Mitch on the Markets
Was This Really the End of the Bull Market?
By Mitch Zacks
Portfolio Manager

With every new day of equity market
selling pressure, many investors are
becoming increasingly concerned that
maybe this is more than just a market
correction. We’ve seen over $7 trillion
wiped from global equity market cap
from the peak in January, and as it
appears today, we may encounter the
rare outcome of having both bonds and
stocks in negative territory by the end of
the year. The “cut your losses” reflex is
starting to creep into the investor
psyche, but I’m thinking the opposite –
I’m sticking by this bull market.
The selling pressure is arguably rooted
in real and valid uncertainties: trade
disputes, tightening financial conditions,
softening global growth. But ignored in
all of these concerns, in my view, are
global economic fundamentals that
imply high single digit corporate
earnings growth in 2019 along with a
low probability of recession. Historically
speaking, that’s just not the stuff of bear
markets.
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I’m not saying the bull market will roar
in 2019 with above average returns. But
I also don’t think it’s a good time to
reposition away from equities into a
defensive posture. Too often investors
do so at just the wrong time, and they
miss what are often “v-shaped”
recoveries when the selling pressure
subsides. In my view, we should expect
to see such a recovery soon.
The basis of our positive outlook in
2019 hinges on many factors, but here
are the three most important ones, in
my view.
1) Global Economic Growth, Plain
and Simple

The Zacks Investment Management
view is that 2019 U.S. GDP should settle
into a growth rate that is materially
higher than other developed countries,
even as the effects of the corporate tax
cut fade. China is the other ‘wildcard’
that has many investors worried, but we
do not see a high risk of a substantial
slowdown. At the annual Central
Economic Work Conference (CEWC) in
Beijing where officials set economic
policy for the new year, all indications
point to full support of the economy
through fiscal and monetary stimulus.
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Leaders pledged to cut taxes and fees
“on a greater scale” and to address any
financing difficulties for private and
small business through liquidity
measures. At the end of the day, China
has levers to keep their economy
growing, and I believe they’re likely to
pull them.
2) Corporate Earnings Growth
Slowing, But Still Nicely Positive

The headwinds to global corporate
earnings growth are palpable: slowing
global economic growth, fading impact
of tax cuts in the U.S., and the impact of
tariffs, to name a few. But investors
should not mistake slowing corporate
earnings growth with negative
corporate earnings growth. In my view,
the latter is a major concern for stocks –
the former is not. As it stands now,
Zacks still expects U.S. corporate
earnings growth in the high single digits
in 2019, perhaps just under 10%. This
growth rate is still above the global
average, even as Emerging Markets are
expected to notch double-digit earnings
growth, led by China.

3) Arriving at the Neutral Rate

The market is seemingly in an uproar
about rising rates, but we see them as
appropriate on three counts: 1) the U.S.
economy is growing firmly and
unemployment is at historic lows; 2)
Interest rates are still very low
historically and arguably need to come
up; 3) Raising interests now (when the
economy is strong) gives the Fed the
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ability to lower them in the event of an
actual crisis. In short, I think the Fed is
doing the right thing, no matter what
you may hear in the news.

As it stands today, U.S. rates are getting
close to neutral, which is the level at
which monetary policy is neither
stimulative nor restrictive. Once the Fed
reaches the neutral rate, which appears
to be at about 3%, we believe they’re
likely to pause. In our estimation, that
could mean one or two rate hikes in
2019, then a ‘cruise control’ period. Any
pressure on asset valuations could ease
as a result.
Bottom Line for Investors

The menu of market fears is extensive.
Trade fears and Fed tightening
dominated headlines for some time, and
those fears are now being joined by calls
for a global recession and a full-on tech
backlash. But keen investors might
notice that fears and concerns tend to
accompany market volatility, but then
those same fears also recede – like
magic – when the market recovers!
Meanwhile, in my view, strong
economic growth fundamentals have
been there all along.
Here’s what I’d like for investors to
consider: what if the U.S. and China
work out a trade deal? What if the Fed
raises rates as expected and then pauses
in the back half of next year? What if
global corporations continue to grow
earnings at a slower, but still quite
robust, pace in 2019? How likely is it
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that the worst-case scenario will not
actually occur? What might the markets
do then?

In my view, it’s fairly simple: as the fears
ebb, which I believe they will, the
market should be poised to rise.
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Any projections, targets, or estimates in this report
are forward looking statements and are based on
the firm’s research, analysis, and assumptions. Due
to rapidly changing market conditions and the
complexity of investment decisions, supplemental
information and other sources may be required to
make informed investment decisions based on your
individual investment objectives and suitability
specifications. All expressions of opinions are
subject to change without notice. Clients should
seek financial advice regarding the appropriateness
of investing in any security or investment strategy
discussed in this presentation.
Certain economic and market information contained
herein has been obtained from published sources
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Management does not assume any responsibility for
the accuracy or completeness of such information.
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This material is being provided for informational
purposes only and nothing herein constitutes
investment, legal, accounting or tax advice, or a
recommendation to buy, sell or hold a security. Do
not act or rely upon the information and advice given
in this publication without seeking the services of
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counsel. Publication and distribution of this article is
not intended to create, and the information
contained herein does not constitute, an attorneyclient relationship. No recommendation or advice is
being given as to whether any investment or
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not be assumed that any investments in securities,
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described were or will be profitable. All information is
current as of the date of herein and is subject to
change without notice. Any views or opinions
expressed may not reflect those of the firm as a
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