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Markets in 2019:  
A Rebound in Progress or the End of the 
Bull Market?
A dismal turn in markets at the end of 2018 has put many investors on guard. While cautious, 
we expect the U.S. economy to muddle through the current headwinds. However, 2019 is a year 
where a wide range of outcomes for financial markets is expected.



MARKETS IN 2019 2

New York (HQ) 
400 Park Avenue, 6th Floor

New York, NY 10022

Chicago 
444 W. Lake Street, Suite 1900 

Chicago, IL 60606

Los Angeles 
10250 Constellation Boulevard 

Los Angeles, CA 90067

Palm Beach 
101 Northpoint Parkway 

West Palm Beach, FL 33407

Pittsburgh 
409 Broad Street, Suite 200 

Sewickley, PA 15143

212.254.4876
info@matrixpcg.com

matrixpcg.com

A Tumultuous End to 2018
2018 was a stellar year, based on certain economic data and developments. Tax cuts drove the U.S. 
economy to grow at a faster pace than most expected, driving corporate earnings back to record 
highs and unemployment to cyclical lows. If companies and labor markets were enjoying such 
momentum, why did stock markets skid into 2019 threatening to enter bear-market territory?

It was not as big a surprise as it may have seemed. The year began on bumpy ground, as China’s 
rate of growth looked to be slowing and trade conflict between it and the U.S. escalated. While 
the U.S. economy raged ahead, global counterparts slowed, driving a bigger gap between 
global interest rates and currencies. The higher U.S. dollar and interest rates pressured emerging 
markets debt in particular, driving solvency crises in Turkey and Argentina. 

In the back half of the year, pressures piling up on China weighed on global commodity demand, 
further hurting emerging markets and driving oil prices back down to the mid-$40 per barrel 
range. In the U.S., the yield curve flattened, meaning that longer-term interest rates were falling 
even as the Federal Reserve was hiking short-term rates higher. And just like that, percolating ten-
sions converged, turning sentiment from positive to negative and taking stocks along for the ride.

Tightening Spreads Amid Fed Interest Hikes in 20181
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What to Expect in 2019
After an eventful year, the U.S. economy and markets are at a sensitive point. Economic growth 
is still enviably high compared to the rate of growth in other parts of the world – but stands 
to slow somewhat. Employment is excellent, but wages failed to rise appreciably so far in the 
cycle. While we expect the corporate earnings growth rate for 2019 to be modestly positive, 
we believe threats to the downside in the form of higher costs (wages, transportation, and raw 
materials) as well as possible foreign exchange headwinds if the U.S. dollar strengthens skews 
the distribution of possible outcomes to the downside. These measures stand at a turning point, 
where they could carry on at stable levels, or they could be pushed into darker stages. Such an 
environment puts the Federal Reserve in a precarious position; strong growth and incremental 
inflation would support their case to keep hiking rates, but amid a weaker global picture, mar-
kets will be quick to punish any moves deemed too aggressive. 
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1. Federal Reserve Bank of St. Louis
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In this environment, we expect a few key developments in the economy and markets for 2019:

•   Recession to stay at bay. A recession is typically defined as two consecutive quarters of 
negative GDP growth. We do expect continued GDP growth both in the U.S. and in interna-
tional developed markets – but we expect it to be notably slower than in 2018. Domestically, 
the logjam in Congress and trade concerns with China have exacerbated the pullback and will 
continue to be a primary focus of markets. However, we believe agreements on both fronts are 
likely in the first half of 2019 as they become more of a political liability for President Trump, 
and this will help the U.S. dodge a recession during the year.

In this environment, we also expect the Federal Reserve to moderate its activities, hiking rates 
no more than once in the calendar year, rather than the current forecast for two hikes it has 
communicated. A recent interview with New York Fed President John Williams walked back 
some earlier comments from Fed Chairman Jay Powell that led many market participants to 
believe that Fed policy is on “autopilot.” Powell’s comments drove markets lower but follow up 
clarification about the flexibility of Fed policy has been a good thing for market performance.

•   Corporate earnings growth to slow but remain positive. We expect aggregate company 
profitability to continue growing through 2019, albeit at a weaker rate than in 2018. The 
momentum in U.S. economic activity, including evidence of a strong holiday shopping season, 
should provide some cushion against global headwinds, while lower commodity prices and 
interest costs soften the pressures on profitability. 

•   Fickle sentiment to continue – and it could be self-fulfilling. One of the biggest head-
winds that markets will face this year is fickle sentiment, both among investors and consumers. 
Investors are likely to be quick to punish any signs of Fed missteps and earnings misses. The key 
danger is that dismal stock markets could result in weaker consumer sentiment, which becomes 
a self-fulfilling prophecy: nervous consumers stop spending, economic activity weakens further, 
investors drive markets down further. On the other hand, shocks to sentiment can cause indis-
criminate selling and unlock opportunities to buy assets at better prices in certain cases. 

Investor Sentiment Weakens2

-20%
-15%
-10%

-5%
0

5%
10%
15%
20%
25%
30%
35%

Bull-Bear Spread

Dec-18Oct-18Aug-18 Jun-18  Apr-18Feb-18  Dec-17

How We’re Positioning Portfolios
In these market conditions, we have reduced our level of conservatism to take advantage of 
tactical opportunities in the equity markets. However, the current market environment, given 
the late stage of the business cycle, continues to warrant a more cautious approach than would 
be the case in a “typical” market environment. We note some particular trends:

0

10%

20%

30%

40%

50%

Dec 2018Dec 2017Dec 2018Dec 2017

Bullish Bearish

2. Source: Quandl
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Certain information provided herein is based on third-party sources, which information, although believed to be accurate, has not been independently 
verified. Matrix Private Capital Group assumes no liability for errors and omissions in the information contained herein. This report is for informational 
purposes only and may not be reproduced or distributed without the prior consent of Matrix Private Capital Group. 

The S&P 500 is a market-capitalization weighted index that includes the 500 most widely held companies chosen with respect to market size, liquidity, 
and industry. 

This letter contains certain forward-looking statements, opinions and projections that are based on the assumptions and judgments of Matrix Private 
Capital Group with respect to, among other things, future economic, competitive and market conditions and future business decisions, all of which are 
difficult or impossible to predict accurately and many of which are beyond the control of Matrix Private Capital Group. Other events which were not 
considered in formulating such projections, targets or estimates may occur and may significantly affect the returns or performance of any client portfolio 
managed by Matrix Private Capital Group. Because of the significant uncertainties inherent in these assumptions and judgments, you should not place 
undue reliance on these forward-looking statements, nor should you regard the inclusion of these statements as a representation by Matrix Private 
Capital Group that any client portfolio will achieve any certain strategy, objectives or other plans. For the avoidance of doubt, any such forward-looking 
statements, opinions, assumptions and/or judgments made by Matrix Private Capital Group may not prove to be accurate or correct.

•   Higher cash balances, for now 
We continue to favor higher-than-normal cash balances in portfolios. However, for investors 
who have at least a three-year time horizon, more of this cash is coming off the sideline and 
being deployed as sell-offs create opportunities to buy high quality companies at discounts. 
Equity valuations have improved considerably. According to a recent note from FactSet, the 
S&P 500 forward price-to-earnings ratio has dipped below both its five- and 10-year average.

•   Keeping growth and value balanced, expecting convergence 
Within stock portfolios, we continue to balance growth and value stocks. In recent years, 
growth stocks have greatly outperformed, but with the recent market pullback, this dynamic 
has started to change. In the year ahead, we expect the performance of these groups to con-
verge to a greater degree than it has in the last few years.

•   Value improving in emerging markets 
Despite economic growth and political challenges for many of the emerging markets countries, we 
are seeing assets trading at much more fair values. 2016 and 2017 were great years for emerging 
markets equities, but much of that performance was given back in 2018. In addition to improved 
valuation, we believe in the favorable demographics of these countries which often include popu-
lations that are relatively young, increasingly educated, and growing their middle classes.

•   Cautious about adding to bonds  
Amid lower bond yields, we see little value in safe-haven Treasuries and investment-grade cor-
porate bonds. High yield spreads, on the other hand, have started to widen and may be a better 
value proposition for certain clients. However, we are stepping very carefully in that segment, as 
a weaker economy and future rate hikes could push spreads even wider. Many companies have 
borrowed aggressively over the last decade, due to the low interest rate environment. Therefore, 
we prefer investment vehicles in this space that perform thorough analysis of individual credits, 
especially at a time when covenant protections have become much weaker overall.

Patience Is a Virtue
Although the performance of financial markets in the fourth quarter of 2018 rattled the psyche 
of many market participants, it would be unwise for investors to deviate significantly from their 
long-term plans as a result of short-term pressures. We think volatility in 2019 will be similar to 
that of 2018 and so we are most concerned with being ready to take advantage of dislocations 
between value and price when they present themselves. This year, unlike most of 2016 and 2017 
when stocks moved up with a relatively steady slope, will probably be the kind of year when 
more tactical adjustments are necessary for investment portfolios, especially if correlations 
between the returns of various assets start to weaken. At Matrix Private Capital Group, we are 
continuing to monitor market developments closely with a focus on implementing our view-
points in a way that makes sense for each client’s unique set of circumstances.


