on emerging markets. Select EM economies 
are growing above trend, are earlier in their economic cycle, and have 
strengthened their capital positions. Additional policy stimulus in China 
would provide a modest tailwind to the broader emerging markets complex. 
So, while it is always possible that EM equities could cheapen further, the 
risk-reward balance is much improved providing greater upside should 
sentiment stabilize under conditions of level oil pricing, a softer U.S. dollar, 
and a Federal Reserve pause.

International Developed and Emerging Markets are Undervalued  
Relative to Global Pricing

U.S. Forward P/E Relative to Historical Average
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Value―Proceed 
with Care

Value stocks have trailed their growth counterparts by a historically 
wide margin over the past two years, leaving price multiples relatively 
compressed. Growth stocks also may face additional pressure of regulatory 
oversite. The combination suggests that selective value investing―
companies with low P/E―may add incremental alpha to investor portfolios. 
While some may argue that slowing growth poses a headwind to value 
investing, we would be quick to remind them that economic growth is 
moderating only slightly in 2019.

Growth Stocks are Expensive Relative to Their Historical Average

It is very important, however, to avoid value traps. Some sector and company 
valuations are compressed because they exhibit elevated risk and low 
earnings quality. A winning investment strategy will be careful to incorporate 
opportunities in value investing, while also focusing on strong balance 
sheets, high free cash flow, and stable sales.

Sources: New York Life Investments, Russell US, Institutional Brokers’ Estimate System, Thomson Reuters Datastream, 
1/9/19. Past performance is no guarantee of future results. It is not possible to invest in an index.
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Neutral on Size Our portfolios were heavily overweight small caps in 2017 and 2018, but the 
likelihood of more moderate U.S. growth creates a less favorable backdrop 
for small-cap stocks moving forward. Small caps tend to underperform large 
caps late in the economic cycle. Both record leverage and the composition 
of that debt (short maturity) makes small caps more susceptible to rising 
interest rates. At the same time, more than a third of Russell 2000 companies 
report no earnings representing more than a quarter of market cap.1

Small Caps Tend to Underperform as Growth Slows,  
and More So During Recessions

 

Small Caps Hold Higher Debt Burdens Relative to Earnings

Sources: New York Life Investments, Bloomberg, 11/30/18. Asset class returns are total returns. The phase is calculated using 
a proprietary combination of leading economic indicators. Past performance is no guarantee of future results. It is not possible 
to invest in an index.
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Nevertheless, some of the factors leading us to favor small caps in 2018 will 
remain intact. For example, valuations have become more attractive and 
weakness relative to large caps in the second half of 2018 may have been 
unwarranted given a stronger U.S. dollar and comparative U.S. economic 
strength. Decreasing regulatory pressure also could give small caps an edge 
in some sectors.

Small Caps are Undervalued Relative to Large Caps

Factors for and against a small-cap bias roughly cancel each other out.  
We are moving toward a neutral posture in our portfolios. Given the risks, 
investors should avoid passive small-cap strategies in favor of high-quality 
company selection.

Sources: New York Life Investments, Russell US, Institutional Brokers’ Estimate System, Thomson Reuters Datastream, 
1/9/19. Past performance is no guarantee of future results. It is not possible to invest in an index.
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Fixed-Income Market Themes

The Yield Curve In December 2018, a portion of the yield curve representing bonds that 
mature between two and five years inverted. Historically, inversion can offer 
a very early indicator of recession, but does not signal immediate trouble for 
financial markets. For example, the two- to five-year spread last inverted 
on December 14, 2005, years before the next recession, and 28% shy of the 
equity market peak.

Yield Curve Has Flattened

Instead, inversion likely indicates a market signal that the Fed should slow its 
pace of interest rate hikes. We feel confident that the Fed will pause in 2019 
after one interest rate hike, pushing short-term yields only modestly higher.

Sources: New York Life Investments, Thomson Reuters Datastream, 1/9/19. Past performance is no guarantee of future results.

5-Year/2-Year U.S. Treasury

U
.S

. Y
ie

ld
 C

ur
ve

 S
te

ep
ne

ss

Recession

1980 1985 1990 1995 2000 2005 2010 2015 2020

-0.01%

-3

-2

-1

0

1

2%



16

Underweight  
Duration

We feel less certain on the prospects for longer-maturity bonds. The 
combination of more supply―increased Treasury bond sales required to keep 
pace with the swelling deficit―and less demand will put pressure on yields. 
The Federal Reserve, once a buyer of bonds, is now allowing its balance 
sheet slowly to run off. In addition, longer maturity bonds are more sensitive 
to market dynamics, skewing the risk of bond yield shifts in this part of the 
curve. As a result, we see better return prospects from shorter-term debt 
than large duration positions.

U.S. Federal Deficit is Growing, Increasing Need for Treasury Issuance

Ten-Year Rates are at the Low End of Trading Range―Risk is to the Upside

Sources: New York Life Investments, Bureau of Fiscal Service, Thomson Reuters Datastream, 12/15/18. Past performance is 
no guarantee of future results. 

Sources: New York Life Investments, Thomson Reuters Datastream, 1/9/19. Past performance is no guarantee of future results.
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Cautious on Credit Leverage is elevated and the flood of capital into bond and loan funds has led 
to poor underwriting standards. Healthy corporate fundamentals continue 
to support credit markets, but a steady rise in interest rates has increased 
the cost of doing business. As a result, defaults are likely to rise. For 2019, a 
full-blown credit market with severe credit spread widening is unlikely, but 
substantial risk is being taken in some corners of the credit market.

Corporate Leverage Rates Have  
Surpassed Long-Term Highs…  

…And Leverage is Increasingly  
Low Quality

Sources: New York Life Investments, Bloomberg, Thomson Reuters Datastream, 12/15/18. Past performance is no guarantee 
of future results. An investment cannot be made into an index.
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We don’t see proper potential compensation for that risk. Despite the 
modest increase in credit spreads through Q4 2018, risk is better rewarded 
in other asset classes. For exposure in this space, a skilled manager who can 
limit default experience is appropriate.

Higher Volatility Correlates with Wider Credit Spreads

Diversified Income 
Across a Broad 
Range of Sources

As in equities, 2018 drawdowns in emerging markets debt have set the stage 
for a better outcome in 2019. Stabilization of sentiment, a moderation in U.S. 
interest rate pressures, and improving country fundamentals give us a positive 
perspective on emerging markets debt and currencies for the new year. 

In the U.S., municipal bonds are an attractive and diversified source of income 
for our portfolios. Municipal bonds historically exhibit default risk, which is 
both lower than and uncorrelated to the traditional corporate credit cycle.

Sources: New York Life Investments, Bank of America Merrill Lynch, CBOE, Thomson Reuters Datastream, 1/9/19.  
Past performance is no guarantee of future results. An investment cannot be made into an index.
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Risks
Our asset class views rely on a mix of inputs like valuations, 
sentiment, and technical and economic growth, each of which 
depend on shifting macroeconomic conditions and geopolitical 
developments throughout the year. There are a few key scenarios 
that would cause us to reconsider our “risk-on” investment strategy.

Global growth tails off. If we see a faster-than-expected deterioration in leading economic indicators―
business confidence declines, housing data deteriorates, services and manufacturing PMIs roll over and 
slide toward 50―for key countries, we would likely increase our overall allocation to high quality fixed 
income and longer duration assets while reining in equity exposure. 

U.S. consumer gets a bonus. The Tax Cuts and Jobs Act of 2017 should result in record tax refunds during 
the first quarter for consumers, particularly in lower- and middle-income households. Many households 
did not adjust their withholdings with the change in tax rules, leading to higher-than-expected receipts in 
some cases. A surge in consumption often accompanies a late-cycle economic expansion, and an upside 
surprise to household incomes could accentuate this dynamic. U.S. households are not over-leveraged, 
and savings rates have improved. Should this “risk” come to fruition, it would likely improve conditions 
for equity markets, weighing on our international overweight but ultimately improving equity market 
performance overall―a welcome upside surprise. 

U.S. economy overheats. Signs that the U.S. economy is overheating could prompt the Fed to raise 
interest rates more quickly than we expect. Indicators of overheating could include an acceleration 
in price growth (perhaps tied to the U.S. consumer story above), several months of stronger wage 
growth, particularly if not matched with productivity gains, or further increase in the use of leverage by 
non-financial corporations. This environment would be unequivocally bad for equities and credit alike. A 
higher risk-free return in the U.S. would also weigh on our emerging markets overweight.

Trade war retrenches. A sustained upshift in trade-related risk would impact several of our outlook 
drivers, including our expectations for Chinese growth and emerging market outperformance. We expect 
some volatility due to trade tensions in 2019, particularly around key events such as the scheduled tariff 
increase in March. A change in our view would require more than short-term stress, such as a material 
change in policy trajectory.

Emerging markets politics aren’t supportive. Emerging market economies vary considerably―small 
and large, energy importer and exporters, fiscal leeway or unsustainable balance sheets. If the market 
anticipates changes in larger countries’ policy trajectory, it could spook portfolio flows out of the broader 
EM complex. Key elections, like in India, and political turnover, like in Brazil and Mexico, are areas to watch.

Sentiment deteriorates. While we see fundamentals underlying our key market calls, we are cognizant 
of the role sentiment can play and recognize that a severe deterioration in confidence can become a 
self-fulfilling prophecy. As we close out 2018, investors and business leaders are anxious. That’s okay, 
provided sentiment doesn’t slump dramatically lower from here. Economic data demonstrating declining, 
not just slowing, economic activity, could prompt us to revise our view.
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Long-Term Themes
Artificial Intelligence. Global investment in Artificial Intelligence (AI) and machine learning is expected 
to have surpassed $19 billion in 2018.2 These investments, undertaken by businesses and governments, 
span across advertising, customer service, healthcare, retail, and manufacturing. Already the average 
human likely interacts with these technologies daily.

Yet, much more remains to be explored. Nearly 90% of existing data was generated in the last two years,3 
due to growth in unstructured data and innovative technologies. New data types are text and image rich, 
and lack predefined models or organization. These changes require new AI techniques that can learn 
from examples and recognize complex patterns rather than follow step-by-step instructions. In the 
investment management space, AI techniques now drive next-generation predictive modeling, mature 
economic forecasting models, and advanced trading algorithms.

Investment in AI is estimated to reach more than $52 billion globally in 2021―an annual growth rate of 
46%. We believe that every organization should be evaluating this technology to see how it will affect 
their business processes, production capabilities, and go-to-market efficiencies. The financial industry  
is no exception.

Productivity. In 2018 we saw early signs that productivity is improving after a decade of anemic growth. 
We suspect that this improvement is both cyclical―rising rates encourage the consolidation of zombie 
companies and allow labor to be deployed more productively―and secular, including the implementation 
of technological advancements into the economy.

Rising productivity is important for long-term economic potential, but also has short-term implications 
for monetary policy. If unit labor costs are stable even as wages rise, it takes pressure off the Fed to 
increase interest rates. The near-term risk is that productivity again falters and wage inflation either:

1) Increases inflation as firms are forced to pass those costs on to customers, 

2) Squeezes corporate margins, depleting profits, or 

3) Does both of those things.

Income Inequality and Populism. The Brexit vote, Donald Trump’s election victory, and anti-European 
Union (EU) developments in Italy have drawn more attention to income inequality as a driver of global 
politics and economics. The World Economic Forum labeled “rising income and wealthy disparity” as the 
third largest risk shaping global developments over the next decade. We might move that a little further 
up the list. While difficult to quantify, concerns about persistent income and wealth disparities, and 
insufficient social mobility, have led to significant parts of the world economy being left behind.

The reasons for increasing inequality are numerous. Globalization displaces low-income jobs in developed 
economies by making cheaper labor available abroad. Technology increases the demand for skilled labor 
at the expense of low-skilled workers. Quantitative easing may have, due to its disproportionate impact 
on asset prices, contributed to a widespread feeling that the fruits of economic recovery have not been 
equally shared. 

Why does it matter for financial markets? Some degree of income inequality is useful to propel 
entrepreneurship and economic growth. However, a 2017 IMF paper found that income inequality tends 
to become negative for economic potential beyond certain levels. Lower overall economic potential 
reduces the viability of sustainable earnings growth in the long term. In addition, a rural/urban divide, itself 
related to inequality and social mobility, is polarizing politics and increasing the likelihood of disruptive and 
“black swan” political risks. 

Income inequality takes generations to build and would likely take a long time to reverse, even if 
governments worldwide coordinated on policies to contain it. As a result, we expect populism to drive 
geopolitical risks to economic growth and financial markets in the years to come.  These threats―the 
timing of which is not anticipatable by models and data―can also drive volatility in investor portfolios.
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Renewal of Active Management. Low cost, liquid, and digitally tradeable investment products and 
platforms continue to edge out their higher cost, less liquid, counterparts. Decreasing costs and lower 
barriers to entry have further democratized the financial system, increasing efficiencies and helping many 
savers better achieve their investment and retirement goals.

We think that cost-reducing trends are positive; fees pose a drag on compounded returns. That said, we 
are becoming increasingly concerned about potential market disruptions driven by passive investing.  
The more money that is passively managed, the less efficient markets become at identifying the fair  
price of securities. 

These challenges become more pronounced during late cycle periods. During times of market volatility, 
returns tend to be more dispersed and correlations are low, reducing the effectiveness of index-tracking 
securities. Active managers tend to outperform under these circumstances. Unpredictability and slowing 
earnings create scope for active managers to create an information advantage over passive strategies, 
adding value to investor portfolios. 

Index Definitions
The MSCI Europe Index captures large and mid-cap representation across 15 Developed Markets (DM) countries in Europe. 
With 442 constituents, the index covers approximately 85% of the free float-adjusted market capitalization across the 
European Developed Markets equity universe.

The S&P 500 Index is widely regarded as the standard for measuring large-cap U.S. stock-market performance.

The MSCI Emerging Market Index is a free float-adjusted market capitalization index that is designed to measure equity market 
performance of emerging markets. The MSCI Emerging Markets Index consists of the following 21 emerging market country 
indexes: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, 
Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey.

The Russell 1000 Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe.  
It includes those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The Russell 
1000 Growth Index is constructed to provide a comprehensive and unbiased barometer for the large-cap growth segment.

The Russell 1000 Value Index measures the performance of the large-cap value segment of the U.S. equity universe. It includes 
those Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values. The Russell 1000 Value 
Index is constructed to provide a comprehensive and unbiased barometer for the large-cap value segment.

The Russel Top 200 Index is a market capitalization weighted index of the largest 200 companies in the Russell 3000. It is 
commonly used as a benchmark index for U.S. based large-cap stocks with the average member commanding a market cap 
north of $200 billion.

The Russell 1000 Index is an unmanaged index that measures the performance of the 1,000 largest companies in the Russell 
3000® Index, which includes the 3,000 largest U.S. companies based on total market capitalization.

The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 
Index is a subset of the Russell 3000 Index, representing approximately 10% of the total market capitalization of that index.

The Chicago Board Options Exchange (CBOE) Volatility Index (VIX) is a real-time market index that represents the market’s 
expectation of 30-day forward-looking volatility. Derived from the price inputs of the S&P 500 index options, it provides a 
measure of market risk and investors’ sentiments.

Definitions
A Yield Curve is a line that plots the interest rates, at a set point in time, of bonds having equal credit quality but differing 
maturity dates.

EBITDA stands for earnings before interest, taxes, depreciation and amortization. EBITDA is a measure of a company’s  
financial performance and is used as an alternative to earnings or net income in some circumstances.

Price-to-earnings ratio (P/E Ratio) is the ratio for valuing a company that measures its current share price relative to its 
per-share earnings.

Active investing is an investment strategy involving ongoing buying and selling actions by the investor. Active investors 
purchase investments and continuously monitor their activity to exploit profitable conditions. Active management  
typically charges higher fees.
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About Risk
There is no assurance that the investment objectives will be met. Past performance is no guarantee of future 
results, which will vary. All mutual funds are subject to market risk and will fluctuate in value.
 
This material represents an assessment of the market environment as at a specific date; is subject to change; and 
is not intended to be a forecast of future events or a guarantee of future results. This information should not be 
relied upon by the reader as research or investment advice regarding the funds or any particular issuer/security.  
The strategies discussed are strictly for illustrative and educational purposes and are not a recommendation,  
offer or solicitation to buy or sell any securities or to adopt any investment strategy. There is no guarantee that  
any strategies discussed will be effective.
 
This material contains general information only and does not take into account an individual’s financial  
circumstances. This information should not be relied upon as a primary basis for an investment decision.  
Rather, an assessment should be made as to whether the information is appropriate in individual circumstances  
and consideration should be given to talking to a financial advisor before making an investment decision.
 
For more information about MainStay Funds®, call 800-624-6782 for a prospectus or summary  
prospectus. Investors are asked to consider the investment objectives, risks, and charges and  
expenses of the investment carefully before investing. The prospectus or summary prospectus  
contains this and other information about the investment company. Please read the prospectus  
or summary prospectus carefully before investing.
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