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GLOBAL EQUITY VIEWS

FAVORABLEUNFAVORABLE

UNITED STATES

The US economy continues to appear strong, and US market performance remains relatively stable. The trailing 

price to earnings has remained elevated at over 20x compared to an average of 16x since the recovery began 

a decade ago. With earnings growth possibly slowing down, as the effects of the tax cut wane, companies will 

need to demonstrate that they warrant such high valuations. With trade friction still high, there is some question 

as to the sustainability of the strong corporate sales and earnings growth US companies experienced in the 

first half of the year. As tariffs on Chinese goods begin to filter through the economy and supply chains become 

disrupted there are concerns that confidence will be negatively impacted and investment will lag, weighing on 

future growth. US midterm elections in November will be a near-term focus and a potential source of volatility. 

FAVORABLEUNFAVORABLE

EAFE 

Europe’s economic growth continued to slow as the global economy became less synchronized when compared 

with conditions in 2017. Unresolved issues surrounding Brexit and uncertainty over Italian fiscal policy are areas 

of concern for investors in the near term, as is the financial health of neighboring Turkey. European equities  

have dramatically underperformed the S&P 500 Index, with trade woes, Italy’s fiscal and political uncertainty,  

as well as muted earnings growth among the drivers. Trailing 12-month earnings multiples are little changed  

on the quarter, sales growth decelerated, net margins remained elevated and dividend yield remained about 

the same. While global growth has become less synchronized in 2018, the Japanese economy posted the fastest 

quarterly growth rate in five quarters. Japanese equities have responded to the faster growth and a weaker yen, 

posting the highest returns of national indices globally. No meaningful change in the Bank of Japan’s ultra-loose 

monetary policy is expected in the foreseeable future.

FAVORABLEUNFAVORABLE

EMERGING MARKETS 

Emerging market equities continue to struggle as a rising dollar and higher US rates have contributed to tighter 

financial conditions. Increasing trade friction and slowing global trade volumes have become headwinds 

for the asset class. The less-supportive macroeconomic backdrop has helped expose weaknesses in a small 

number of countries with large external imbalances. Against this more challenging backdrop, a near-term 

resynchronization of global growth appears unlikely. Amid a deepening US-China trade rift, Chinese growth 

has decelerated, prompting targeted stimulus on the part of the central government to maintain development 

and economic activity. From a geopolitical standpoint, deteriorating US-China relations elevate the risk that 

what started as a trade war could devolve into a broader geopolitical conflict. From a valuation perspective, EM 

remains less-richly valued than most developed markets.
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Fourth Quarter 2018

Capital Markets View Summary

MFS Capital Markets View is published each quarter to provide a broad perspective on current risks and 
opportunities across asset classes and regions. Here is a brief summary for Q4.
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GLOBAL FIXED INCOME VIEWS

FAVORABLEUNFAVORABLE

US TREASURIES

While US macroeconomic indicators have been relatively robust, global macro gauges have been less vigorous 

and in some instances have weakened. And although wage inflation has risen somewhat in the developed world, 

measures of consumer inflation have not. Conditions in emerging markets have deteriorated.  Fiscal stimulus 

and regulatory reform have given the US economy an expected boost, but the extent of the acceleration has 

been surprising. While higher tariffs as a result of an escalating US–China trade war could raise consumer prices, 

the growth-depleting nature of rising trade barriers will likely overshadow any price pressures. Richly valued US 

equities could suffer as a result of a drop in business and consumer confidence, creating a risk-off environment, 

which could lower US yields.

FAVORABLEUNFAVORABLE

GLOBAL EX US SOVEREIGNS 

Pockets of opportunity continue to exist on the periphery of the eurozone while the core remains quite 

unattractive from a risk/reward standpoint. Decelerating eurozone growth and still-low inflation, along with 

dovish ECB forward guidance on interest rates, should keep yield movements modest in the near term. Global 

trade uncertainty should also contribute to the muted outlook for rates while Italian fiscal policy could be a 

source of volatility. UK gilts have climbed in yield of late, but uncertainty surrounding Brexit terms remains a 

twist of fate. Japan’s yield curve steepened modestly in the wake of policy adjustments by the BOJ to make its 

monetary policy framework more flexible.

FAVORABLEUNFAVORABLE

EMERGING MARKET SOVEREIGNS 

The global backdrop has become less supportive of EM assets amid tighter global financial conditions and 

will likely remain challenging. Moreover, certain EM countries are grappling with imbalances exposed by a 

deterioration in the global backdrop. EM debt could remain choppy as a result, with periodic spikes in volatility. 

Nevertheless, improved valuations, especially in EM spreads, offer selectively better compensation for risk. 

External EMD spreads have widened, becoming very cheap versus US high-yield corporates and somewhat 

cheap to US investment-grade corporates. 

FAVORABLEUNFAVORABLE

GLOBAL INVESTMENT-GRADE CORPORATES

Despite ongoing concerns about rising leverage and robust supply at a time of rapidly declining support from 

central bank balance sheet expansion, current spread levels are only marginally wider on the year. Strong 

corporate profitability and interest coverage, especially in the US, are supportive of the asset class. European IG 

has underperformed the US year to date, offering more attractive valuations. A lack of euro-denominated yield 

alternatives has supported European IG. Increasing hedging costs are encouraging a domestic focus among 

European investors given the very high cost of hedging US bonds. 

FAVORABLEUNFAVORABLE

GLOBAL HIGH-YIELD CORPORATES

Range-bound spreads at the index level masked increasing dispersion across the three global high-yield 

regions, US, Europe and EM. After entering 2018 with little differentiation of valuations across the regions, 

spreads between emerging and developed high-yield markets have widened sharply. With the US economy 

decoupling from other developed markets, investors remained comfortable taking on lower-quality risk as high 

yield outperformed. While the US backdrop has demonstrated resilience and upside surprise, Europe (Brexit 

negotiations, Italian budget challenges, spillover from Turkey) and EM (idiosyncratic challenges, tariffs, higher 

USD) confront problems. Investment grade and CCC-rated outperformed within the high-yield asset class.
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The visual meters represent an “unfavorable to favorable” scale that calibrates relative risk-adjusted  
return outlooks within the equity and fixed income asset classes. The outlooks are over a 6- to 12-month  
time horizon, with a tick mark representing the prior quarter. The calibration is based on a methodology 
developed by the Investment Solutions team, which leverages input and insights from members of the MFS 
Quantitative, Equity and Fixed Income investment teams. 

Investment professionals, for a copy of the complete Capital Markets View, please contact your  
MFS relationship manager. 


