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A Softer, Friendlier 2019?

Not FDIC Insured  •  May Lose Value  •  No Bank Guarantee

It’s fair to say 2018 didn’t go exactly as planned. True, economic growth and corporate earnings accelerated. But 

disruptions continuously rankled markets—infl ation fears, a faster Fed, midterm elections and a U.S.-China trade war. 

The result? Volatility. 2019 could see the reverse. Growth and earnings are expected to moderate, but so are infl ation, 

trade tensions and the Fed. The end result: investors may be surprised again, only this time to the upside.

Bolstered by a supportive macro and 

policy environment of tax reform, 

increased federal spending and 

a more restrained Fed, Federated 

expects economic growth to slow 

just a tick in 2019 but remain elevated 

enough to support robust corporate 

earnings. This in turn should help lift 

S&P 500 earnings per share to $170 

and the market to 3,100 by year-end. 

2016 2017 2018 2019

Real GDP 1.60% 2.20% 2.90% 2.50%

Core PCE 1.60% 1.50% 2.00% 2.00%

10-Year Treasury Yield 2.50% 2.40% 3.25% 3.25%

Fed Funds Rate 0.50-0.75% 1.25-1.50% 2.25-2.50% 2.50-2.75%

S&P 500 EPS $118 $130 $160 $170 

Target P/E 19.5x 20.8x 18.0x 18.0x

S&P 500 Target Price 2,250 2,700 2,900 3,100

PCE = Personal Consumption Expenditures. 2016 and 2017 data is actual. Views are as of 11/30/18.
Past performance is no guarantee of future results.
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Average S&P 500 Performance Following Midterm Elections

(1994, 1998, 2002, 2006, 2010, 2014)
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The third year of the presidential 

cycle historically has been very 

favorable to the economy and stocks. 

One reason: with elections the 

following year, fi scal stimulus tends 

to hit its zenith. This appears to be 

the case again, as the biggest punch 

from late 2017’s tax reform and 

a 2-year budget deal is set to hit 

in 2019. It also helps that markets 

tend to perform well once the 

uncertainty of midterm elections 

is out of the way. 

Source: Strategas as of 9/18. Past performance is no guarantee of future results. 

Year 3 is Historically a Good One

Federated Equity Forecasts
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Historically, 2018’s equity market 

behaved much like those in 1984 and 

1994, years that also saw stocks strug-

gle and P/E multiples contract even as 

growth and corporate earnings were 

accelerating. In both cases, the S&P 

rose signifi cantly the following year. 

Might 2019 see a repeat?

Source: Strategas Research as of August 7, 2018. Past performance is no guarantee of future results.

We Have Seen this Current Environment Before 
in both 1984 and 1994…

The technical backdrop comparing 

the historical performance of large-

cap value and large-cap growth 

stocks relative to each other sug-

gests that large-cap value stocks 

are due to potentially outperform 

large-cap growth stocks. Value has 

been underperforming growth for 

some time, although an initial move 

toward a reversion to the mean, i.e., 

outperformance, appeared to begin 

in the back half of 2018. 

Rolling 1-Year Return

Russell 1000 Value (RLV) Minus Russell 1000 Growth (RLG)

Growth Outperformance

Value Outperformance
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Russell 1000 Value excess returns versus Russell 1000 Growth Average +1/-1 STDev
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Source: Morningstar, as of 9/30/18. Past performance is no guarantee of future results.

Reversion to the Mean for Domestic Large-Cap Value in 2018
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Curve Inverted Lead Time S&P 500 Returns Recession Started

August 1978 1 year, 5 months 11% � January 1980

September 1980 10 months 4% � July 1981

January 1989 1 year, 6 months 20% � July 1990

June 1998 2 years, 9 months 2% � March 2001

December 2005 2 years  18% � December 2007

Source: Cornerstone Macro as of 6/18.

Is the Yield Curve a Good Predictor of Recessions?

Concern that tariffs may swamp the 

economy appear overblown, as fi scal 

policy dwarfs the size of tariffs both 

enacted and planned. Similarly, all the 

handwringing over a fl attening yield 

curve misses a key point: recessions 

historically don’t come until well after 

inversion. And inversion hasn’t even 

occurred yet. 

Source: Strategas as of September 18, 2018

Fiscal Stimulus in 2018 Dwarfs the Size of Tariffs on the Table

The small-cap story is still going, 

aided by their relative insularity 

from trade hiccups, rising 

merger and acquisition activity, 

and tax cuts that have dispro-

portionately benefi ted higher-tax 

small-cap companies relative to 

larger companies. 

Rolling 1-Year Return

Russell 2000 (Small Cap) (RTY) Minus Russell 1000 (Large Cap) (RIY)
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Russell 2000 Small Cap excess return versus Russell 1000 Large Cap Average +1/-1 STDev

Large Cap Outperformance

Small Cap Outperformance
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Source: Morningstar, as of 9/30/18. Past performance is no guarantee of future results.

Overweight on Domestic Small-Cap Stocks is Working
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Views are as of 12/6/18 and are subject to change based on market conditions and other factors. These views should not be construed as a recommendation for 

any specifi c security or sector.

Russell 1000® Index measures approximately 1,000 of the largest companies in the U.S. equity market. The Russell 1000 is a subset of the Russell 3000 Index. 

It represents the top companies by market capitalization. The Russell 1000 typically comprises approximately 90% of the total market capitalization of all listed 

U.S. stocks. It is considered a bellwether index for large-cap investing. 

Russell 1000® Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those Russell 1000® Index 

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 Index is completely reconstituted annually to ensure new and growing equities are included and 

that the represented companies continue to refl ect growth characteristics.

Russell 1000® Value Index measures the performance of the large-cap value segment of the U.S. equity universe. It includes those Russell 1000® Index companies 

with lower price-to-book ratios and lower expected growth values. The R1000V is constructed to provide a comprehensive and unbiased barometer for the 

large-cap value segment. The Russell 1000® Value Index is completely reconstituted annually to ensure new and growing equities are included and that the 

represented companies continue to refl ect value characteristics.

Russell 2000® Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 is a subset of the Russell 3000® Index 

representing approximately 10% of the total market capitalization of that index. It includes approximately 2000 of the smallest securities based on a combination 

of their market cap and current index membership. The Russell 2000® Index is constructed to provide a comprehensive and unbiased small-cap barometer and is 

completely reconstituted annually to ensure larger stocks do not distort the performance and characteristics of the true small-cap opportunity set.

S&P 500 Index is an unmanaged capitalization-weighted index of 500 stocks designated to measure performance of the broad domestic economy through changes 

in the aggregate market value of 500 stocks representing all major industries.

Indexes are unmanaged and cannot be invested in directly.

The value of equity securities will rise and fall. These fl uctuations could be a sustained trend or a drastic movement.

Small company stocks may be less liquid and subject to greater price volatility than large capitalization stocks. 

50110 (12/18) Federated is a registered trademark of Federated Investors, Inc.
Federated Securities Corp. 2018 ©Federated Investors, Inc.
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The Bottom Line on 2019

There always are worries, the latest being late fall’s collapse of oil prices, the ongoing Mueller investigation now abetted 

by a Democratic-controlled House, slowing global growth and trade tensions that could escalate instead of ease. But 

offsetting all this is one of the best macroeconomic backdrops in years. Several gauges of consumer and business 

confi dence are at or near multi-decade highs or better, GDP is experiencing its best growth in four years, corporate 

earnings are having their best year in seven years, retail sales are growing at their fastest pace in seven years and 

unemployment is at a 49-year low. Will all of this be enough to overcome the tough fi nish to 2018? We think it will.
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