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Tightening	financial	
conditions,	a	modest	uptick	in	
consumer	inflation,	fading	
fiscal	stimulus,	and	potential	
ongoing	trade	tensions	will	
temper	growth	in	2019.	As	
the	labor	market	strengthens	
and	wage	growth	increases,	
households	will	have	more	
purchasing	power,	resulting	
in	a	stronger	consumer	and	
pushing	GDP	growth	higher.	
Conversely,	the	effects	of	
fading	fiscal	stimulus,	higher	
short-term	rates	and	a	
marginal	increase	in	inflation	
will	constrain	growth.		

Diminished	uncertainty	 from	Fed	rate	moves,	political	controversy,	and	
fear	 of	 the	 impact	 from	 increasing	 tariffs	 should	 lead	 to	 fundamentals	
becoming	 the	driving	 factor	 for	 stock	market	 performance	once	 again.	
With	strong	economic	data	helping	the	bottom	line	of	U.S.	corporations,	
corporate	earnings	should	revert	to	historical	averages	between	10-12%	
and	 the	 stock	market	 should	 return	 to	historical	performance	of	6-8%.	
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As	the	labor	market	continues	to	
strengthen	wage	growth	should	
increase,	but	inflation	will	be	
muted	due	to	a	reduction	in	
production	costs	as	technology	
creates	efficiencies	(“the	Amazon	
effect”).	Benign	inflation	will	also	
lead	the	Fed	to	be	more	dovish	
and	only	raise	rates	two	times	in	
2019	which	should	keep	the	10-
year	Treasury	yield	below	3.5%.	
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After	selling	off	over	14%	in	
2018,	valuations	have	
become	even	more	attractive	
in	emerging	market	equities.	
As	the	effects	of	fiscal	
stimulus	wane	and	the	Fed	
becomes	less	hawkish,	the	
U.S.	Dollar	should	soften	in	
2019.	Coupled	with	a	weaker	
U.S.	dollar,	a	trade	resolution	
between	the	U.S.	and	China	
would	support	the	emerging	
market	space,	leading	us	to	
believe	that	emerging	market	
stocks	will	have	a	better	year	
in	2019.	

	

As	credit	spreads	widen	and	the	
cost	of	borrowing	increases,	there	
will	be	pressure	put	on	
corporations	refinancing	debt.	
These	higher	interest	rates	will	also	
put	pressure	on	earnings	leading	to	
potential	for	defaults.	Corporations	
who	are	of	higher	risk	will	have	a	
harder	time	paying	off	debt	if	they	
need	to	issue	new	debt	at	much	
higher	costs.		
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Over	the	last	10	years,	the	VIX,	a	measure	of	volatility	in	
the	stock	market,	has	traded	at	an	average	level	of	
approximately	19.	While	2017	was	a	year	of	abnormally	
low	levels	of	volatility	at	approximately	11,	in	2018	the	VIX	
traded	closer	to	long	term	average	levels	at	17	as	
headlines	dominated	investor	sentiment.	As	we	look	
forward,	many	of	these	headlines	remain	unresolved,	
leading	us	to	believe	the	VIX	will	remain	elevated	in	2019.	


