
Q3 Update to the 2019 Investment 
Outlook: Slow Dancin’ — Swayin’ to  
the Music Everywhere in the Whole  
Wide World

While there is more to economic activity than just manufacturing,  
a look at the heat map of the Purchasing Manager Index (PMI) on  

a global basis paints an increasingly challenging picture of the direction  
of that activity. As recently as February 2018, the PMI map was almost  
completely green (signifying optimism about the economy) with no major  
countries or zones below the magic 50 mark and a large swath of the  
world above 55.* As of September 2019, there is no single country above  
55 and only a handful above 50. Germany’s reversal has been especially  
dramatic, going from 60+ in early 2018 to slightly above 40 at the end of  
the third quarter (Q3). 

Real gross domestic product (GDP) trends are also now reflecting this  
quite synchronized slowing, with downward trend lines in the eurozone,  
Japan, the UK, China and the U.S. The U.S, as a case in point, was growing  
at a real rate of 3.5 percent one year ago versus 2.0 percent at the last  
announcement in the second quarter. It is worth noting that the long-term  
average (1948 to 2019) for the growth rate was 3.2 percent. In contrast,  
Canada is a bit of a bright spot with a modest uptick in year-over-year real GDP.

Associated with slowing economic activity, we are now seeing various central banks either considering or engaging in a 
reversal of past tightening with some form of monetary stimulus, from actively cutting rates to pressing political leadership  
to provide fiscal policy boosts. The potential impact of further monetary policy actions is likely to be quite muted at this 
point given that roughly a quarter of all debt issued globally has negative yields and, if adjusted for inflation, a dramatic 
proportion of debt holders are effectively paying to lend. We have provided a more detailed assessment of the impact of 
negative yields in a blog post, but it is likely that, at some point, savers may decide that cash in a mattress is a better deal 
(not to mention the strain this puts on pension plans and retirees to achieve their investment goals).

*  A PMI of at least 50 represents expansion since the previous month. The higher the number, the greater the change.
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What’s Behind Slower Growth?

The “whys” behind slowing growth are complicated and often controversial. We focus on the dynamics of five 
principal and interrelated factors:

   Productivity increases, a primary supporter of growth for the last 50 years, have strangely slowed in most of 
the developed world despite many technological advancements, from the Internet to machine learning. 
Perhaps this is partially explained by these advancements providing marginal incremental benefits to 
continuously improving information flow, or a form of the law of diminishing returns. Labor force participation 
rates have declined due to several factors, including the widespread retirement of boomers, the phalanx of 
young people who have used readily available student loan money to go to school instead of entering the 
workforce, and a substantial number of U.S. women who dropped out of working outside the home at the time 
of the global financial crisis (GFC) and who now seem to be returning.

   Then there is the influence of corporations that have been only modestly reinvesting in their businesses with 
windfalls from tax cuts and the ability to repatriate assets, instead choosing to buy back shares during this 
period of continued uncertainty. Wage growth in the U.S. has, for the last 40 years, risen when unemployment 
falls and fallen when unemployment rises. In this post-GFC recovery that has been true, but in a more sluggish 
way than in the past three cycles. Economists, as well as U.S. Federal Reserve (Fed) Chairman Jerome 
Powell, note that the relationship between unemployment and inflation (lower unemployment leading to wage 
growth and higher inflation) is not as strong today as it has been historically. While, most recently, we are 
seeing some favorable movement in wage growth, it does appear that the dynamics of outsourcing and the 
application of technology are changing the relationship between unemployment and wage growth. 

   Finally, we look at exogenous factors that lead to business and consumer uncertainty — tariffs and trade 
restrictions, political divisiveness and important upcoming elections in several major economies, a looming 
Brexit and increasing turmoil particularly now in the Middle East.

Is a Global Recession Imminent?

Despite these variables, it is our view that while the global band is playing a slower tune, it hasn’t walked off 
the stage and turned the lights out. The consensus continues to believe that there is not an imminent global 
recession, and we agree — noting that we will always have an Argentina or two in crisis mode. The inverted 
yield curve in the U.S. is a concern given its propensity to be a predictor of future economic activity, yet a 
detailed examination of the factors driving yields today and the general lag even historically leads us to 
conclude that slow is not soon going to become negative.

Outlook for Equities

We believe equity assets, albeit at marginally high valuations, will continue to be supported by satisfactory 
profit margin levels facing headwinds of waning tax cut stimulus. Ongoing equity market volatility is a risk at 
this point, but long-term investors would do well to stay the course. There has been no change in our 
perspective that, although international developed markets valuations are more attractive and the U.S. dollar 
(USD) remains strong, the inability of the eurozone and Japan to pull themselves out of their economic 
quagmire (and toss in Brexit) puts the U.S. on equal footing for equity investors. While small cap stocks have 
underperformed large caps for almost three years now and the valuation story is mostly favorable, large 
companies’ ability to weather trade issues, and to use globalization and technology to keep margins high, 
causes us to keep a neutral view.

https://www.segalmarco.com/research/r2-blog/a-flattening-yield-curve-what-does-history-tell-us/
https://www.segalmarco.com/research/r2-blog/a-flattening-yield-curve-what-does-history-tell-us/
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The material contained herein is intended as a general market commentary for distribution to investment professionals 
and fiduciaries only. This is not intended for retail use or distribution. It is for informational purposes only and is intended 
solely for the person to whom it is delivered by Segal Marco Advisors. Opinions expressed herein are those of the Segal 
Marco Advisors Investment Committee as of November 2019, when the Q3 update to the 2019 Investment Outlook was 
written. These opinions are subject to change and may differ from those of other Segal Marco Advisors, employees and 
affiliates. Past performance is not a guarantee of future results. Not all investment ideas referenced are suitable for all 
investors and each investor must consider their specific goals, objectives, liquidity, and risk preferences in making 
decisions regarding the applicability of these ideas to their own circumstances. Additional disclosures are provided at 
the bottom of the last page of this publication.

Outlook for Fixed Income

Despite the roller coaster ride for U.S. Treasuries over the last few months, we maintain a cautious view of U.S. 
and global sovereign bonds given real negative yields and the resultant limits to additional monetary stimulus. 
We favor the U.S. core market over the vastly negative rate environment in the non-U.S. core world and are 
neutral for most credit opportunities such as high yield and bank loans. We continue to see opportunity in 
higher-yielding emerging market debt and believe that a well-constructed structured credit portfolio can 
reward investors.

Outlook for Alternatives

In the alternatives realm, our concern about dry powder puts a high premium on sub-strategy selectivity and 
we generally believe that the easier days of rapid investment and return of capital across some broadly defined 
asset classes are behind us. Sustained elevated asset valuations generally, along with dry powder, complicate 
the investment environment, leading to the more cautious outlook. These asset classes remain an important 
part of a diversified long-term oriented investment program, but caution and patience is required in the context 
of client-specific return objectives and risk tolerances.

We’re Not Changing Our Tune — Yet

At this point, we are still listening to Johnny Rivers and “swayin’ to the music,” but becoming increasingly 
concerned that we are edging closer to John Mayer’s “slow dancing in a burning room.”
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Summary of Outlook Views

The tables on the following pages provide a snapshot of our forward-looking observations on the key macroeconomic 
factors driving markets and the direction of specific asset classes.

Introduction to Segal Marco Advisors’ Signals

Our global macro signals are represented by arrows that reflect select economic indicators’ directional movement. 
Gray-shaded boxes indicate a change in our view of a particular economic indicator from the previous quarter.

There is a set of five signals for each asset class, represented by shaded circles ranging from an above-normal 
return outlook (dark green) to a below-normal return outlook (dark red), with the middle circle indicating a neutral 
outlook (gray.) The views represented for each of the asset classes are relative to our 10-year capital market 
assumptions.

If our views on an asset class change from quarter to quarter, that change is represented by an arrow that stretches 
from the previous quarter’s signal to that of the current quarter. 

Many of the graphs that Segal Marco Advisors used to formulate our asset-class views for the Q3 update to 
the 2019 Investment Outlook can be found in an online appendix. The graphs have been updated based on 
data as of September 30, 2019.

http://www2.segalco.com/sma-io-supp-q1-2019.pdf
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Global Macro Signals and Outlook

Negative Neutral, Trending Lower Neutral Neutral, Trending Higher Positive

Key:

Market GDP Growth Inflation Policy Rate Currency Equity Valuations

U.S.

YOY GDP growth came in at 1.9%, slower than last quarter’s growth but beating most economist expectations. Consumer 
spending has slowed but is still solid, though business spending declined significantly in Q3. Ongoing uncertainty from global 
trade tensions still haunts investors in U.S. stocks, though recession potential remains low. The Fed continues to ease, which 
should give stocks and the U.S. economy a boost.

Eurozone

GDP growth was 0.2% in Q2. The European Central Bank (ECB) began to ease monetary policy in order to spur growth in the 
region. The euro declined against the USD, and inflation was also lower. Equity valuations are a bit below the long-term median 
and are cheaper than U.S. stocks.

U.K.

Q2 GDP shrank -0.2%, its first contraction in almost seven years. Brexit is still far from settled, and manufacturing and business 
spending declined. The pound was lower again in Q3 against the USD. The policy rate was unchanged. Equity valuations look 
cheap compared to U.S. stocks.

Japan

Q2 GDP growth was 0.3%, slower than Q1 (the most recent quarter for which data is available). The yen stayed flat in Q3, and 
the Bank of Japan held the policy rate steady. Inflation fell in Q3. Equity valuations are moderate compared with most 
developed markets.

Developed Markets  

Note: Arrows reflect impact on growth except for policy rates where they reflect directional movement.
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Negative Neutral, Trending Lower Neutral Neutral, Trending Higher Positive

Key:

Market GDP Growth Inflation Policy Rate Currency Equity Valuations

China

GDP growth declined a bit QOQ in Q3. Trade-related uncertainty and weakening global demand continued to weigh on 
growth. China’s inflation rate rose to 3%, its highest rate since 2013. The yuan fell against the USD. Equity valuations are  
close to long-term averages, thus were neither rich nor cheap.

Rest of EM N/A

Emerging markets (EMs) continue to see economic growth, though with the state of global trade uncertainty, growth was muted 
in Q3. EM currencies struggled and EM stocks were negative in the quarter. Equity valuations declined in the quarter but are still 
above the long-term median.

Emerging Markets  

Note: Arrows reflect impact on growth except for policy rates where they reflect directional movement. 



Q3 Update to 2019 Investment Outlook • Page 7

Asset Class Signals and Outlook

Key:

Below Normal Neutral Above Normal

Equities

Opportunity 
Set

Below-
Normal 
Return 

Outlook

Neutral 
Return 

Outlook  

Above- 
Normal 
Return 

Outlook Comments for Quarter

U.S. Large 
Cap    

Odds of a recession are still relatively low, though GDP 
growth has slowed and the earnings outlook is deteriorating 
some. The Fed is maintaining a relatively dovish tone,  
which should be good for stocks in the near term. Ongoing 
uncertainty around global trade is bad for large caps. 
Valuations remain above median, but are still not  
extremely high.

U.S. Small 
Cap

Still solid economic growth and consumer spending boosts 
small caps. Valuations are reasonable relative to large caps. 
Small caps are less affected by trade uncertainty than large 
caps. However, if continuing low unemployment pushes up 
wages, small businesses are hurt more than large ones.

Int’l Dev. 
Large Cap 
(Unhedged)

A weaker USD has helped boost unhedged returns, though 
they still lag those of U.S. stocks. Slowing global growth  
has hurt the outlook for developed market stocks, and 
uncertainty surrounding Brexit is contributing to recent 
weakness. The ECB has said it will resume QE to boost  
the European economy. Valuations in Europe are at median, 
and while valuations in Japan remain below the long-term 
median, growth in Japan is still modest.

Int’l Dev. 
Small Cap 
(Unhedged)

Weak economic fundamentals are also a concern for 
international small caps. Cheaper valuations relative to the 
U.S. is a positive, as they are for large caps.

Emerging 
Markets 
(Unhedged)

Valuations declined in Q3 but still sit above the long-term 
median. Slowing growth in China and trade wars are a 
concern; results of stimulus measures by that country will  
be closely watched. If the Fed continues to cut rates, dollar 
appreciation should be modest, which is a boon for EMs.  
As usual, a long-term perspective is required, accompanied 
by short-term volatility.

These views represent our 12–18 month perspective relative to longer-term expectations (10+-year capital market assumptions).
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Opportunity 
Set

Below-
Normal 
Return 

Outlook

Neutral 
Return 

Outlook  

Above- 
Normal 
Return 

Outlook Comments for Quarter

U.S. Core    

Yields fell again across the curve. With ongoing Fed 
easing, core bond yields may benefit. Continuing global 
uncertainty also could benefit Treasuries. Current yield/
duration profile still not compelling, but is in line with 
long-term capital market assumptions for U.S. Core.

Non-U.S. 
Core 
(Hedged)

The ECB has indicated it will resume monetary easing. 
Material duration embedded in the Global Aggregate Index 
means investors aren’t being appropriately compensated 
for the interest rate risk. Negative yields in many countries 
and a global economic slowdown make prospects here 
less attractive.

Emerging 
Market Debt 
(Hedged)

Hard currency EMD was positive in Q3, while local 
currency debt fell. Yields are still more attractive than in 
most other fixed income categories. We favor USD-
denominated EMD exposure at this time.

High Yield

Spreads contracted again in Q3 with a still-growing U.S. 
economy. Spread levels are now well below the historical 
median. Defaults remain relatively low, and falling rates 
could boost corporate prospects.

Bank Loans

Leveraged loan prices gained a bit in Q3. Loans look less 
appealing as rates decline once again. However, yields on 
loans remain compelling. Cov-lite issuance remains an 
issue for loan investors.

Treasury 
Inflation-
Protected 
Securities 
(TIPS)

Inflation declined in Q3 as the Fed continued to cut rates 
in 2019. Breakevens are still well below the Fed’s long-
term 2% target. Potential further rate cuts make the 
prospect for inflation dim in the near term.

Structured 
Credit

Monthly CLO issuance remains below the $10B average 
of 2019, though at $89B YTD the CLO machine continues 
to chug along. Primary spreads widened across the capital 
stack QOQ, with BBB spreads widening the most. 
Investors appear to have expressed a cautious tone as 
some of the riskier deals with higher CCC allocations have 
lagged the broader market. However, yield advantages 
persist across debt tranches to comparable corporate 
credit ratings tranches.

Fixed Income

Key:

Below Normal Neutral Above Normal

These views represent our 12–18 month perspective relative to longer-term expectations (10+-year capital market assumptions).

Continued on the next page
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Private Credit

Credit performance remains strong as revenue and earnings 
growth for middle-market companies continues to outpace 
that of S&P 500© companies. However, the tailwind to 
overall yields of a tightening Fed has dissipated and spreads 
continue to grind tighter. Fundraising has taken a brief 
respite relative to the record pace of 2018, but dry powder* 
stands at over $100B.  

Long Bonds

Long bonds: Strong returns YTD driven by price 
appreciation should normalize to more yield-driven returns 
in this lower and flatter yield curve environment entering 
Q4. Long bonds can still be an interest rate/surplus 
volatility hedge for many defined benefit plans.

Key:

Below Normal Neutral Above Normal

Fixed Income (continued)

These views represent our 12–18 month perspective relative to longer-term expectations (10+-year capital market assumptions).

* Dry powder is capital raised that hasn’t yet been invested.
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Opportunity 
Set

Below-
Normal 
Return 

Outlook

Neutral 
Return 

Outlook  

Above- 
Normal 
Return 

Outlook Comments for Quarter

Hedge Funds    

Continue to emphasize strategies and mandates with 
differentiated sources of return with demonstrated 
competitive advantages in specialized and/or more 
nuanced market segments. Global macro strategies 
across both developed and emerging markets benefits 
from a renewed easing stance across a subset of global 
central banks, combined with a multitude of idiosyncratic 
situations (e.g., differing growth rates, elections and recent 
leadership changes). Further opportunities for catalyst-
oriented strategies that can isolate alpha through the 
crystallization of specific corporate events, irrespective  
of prevailing market uncertainties. The changing rate 
environment and market technicals afford credit-oriented 
hedge funds flexibility to generate alpha through issuer-
specific refinancings, M&A activity and unique deal 
structures. Risk-and-return profiles of traditional multi-
strategy hedge funds and hedge fund of funds are less 
conducive to achieving client objectives in anticipated 
market conditions.  

Multi-Asset 
Class 
Strategies 
(MACS)

   

Geopolitical tensions and global growth fears have 
resulted in abrupt and dramatic spurts of asset class 
volatility. Flexibility afforded to managers of the multi-asset 
variety to maneuver efficiently within and across asset 
classes remains central to the value proposition. Those 
strategies with more levers to pull — alternative risk 
premia, global tactical asset allocation and hedge fund 
replication, among others — have been emphasized, as a 
result. Generally speaking, the liquid nature and portfolio 
composition of these strategies inherently prove to be 
more sensitive to market movements compared to more 
traditional hedge fund strategies.

Private Equity

The landscape has not significantly changed. Fundraising 
is maintaining strength but pace has deaccelerated from 
prior peaks. Purchase prices remain elevated, especially 
for large buyouts, and dry powder continues to increase 
across all strategies as it has become harder to put capital 
to work and distributions slow in a more competitive exit 
environment. Value remains in the small-to-middle market 
buyout space, as well as select early stage venture sectors 
and growth equity. Fund size is still a concern in current 
market conditions as many mega funds continue to 
expand. However, there is a pool of high quality managers 
with fund sizes that appear well scaled to their targeted 
opportunity set.

Key:

Below Normal Neutral Above Normal

Alternatives

These views represent our 12–18 month perspective relative to longer-term expectations (10+-year capital market assumptions).

Continued on the next page
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Opportunity 
Set

Below-
Normal 
Return 

Outlook

Neutral 
Return 

Outlook  

Above- 
Normal 
Return 

Outlook Comments for Quarter

Real Estate

Core real estate returns are expected to trend in line with 
long-term capital market assumptions. However, net 
operating income growth appears to be slowing across 
sectors, and appreciation is anticipated to remain 
compressed due to decreasing deal flow along with an 
efficiently priced market. Excluding industrial, other 
property types are experiencing lackluster appreciation, 
with retail continuing to be the hardest hit. Retailers will 
continue to face significant headwinds from e-commerce 
and recent big box bankruptcies. While capitalization rates 
will likely remain relatively stable in the near term, the 
spread between 10-Year U.S. Treasury yields has widened 
and may continue to increase modestly. While returns have 
moderated for core, demand for real estate remains high 
and attractive opportunities can still be found for non-core 
buyers willing to acquire transitional or less stabilized 
assets along with specialty property types that tend to be 
less correlated with the broader economy.

Infrastructure

Dry powder climb shows no sign of abating due to strong 
fundraising and global mega fund closings. However, deal 
flow appears stable and trending above current levels of 
dry powder. Due to significant growth in infrastructure  
fund sizes coupled with strong competition from direct 
investors, valuation concerns persist for larger, core, 
operating assets, especially within the renewable and 
transportation sectors which tend to be less operationally 
intensive. Over the shorter term, abundant capital 
availability and attractive investment opportunities will 
continue to heat up transaction activity. Middle-market, 
core-plus and value-add are expected to remain preferred 
strategies, along with increased interest in the 
communications sector.

Commodities

Most commodity prices are anticipated to remain stable in 
the near term, with energy prices prospectively maintaining 
a modest rebound from recent Q2 lows although 
susceptible to macro events. Non-energy commodities 
expected to continue a relatively up and down pricing 
trajectory. Base metal prices likely to remain consistent  
but under stress from soft global trade and growth outlook, 
while precious metals projected to float along with 
continuous global flight to safety. In the near horizon,  
we expect trade tensions between the U.S. and China  
to continue to be a dominant force as protectionist 
measures distort supply and demand fundamentals  
across commodity sub-sectors.

Key:

Below Normal Neutral Above Normal

Alternatives (continued)

These views represent our 12–18 month perspective relative to longer-term expectations (10+-year capital market assumptions).

Continued on the next page



Q3 Update to 2019 Investment Outlook • Page 12

Opportunity 
Set

Below-
Normal 
Return 

Outlook

Neutral 
Return 

Outlook  

Above- 
Normal 
Return 

Outlook Comments for Quarter

Energy

Midstream companies are anticipated to maintain a 
positive earnings picture. In the upstream sector, cost-
efficient producers will continue to be rewarded even  
in the face of commodity price flatness or decline. U.S.  
still on pace for record crude output over the near term,  
with lower price volatility at the back end of the curve 
supporting profitability. Cost competitive renewables will 
increasingly progress as an alternative to more traditional 
power sources.

Timber

Timber markets remain muted. Demand for softwood 
relatively flat due to continued sluggishness in the U.S. 
housing market. Housing starts have been trending around 
the 1.2m mark, well below the long run average of 
approximately 1.5m annual rate. Additionally, trade wars 
and tariffs have had a mixed impact on U.S. timber 
markets. Reduced demand from China has negatively 
impacted U.S. timber markets, particularly in the 
Northwest. Conversely, U.S. imposed tariffs and mill 
closures in Canada have reduced imports, which has 
improved supply fundamentals in the U.S.

Farmland

While the long-term fundamentals for U.S. farmland 
remains favorable, the current conditions are less positive. 
Weather issues in the Midwest have resulted in lower than 
normal crop yields for both corn and soybeans, which has 
pushed prices higher but not sufficiently high enough to 
compensate for the lower yields. Tariffs have also been a 
factor, capping price increases on these crops. As a result, 
farm incomes have fallen, resulting in a small decrease  
in land values. While certain areas in the Midwest have 
experienced falling land values, as a whole, land values are 
expected to remain stable or increase marginally over last 
year. Debt levels remain low, however, lower interest rates 
should provide some respite for farm owners.

Key:

Below Normal Neutral Above Normal

Alternatives (continued)

These views represent our 12–18 month perspective relative to longer-term expectations (10+-year capital market assumptions).



Questions? Contact Us.
To learn more about how our forward-looking views can help to enhance your investment 
strategy, contact your Segal Marco Advisors consultant or Chief Investment Officer  
Tim Barron at 203.621.3633 or tbarron@segalmarco.com.

Stay Informed. 
Sign up to receive our latest reports R2 Blog posts, webinars and videos featuring timely 
commentary on economic, political and market developments as well as critical analysis of 
new investment products and marketplace trends.

Who We Are 
Investors rely on Segal Marco Advisors to achieve their long-term goals and create better 
financial outcomes. We are an employee-owned, independent global investment consulting 
firm serving more than 600 clients with combined advisory assets exceeding $500 billion.

Multiemployer plans, state and local governments, private companies, nonprofit organizations, 
endowments, foundations and financial intermediaries all rely on us for help managing their 
investment programs. Our expertise, research and technology enable us to build customized 
strategies that achieve the unique objectives of defined benefit, defined contribution, VEBA, 
operating, training and health and welfare plan sponsors and other investors.

Segal Marco Advisors is the investment consulting member of The Segal Group, a benefits 
and strategic human resources consulting firm founded in 1939 and headquartered in New 
York. Clients gain a global advantage in their investment decision-making from the regional 
expertise we provide as a founding member of the Global Investment Research Alliance.  

Copyright © 2019 by The Segal Group, Inc. All rights reserved.

Segal Marco Advisors provides consulting advice on asset allocation, investment strategy, manager searches, 
performance measurement and related issues. The information and opinions herein provided by third parties 
have been obtained from sources believed to be reliable, but accuracy and completeness cannot be guaranteed. 
Segal Marco Advisors’ Q3 update to the 2019 Investment Outlook and the data and analysis herein is intended 
for general education only and not as investment advice. It is not intended for use as a basis for investment 
decisions, nor should it be construed as advice designed to meet the needs of any particular investor. Please 
contact Segal Marco Advisors or another qualified investment professional for advice regarding the evaluation of 
any specific information, opinion, advice, or other content. Of course, on all matters involving legal interpretations 
and regulatory issues, plan sponsors should consult legal counsel.
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