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Investment Committee as of February 2019, when this 2019 Investment Outlook was written. These opinions are subject 
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their own circumstances. Additional disclosures are provided at the bottom of the last page of this publication.
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Stay Informed. 
Sign up to receive our latest R2 Blog posts, reports, webinars and videos featuring timely commentary on 
economic, geopolitical and market developments as well as critical analysis of new investment products and 
marketplace trends.

http://segalmarco.com/email-expert?eid=1277
http://segalmarco.com/email-expert?eid=1276
http://segalmarco.com/join-our-mailing-list/
http://segalmarco.com/research/r2-blog/


2019 Investment Outlook • Page 1

You may be familiar with the low-tech, liquid-filled, “fortune-telling” Magic 8 Ball® that you shake to see an answer 
to a yes-no question mysteriously appear in a small window when you turn it over. The responses are generally 
vague enough that they could be imagined as a reply to virtually any question you might ask. As we enter the early 
months of the new year, given the large number of unknowns facing us, seeking to understand and develop a 
perspective on 2019 — and 2020 no less — seems particularly daunting. Trying to pinpoint the future of the 
capital markets, even with all of the metrics and economic indicators we use to evaluate market conditions, feels 
about as effective as asking the Magic 8 Ball® for advice.

Below we briefly recap a few of the factors that could substantially impact any perspective on market direction 
during the coming 12 to 18 months, framed as questions, noting that any one of these items could be patched up 
(or worsen) at any time throughout the year. We have added what the Magic 8 Ball® might tell us in response to 
these questions.

Overview

 Does Russia use the turmoil in Washington, London, Berlin and Brussels as an 
opportunity to move more towards the restoration of the Soviet order, as appears to 
be President Vladimir Putin’s dream?

 Will the U.K. come to a decision about whether to bumble towards some form of 
Brexit (including a wall between Northern Ireland and Ireland) or say “never mind” to 
the first referendum result and re-vote to remain in the European Union (EU)?

 Does Italy conclude that the only way it can repair the impact of its debt burden is to 
“Itexit” (Italy exits the EU) so it can debase a newly arisen lira? 

 Can French President Emmanuel Macron and his centrist party figure out a way to 
placate the Yellow Vest movement which has no official structure or leadership, but is 
just generally unhappy, or will his government topple to either the far-right or far-left?

Will populist sentiment in Europe remake the European Parliament in the upcoming 
May election such that anti-EU parties become a disruptive force? 

Can China manage through excessive debt and a potential bubble in real estate 
prices, yet convert its economy to be more domestic-consumption oriented while 
maintaining a 6 percent+ gross domestic product (GDP) growth rate? 

Better not tell  
you now.

You can  
count on it.

Signs point  
to yes.

Reply hazy,  
try again.

As I see  
it, yes.

Most  
likely.

Starting outside of the U.S. ...

Continued on the next page
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 Does the strong U.S. dollar (USD) cripple many emerging economies when combined 
with slowing global growth? 

Is Japan the poster country for what the developed world is heading for when 
nationalism combines with deteriorating demographics? 

Can the Middle East, which on paper has been massively enriched by an almost 
endless sea of black gold parceled out over the last 50 years, ascend from self-
imposed darkness to join the developed world as a partner in a renewable and 
peaceful future? 

My sources  
say no.

You may  
rely on it.

Outlook not  
so good.

Starting outside of the U.S. (continued) ...

Better not tell  
you now.

Cannot  
predict now.

Outlook  
good.

Ask again  
later.

Don’t count  
on it.

Signs point  
to yes.

Turning to the U.S. ...

Can the politicians in Washington get over themselves and return to the basic notion 
that the founding fathers wanted a government “for the people”? 

What will be the result of the current and future probes into Russian election 
interference and a now-divided Congress?

Does the U.S. come to a resolution on trade agreements and tariffs and and how 
does this impact global growth?

Can the Federal Reserve (Fed) engineer a soft landing to an economy on the path to 
excessive growth or have we already landed and are more likely to see a recession 
over the next 24 months? 

As we think about the growing burden of debt including the budget deficit, the 
entitlement programs, student loans, corporate borrowing and unfunded pension 
liabilities, can the dollar’s reserve currency status allow the U.S. to continue its  
debt binging?

Will the fight over immigration and security on the southern border further undermine 
the ability to move forward with needed legislative actions? 

Given all of the questions looming about major world events, it’s hard to imagine that investors are surprised that 
volatility has come back on the scene. The laundry list of unknowns combined with the length of the recovery from 
the depths of the Global Financial Crisis make it of little surprise that buyers are cautious and sellers are quick to 
respond to the news of the day.  
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1 Covenant-lite loans carry more risk than traditional loans because they place fewer restrictions on the borrower.
2 Dry powder is capital raised that hasn’t yet been invested.

Outlook for Equity

Despite all of these questions, Rogerscasey’s assessment of capital markets is quite neutral relative to long-term 
expectations as we look forward to the next year or so. We believe that global growth will slow somewhat, but 
that reasonable valuations for developed market equities will combine with low inflation and modest changes to 
the cost of capital to provide returns in the mid-single digits, very much in line with our long-term capital market 
assumptions. There are clearly some signs of cracks in the U.S. recovery with consumer sentiment and the 
Purchasing Managers’ Index ticking down, along with concerns that the impact of fiscal stimulus will lessen going 
forward. A supportive element for U.S. stocks is the high amounts of investor cash sitting on the sidelines and the 
continuation of favorable corporate earnings.  

In a balancing act of pros and cons, the slightly more attractive valuations in the developed non-U.S. markets, 
when coupled with slower expectations for forward economic growth, seem evenly matched with the U.S. where 
stocks are generally less cheap, but growth is on sounder footing. The result is a neutral perspective on U.S. 
versus international equities. Although facing challenges from the strong USD, which we believe is more likely  
to weaken or stay flat from these levels rather than gain strength, we see emerging market equities as slightly 
advantaged, due principally to having higher growth rates than the developed world along with modestly attractive 
pricing opportunities. We remind investors that emerging market equity is a longer term and less homogeneous 
asset category that generally requires investors to be both patient and active.

Outlook for Fixed Income

When we compare the current yields on U.S. core bonds to our longer-term expectations for this asset class, 
there is a virtual tie. With anticipation that the rate hikes from the Fed will continue to be constrained and that the 
normalization of its balance sheet will occur slowly, we have moved our somewhat bearish stance on U.S. core to 
a more neutral position.  

There is certainly nothing to write home about among fixed-income asset classes in general and we have a 
neutral outlook virtually across the board. The exceptions are a below-normal outlook for non-U.S. core, mainly 
because rates are still near zero with little expectations of that changing in the near term, and long bonds, where 
investors are not rewarded for duration risk in the current flat yield curve environment. It is worth adding that some 
uptick in long-bond yields may unleash additional capital from corporate pension plans and accelerate de-risking 
strategies, which could provide a demand bump for pricing.  

We continue to be favorably inclined towards emerging market debt, seeing the rising USD impact as lessening, 
and towards private credit if implemented carefully and opportunistically given the increasing fundraising and 
covenant-lite1 issuance.

Outlook for Alternatives

Although some classes of hedge funds may benefit from greater dispersion across various markets, currencies 
and interest rates, the ability to capitalize upon dispersion is substantially complicated by the unknowns 
described above. We suggest that, as always, investors must combine selectivity with diversification for the 
absolute-return bucket.  

For private equity, dry powder2 continues to be a concern, but a slower pace of rate increases would be encouraging 
from the standpoint of the cost of capital. A growing world, even if that growth is decelerating, also provides the 
opportunity for selective investing, particularly in areas benefiting from the general restructuring of the global 
economy and population.  
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Real estate, and hard assets in general, also suffer from investors continuing to move outside of traditional liquid 
investments to improve returns, and from current income creating higher valuations and large amounts of capital 
waiting to be put to work. Given the long-term nature of these investments, we continue to support seeking 
strong partners, principally outside of core areas where prices tend to be less elevated and special skills can be 
applied in a way that adds value.  

Based upon these observations, and those reflected in more detail in the Asset Class Signals and Outlook 
section of this piece, we continue with a neutral view across the private markets, including absolute-return 
strategies, private equity and hard assets, with the notable slightly bearish view on timber, which may continue  
to struggle as supply is strong and demand has weakened.

Clearly, the risk factors associated with these expectations are many and the outcome of the long list of unknowns 
depicted above can vastly alter any normalized set of macroeconomic and market factors. If one were to seek to 
handicap each of the possible scenarios as to probability and impact, and apply the results to forward-looking 
returns, the result would likely be to throw up your hands and run screaming from the room. Unfortunately, as 
investors we just can’t do that. We have to behave rationally and, at times, swallow hard and position ourselves  
as long-term believers that economies will grow, that the world won’t melt down and that capital markets will 
sensibly reward growth in earnings and return capital to lenders.

In times such as these, with the magnitude and scope of the unknowns so dramatic, we suggest that being overly 
bullish or bearish is at best an exercise in futility. As you can see by the following pages, with the exception of a 
continuing belief that in the next year it will be difficult to make much money with non-U.S. core bonds and a little 
easier if one moves outside the bounds of standard credit instruments, we are almost universally neutral for 
virtually every investment sector. While our goal is to assist investors in their allocation and rebalancing, we just 
see very little evidence to support a strong conviction across the board at this point. As we anxiously flip over the 
Magic 8 Ball®, the words come into focus and tell us to “Concentrate and ask again.”
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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 Rogerscasey’s Signals

Our global macro signals are represented by arrows that reflect select economic indicators’ impact on growth 
except for policy rates where they reflect 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 Rogerscasey used to formulate our asset-class views for the 2019 Investment 
Outlook can be found in an online appendix. The graphs have been updated based on data as  
of December 31, 2018.

http://www2.segalco.com/rc-io-graphs-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.

Consensus for Q4 economic growth is in the high 2% range, but with the federal government shutdown, we did not receive the 
first estimate from the Bureau of Economic Analysis as scheduled. Q3 was 3.4%, which was lower than Q2, so trend is down. 
Expectations are for growth to moderate as the effect of tax cuts wears off. Inflation fell in December, cooling slightly YOY to 
1.9%, just below the Fed’s 2% target. As expected, the Fed raised its policy rate for the fourth time in 2018 to a range of 2.25% 
to 2.5%; however, given recent economic data, the Fed has indicated that it may raise rates more slowly than originally forecast in 
2019. While the USD continued to rise against most major currencies in Q4, its strength moderated. Equity valuations now look 
modestly attractive.

Eurozone

GDP growth has been declining over the last few quarters, and was disappointing in Q3. Expectations are for slower growth in 
Q4. Political risk looms over European markets, with Brexit, Italy’s instability, France’s economic woes and German Prime 
Minister Angela Merkel’s time in office coming to a close. The European Central Bank (ECB) expects to push interest rate 
increases out to at least mid-2019. Inflation has been range-bound between 1-1.5% over the last several quarters, below the 
near-2% target. Equities still modestly cheap.

U.K.

GDP ticked up over the last few quarters, from 1.3% in Q1 to 1.5% in Q3, with consensus for Q4 right the middle at 1.4%. Still 
significant uncertainty surrounding Brexit, with even the possibility of a second referendum on the table. Inflation has been on a 
downward trend over the last 12 months. Like other global currencies, the pound fell vs. the USD. Equities appear cheap.

Japan

GDP fell back into negative territory in Q3, and YOY it was flat. Policy rate is still below zero, but hasn’t spurred the economy. 
Inflation fell during the quarter. Appreciated yen may hurt exports, which could continue to drag on GDP. Valuations still among 
the cheapest of the developed world.

Developed Markets  

Note: Arrows reflect impact on growth except for policy rates where they reflect directional movement. Gray shaded boxes indicate a change in our view of 
a particular economic indicator from the previous quarter.
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Negative Neutral, Trending Lower Neutral Neutral, Trending Higher Positive

Key:

Note: Arrows reflect impact on growth except for policy rates where they reflect directional movement. Gray shaded boxes indicate a change in our view of 
a particular economic indicator from the previous quarter.

Market GDP Growth Inflation Policy Rate Currency Equity Valuations

China

GDP growth continues to slow. Inflation decreased during Q4, and the central bank held rates steady. Policy makers are signaling 
more, but modest stimulus. The yuan was virtually unchanged from Q3 to Q4 versus the USD, and tariffs imposed by the U.S. are 
an obvious concern at this time. Chinese stocks are still undervalued.

Rest of EM N/A

The USD was less of a detriment to emerging markets in Q4 than it had been the rest of the year due to the USD’s moderating 
strength. Trade worries and slowing global growth, however, remained an issue for EMs overall. As is the case with these 
economies, on a country-by-country basis there is dispersion in performance. Valuations are near their long-term averages.

Emerging Markets  
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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    

The U.S. economy still shows signs of strength, but 
expectations of a global economic slowdown are growing. 
Continuing trade tensions could lead to weaker earnings 
growth, which may weigh on large caps going forward. 
Valuations now look attractive relative to median.

U.S. Small 
Cap

Valuations became cheaper over the quarter. Tax reform 
has been more beneficial to small caps relative to large 
caps, but stimulus will wane in 2019. Small caps also 
could be more vulnerable to any consumer weakness.  
Now may be a good time for investors to bring growth/
value and large cap/small cap allocations into balance.

Int’l Dev. 
Large Cap 
(Unhedged)

Continued USD strength has weakened unhedged returns 
for U.S. investors. Valuations became cheaper in Q4, 
though eurozone growth continues to slow. Contagion  
risk from Italy budget standoff and Brexit hangs over 
international stocks. Japan cheap but stuck in neutral.

Int’l Dev. 
Small Cap 
(Unhedged)

Similar concerns exist for both international small cap and 
large cap: deteriorating economic fundamentals, currency 
and political risk.

Emerging 
Markets 
(Unhedged)

Valuations relative to U.S. became even more attractive 
during Q4 given EM equity’s weakness throughout 2018. 
Many EM countries’ real GDP growth outlooks remain 
strong, though concerns about slowing growth in China 
and global trade persist. Fewer Fed rate hikes could  
mean a weaker U.S. dollar, benefiting EM. Long-term 
perspective required.

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    

Short-term interest rates increased again with another rate 
hike in December, while long yields came down in Q4’s 
risk-averse market environment. 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)

Interest rates around the world remain low and many fell 
further in Q4. Still, material duration embedded in the 
Global Aggregate Index means investors aren’t being 
appropriately compensated for the interest-rate risk.

Emerging 
Market Debt 
(Hedged)

EMD was negative in Q4 with global trade tensions and a 
still-strong USD. Yields are still more attractive here than 
in most other fixed-income categories. Given the currency 
performance difference, we favor USD-denominated EMD 
exposure at this time.

High Yield

Spreads widened in Q4 amid U.S. market volatility and 
falling oil prices. Spread levels are now close to but still 
higher than the historical median. Defaults remain relatively 
low, though a decline in economic growth could hurt HY.

Bank Loans

Leveraged loan prices fell in Q4 in concert with credit 
broadly. Spreads have widened out to close to the 
long-term median, and yields on loans remain compelling. 
Covenant-lite loan issuance is still at a high. Some 
concerns around whether rising interest rates will continue 
to be a tailwind.

Treasury 
Inflation-
Protected 
Securities 
(TIPS)

TIPS were negative again in Q4 as inflation declined in the 
quarter. Breakevens fell well below the Fed’s long-term  
2% target in Q4, indicating investors no longer expected 
higher future inflation with the Fed signaling that rate hikes 
will not move as fast as previously forecast.

Structured 
Credit

Loan spreads widened in Q4 as investors purged 
themselves of credit exposure in their flight to safety. This 
could present an attractive buying opportunity for more 
nimble managers, assuming credit fundamentals don’t 
materially deteriorate as earnings and margins become 
more compressed.

Private Credit

Fundraising actually declined in 2018, but still remains 
elevated, and dry powder is high. Covenant-lite issuance  
a major concern for the asset class. We recommend 
opportunistically accessing private credit strategies that 
are run by expert, long-tenured managers.

Municipals

Issuance down YoY and net supply predicted to remain 
low in 2019. Yield and duration dynamic similar to 
Aggregate Index and spreads are near long-term lows. 
Prospect of fewer rate hikes supportive for munis.

Key:

Below Normal Neutral Above Normal

These views represent our 12–18 month perspective relative to longer-term expectations (10+-year capital market assumptions).
The arrow represents the shift in our view from the previous quarter.

Fixed Income
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Key:

Below Normal Neutral Above Normal

Alternatives

Opportunity 
Set

Below-
Normal 
Return 

Outlook

Neutral 
Return 

Outlook  

Above- 
Normal 
Return 

Outlook Comments for Quarter

Hedge Funds    

Equity long/short positioned for positive gains given 
anticipated market volatility and increased opportunities  
for stock-pickers. Specialist mandates with focused 
opportunity sets offer enhanced alpha potential relative  
to more generalist asset class mandates. Divergent  
trends involving rates, currencies and commodities will  
be supportive of Global Macro. Merger arbitrage a mixed 
scenario amid ongoing trade tensions with China and 
other countries providing M&A headwinds that are 
somewhat balanced by relatively stable domestic 
corporate activity. Long/short credit poised to perform  
in a market slowdown and re-pricing environment given 
recent high yield and leveraged loan market expansion.

Multi-Asset 
Class 
Strategies 
(MACS)

   

Multi-sector exposures and alternative-risk-premia focus 
provide flexibility and potential risk mitigation from 
anticipated macro market uncertainties and volatility 
affecting equities, bonds, commodities and currencies. 
Risk-parity strategies could continue to be constructive  
in line with a continuation of the Fed’s current cautious 
approach regarding near-term rate increases. Additionally, 
while the forecast for global growth is more muted, 
inflation-protecting strategies are poised to add value  
in the event market conditions change.

Private Equity

Dry powder that increases deal competition and prices 
remains primary headwind along with a slowing global 
economy. However, fundraising activity has slowed from prior 
peak levels. Buyout debt multiples remain elevated, which 
increases risk as rates rise, but have stabilized recently. 
Valuations remain near historic highs, although buyout 
purchase multiples have flattened year over year. Robust 
pricing raises the stakes for new investments but generates 
stronger returns from deal exits and realizations. Mid-market 
buyouts less affected by dry powder and more resilient to 
lofty purchase multiples. Special situations will continue to  
be rewarded in a volatile and stressed market environment.

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

Remain in later stage of current cycle with regard to pace of 
further core appreciation expansion. Cap rate compression 
has slowed along with net operating income growth, and 
expectations of rising interest rates. Multifamily and 
industrial valuations continue to reflect strong investor 
demand. Fundamentals remain broadly in balance, with 
tenant demand mostly stable and stronger in some markets, 
while lending discipline and development costs constrain 
supply. Smaller assets in secondary and tertiary markets 
expected to continue to perform and remain in demand 
from yield-seeking investors. Continue to favor value-add, 
select opportunistic and Western Europe strategies.

Infrastructure

Mid-market, core-plus and value-add strategies are  
viewed more favorably than larger, core, operating  
assets due to valuation concerns in the upper end of the 
market. Midstream energy distribution fundamentals also 
attractive. Dry powder from robust fundraising increases 
deal competition and drives discount rates lower and 
prices higher. Aggregate deal value on a dollar basis 
continues to slow of late, however huge pent-up demand 
exists for private infrastructure investment, which should 
support returns and distributions over the near term. 
Expect no near-term stimulus from President Donald 
Trump’s infrastructure initiative given current  
congressional distractions.

Commodities

Near-term view suggests continued period of uncertainty 
and increased volatility. Declining demand from China  
for energy and materials commodities due to slowing 
economy will impact global pricing generally. U.S. oil 
sanctions and OPEC actions affecting supply may trend oil 
prices higher. Trade tariffs affecting metals (aluminum) and 
agriculture (soybeans) remain issues, but population and 
regional economic growth will support demand. Base 
industrial metals outlook positive despite select targeted 
commodity tariffs, along with some agricultural products 
such as sugar and corn.

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
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Opportunity 
Set

Below-
Normal 
Return 

Outlook

Neutral 
Return 

Outlook  

Above- 
Normal 
Return 

Outlook Comments for Quarter

Energy

U.S. poised to be global leader in low-cost energy 
production, and on trajectory to be consistent net crude  
oil exporter. Oil prices will experience volatility but remain 
range bound in the near term, which provides U.S. cost 
efficient upstream operators with a competitive advantage. 
Mid-market oil and gas producers are restructuring,  
and midstream infrastructure expected to benefit from 
domestic production surge and need for expanded 
facilities to resolve distribution bottlenecks.

Timber

Continuing weakness in U.S. housing starts, influenced  
by increased mortgage rates for potential home buyers  
and rising input costs affected by stronger employment 
resulting in labor scarcity and higher wages, serves as a 
headwind for timberland returns. U.S. exports impacted by 
slowing Chinese economy. Evolving dislocation at point  
of acquisition, as various closed-end investment offerings 
near the end of term and look to sell. Motivated sellers  
may lead to attractive entry prices for non-invested capital, 
however this trend is not enough to alter the current more 
conservative outlook.

Farmland

Farmland has been resilient despite numerous headwinds. 
The long-term outlook remains favorable, driven by strong 
demand fundamentals. However, the ongoing trade 
disputes will continue to create uncertainty in the medium 
term while federal subsidies will support farmers in the 
shorter term. Recent declines in farmland income are a 
concern and if prolonged will result in downward pressure 
on land valuations. Rising interest rates could be 
problematic if not met with a corresponding increase in 
crop prices. Farm debt-to-equity ratios remain low at 
around 15.5% and close to the long run average for the 
1990–2018 period. Weaker USD could be a plus.

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

Key:

Below Normal Neutral Above Normal

Alternatives (continued)
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