
 

 
 



 
 

 
Clearwater Capital Partners 

 
 

 



 
 

 
Clearwater Capital Partners 

 
 

 

 

 

 
Table of Contents 

   
  The Clearwater Capital Team         

  Introduction          1 

Looking Back at 2018 – Reflections on a Challenging Year    2 

  A Review of Outlook 2018        4 

  Outlook 2019 – Executive Summary       5 

  Balancing Risk in the Late Stage of the Cycle      7 

  Confidence, Optimism and Leading       8 

  U.S. Earnings        11 

  Fixed Income        13 

  International Trade – Opportunities and Risks in 2019  17 

  Maintaining Global Diversification     21 

  Strategist Targets for 2019      22 

Volatility, Valuations and Successful Investing   23 

Conclusion        27 

  About Clearwater Capital Partners     29 

  Important Disclosures       30  

     

 

 

 

 



 

 
Clearwater Capital Partners  

1 

 Introduction 
 
Our many clients and friends are familiar with the time and care we devote each January to setting forth 
a baseline set of economic assumptions and observations for the coming year.  Our goal is to develop an 
intelligent wealth management framework that will inform and guide our investment strategies. 
 
Each year we remind our readers that our perspectives remain long-term and our conviction for owning 
quality financial assets throughout market cycles remains intact.  Having a general thesis for the coming 
year will help us judge and respond to the inevitable ups-and-downs that will come our way. 
 
In preparation for writing this report, we have studied market commentary and analysis from a wide range 
of economists and research sources.  This year we had a team of our advisors travel to New York for 
several days of meetings with prominent analysts and strategists.  Noteworthy among these 
appointments were our talks with Rick Rieder, Chairman of the BlackRock Investment Council and 
Blackrock’s Chief Investment Officer of Global Fixed Income, Kate Moore, Blackrock’s Chief Equity 
Strategist, and Jeremy Schwartz, WisdomTree’s Global Head of Research.  Likewise, we enjoyed a private 
dinner with Jonathan Steinberg, CEO of WisdomTree and husband of respected business journalist Maria 
Bartiromo.  In addition, Brian Wesbury, Chief Economist for First Trust Advisors visited our office in early 
January for an in-depth discussion with our Investment Policy Committee.   
 
We are grateful to have this level of access to some of Wall Street’s thought leaders.  We also study the 
commentary and research reports from the nation’s leading financial firms and prominent academic 
institutions.  In this report, we set out to objectively frame the important questions surrounding the global 
economy with the benefit of insight from leading experts.  Our team carefully deliberates over a wide 
range of opinions and the perspectives presented on these pages represent our conclusions. 
 
As we remind our readers each year, the observations offered in this report embody our best efforts at 
sorting out the available data.  In doing so, we must always contend with conflicting information and a 
wide range of plausible interpretations.  Certain variables are unpredictable in nature, while others can 
become unexpectedly volatile.  Our economy and the capital markets are driven by the simultaneous 
impact of many variables and uncertainties.  Accordingly, we rely heavily on historical perspectives as we 
set forth our direction for the coming year. 
 
Our Outlook 2019 report is fashioned to identify the principal trends and issues shaping the global 
economy.  Working from this foundation, we present our interpretations and clearly summarize the 
various expectations we have for the year, with emphasis placed on the directional merits of our forecasts 
and observations. 
 
We welcome the hard work that brings us to our own conclusions and opinions. This discipline promotes 
a better understanding of the primary forces affecting the financial system, while enhancing our ability to 
keep critical decisions close to our clients.  We remind our readers that this report is not intended to time 
market movements or to establish active trading schemes. 
 
As has been our practice, we will continue to monitor all developments along the way and will keep our 
readers current through monthly letters and the more extensive mid-year update.  We also have 
numerous speaking engagements throughout the year that we will invite you to attend.   
 
We thank you for your continued confidence in our abilities to add meaningful value to you and your 
family.  We work hard to earn your trust every day, in everything we do. 
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Looking Back at 2018 - Reflections on a Historically Bad Year 
 
In most years investors can rely on the fact that asset classes generally produce dissimilar total returns.  
In other words, a broadly diversified portfolio is expected to have any number of winning asset classes, 
along with some losing ones.  Often stocks lead in total return and when they do not, bonds frequently 
provide the ballast that delivers a degree of stability to a portfolio.  Even in the worst times for financial 
markets, there is usually a few ways to profit.  
 
This was simply not the case in 2018 when every asset class – except for cash – was down.  Stocks from 
around the globe, along with government bonds, corporate bonds and commodities finished 2018 in 
the red.  In other words, there was no place to hide.  According to research done by Deutsche Bank, on 
this measure, 2018 was the worst year on record - worse than the Great Depression. 
 

 
Source:  BigCharts.com 
 
The year started very differently.  Stocks utterly surged in January following passage of the GOP’s tax cut 
at the end of 2017.  Then, just as suddenly, equity markets suffered a dramatic selloff in February and 
continued to struggle through May.  After a selloff in technology stocks, the market bottomed and hit 
record highs by the start of the fourth quarter, driven by very strong earnings, reasonable multiples, and 
robust economic growth.  The S&P 500 Index reached intraday highs of 2,940 in early October, less than 
3% from our revised full year target of 3,025.  With just three months remaining in the year, it looked 
very likely we would have another remarkably accurate forecast for this index.  
 
Then, in a seemingly off-the-cuff remark during a television interview in early October, Federal Reserve 
Chairman Jerome Powell said interest rates were “a long way” from what he considered “neutral”.  In 
other words, Mr. Powell said the Fed no longer needed the policies that presumably pulled the economy 
out of the financial crisis of 2008.  Over the balance of the year market volatility spiked and U.S. stock 
prices plummeted nearly 20%. 
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A stock market that seemed for years to be bullet proof was apparently now susceptible to a whole range 
of worries.  Higher interest rates, ongoing trade disputes between the U.S. and China, Brexit, and fears of 
slowing global growth weighed heavily on the markets.  By year’s end, the Fed chief tried to walk back the 
“long way from neutral” comment by saying the latest rate hike brought the Fed closer to what it 
considers a neutral level.    
 
For the first time ever, the S&P 500 ended the year with a loss after being positive for the first three 
quarters.  The index closed down about 6% for the year, the worst annual performance since 2008 and 
only the second negative yearly return of the last decade.  The Dow Jones Industrial Average (DJIA) also 
finished the year in the red after logging 15 new record highs earlier in the year.  This will also be the first 
year ever for the DJIA when the month of December was the year’s worst month. 
 
Market volatility was higher than average in 2018 with 69 trading sessions when the DJIA posted a move 
of 1% or more.  Since 1940, the annual average number for such days is about 49, or roughly 1 of every 5 
trading sessions.  For 2018, this statistic was greater than 1 in every 4 sessions.  By comparison, in 2017 a 
1% move occurred in only 1 of every 25 sessions (Indexology). 

Paradoxically, the U.S. economy actually performed quite well in 2018 growing by about 3%, marking 
the best annual performance since 2005.  Corporate profit growth surged to the highest levels in eight 
years and unemployment dropped to the lowest level in 50 years.  Business optimism was high and 
consumer confidence hit an 18-year high just last October.  Not surprisingly, this past holiday shopping 
season was the best in six years with sales rising over 5% to over $850 billion (Reuters).  If the current 
economic expansion stretches through the second quarter of 2019, it will be the longest ever for the U.S. 
 
Taken together, the strong corporate earnings of 2018 and the selloff in the fourth quarter brought the 
Price/Earnings ratio for the S&P 500 right in-line with its historical average going back to 1929.  If we look 
back just 30 years (going back to 1990), the Price/Earnings ratio for the S&P 500 is now about 16% 
undervalued by comparison.  
 
As difficult as the past year has been, the historical long-term case for equities remains compelling.  This 
is true even for unlucky investors who happen to buy at peaks.  For instance, had an investor established 
equity exposures right before the 1987 crash, right before the dot-com crash, and right before the 
financial crisis of 2008, that investor would have annualized average returns from that point on of 9.4%, 
5.0%, and 7.0% respectively.  Even in difficult times, it is important to stick to with the plan (Bespoke). 
 
Historically, when the S&P 500 has fallen by more than 10% in a month (December 2018), it has 
averaged a gain of +3.17% the next month, +6.33% over the next three months, and +17.61% over the 
next year.  (By coincidence this next year average gain of +17% approximates our full year target for 2019.) 

There is an old adage in economics that says, “the stock market is not the economy.”  Though the stock 
market and the economy do move in the same general direction over the long run, the stock market is 
not, in real-time, a very good indicator of how the economy is performing.  The very strong December 
jobs report is a notable example of this.  Hiring in 2018 eclipsed 2 million for the seventh-straight year, 
with over 2.6 million new jobs created.  In each of the last three months, the overall unemployment rate 
stood at 3.7%, the lowest level since 1969.  

Calendar year 2018 gave us the best U.S. economic performance in years, along with the worst investment 
environment in many decades.  While the final quarter of 2018 swept away an otherwise favorable year 
for investors, we do not believe a meaningful economic downturn is approaching anytime soon given 
the impressive fundamentals we have recently seen. 
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A Review of Outlook 2018 
 
As is our tradition, we pause to offer a straightforward assessment of our previous year’s expectations 
and perspectives.  Typically, we expect to find “mixed results” when reflecting on our expectations from 
a year ago.  While the market took back all of our 2018 progress by year-end, the themes and context 
of our 2018 report, especially related to the economy, were highly accurate.  The one notable exception 
was related to our anticipation of outperformance coming from foreign equities.   
 
Here is a recap of our major forecasts from the original Outlook 2018 (Executive Summary Page 10) and 
a summary of how things actually played out: 
 

 The Tax Cuts and Jobs Act represents a substantial positive development for the U.S. economy. 
The pace of economic growth and higher corporate profits will exceed current expectations 
and serve to drive equity prices, the rate of inflation, and interest rates all higher in 2018. 
 
Lower corporate tax rates certainly proved to be a positive catalyst for corporate profits in 2018 
where we experienced the strongest profit growth since 2010.  Over the first three quarters of 
the year equity prices, inflation, and interest rates all trended higher, as expected. 

 
 The pace of economic growth will continue to accelerate from the 2.5% - 3.0% pace of 2017. 

We believe the combination of a more competitive tax code, the repatriation of foreign profits, 
higher consumption and capital spending will add between 0.25% - 0.75% in economic growth. 
Our expectation is for the U.S. economy to expand at a rate of 3.0% early in the year; rising to 
4% later in the year as the positive impact of tax reform more fully develops. 

 
Economic activity did accelerate in 2018 with full year growth estimated to be 3.0% once the 
final numbers are in.  The economy also grew at a rate of 4.2% in the second quarter. 

 
 Given the various positive factors outlined in this report, our forecast for corporate earnings 

on the S&P 500 comes to $149 - $154 per share. Within this range, our target number is $151. 
This number includes the year’s originally expected year-over-year growth, the tax savings 
from the new tax plan, and the anticipated incremental growth related to the new tax plan. 

 
Corporate earnings surged in 2018.  In our Mid-Year Update we adjusted our full year earnings 
target calling for S&P 500 profits to hit $158 per share.  The final results for 2018 earnings are 
now estimated to come in around $162 per share, which represents growth of ~22.0% compared 
to calendar year 2017.  

 
 We believe that the potential exists for U.S. equities to gain 12% to 16% in the coming year. 

This suggests levels above 3,000 for the S&P 500 and 27,500 for the Dow Jones Industrial 
Average. Clearwater Capital’s official target for the S&P 500 for the end of 2018 is 3,115. 

 
In our Mid-Year Update we adjusted our full year target for the S&P 500 to 3,025.  By early 
October, the S&P 500 reached an intraday high of 2,940, less than 3% from reaching our forecast.  
Regrettably, these gains were erased in an ugly fourth quarter correction.   

 
 We expect the rate of inflation will increase to a level of 2.5% in 2018 as measured by the 

Consumer Price Index (CPI). Over the past three months the CPI is up at a 2.6% annual rate, 
signaling that inflation is accelerating further above the Fed's 2% target. 
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The rate of inflation in the U.S. as measured by the CPI averaged 2.45%, almost exactly the level 
we had forecasted.  The CPI finished the year below 2% due to a 7.5% slump in gasoline prices. 

 
 We expect the Fed will raise interest rates three or four times in 2018. Given the strength of 

the labor market, with unemployment at the lowest level in more than a decade and headed 
lower, a fourth hike is looking increasingly likely. We also expect the 10-year Treasury yield 
will rise to a range of 2.75% to 3.25% in 2018. 

 
The Fed raised the federal funds rate four times in 2018.  Yields on 10-year Treasury bonds rose 
to 3.2% in November before dropping to about 2.7% at year’s end, almost precisely in our 
forecasted range.  

 
 Equities in the Eurozone, Japan, and emerging markets continued a cycle of outperformance 

relative to U.S. equities in 2017. We project that this outperformance will persist in 2018 and 
believe these regions should be over-weighted in portfolio strategies. 
 
This was the one forecast from our Outlook 2018 report that was completely wrong.  While U.S. 
equities finished the year with a 6% loss, developed foreign equities (EFA) fell by 17% and 
emerging market equities (EEM) declined about 18%. 

 
 The period of exceptionally low volatility will likely come to an end in 2018 with the return of 

the occasional market correction. Because of the extended time since the last 3% correction, 
the return of volatility will be particularly difficult for certain investors who might be tempted 
to sell every drawdown. 

 
U.S. equity investors, who spent 2017 insulated in one of the most tranquil periods in history, 
were jolted by the return of volatility.  In 2017, the S&P 500 moved up or down just 0.30% a day, 
on average.  The average change in the long-term is more than double this: 0.66%.  In 2018, the 
average change in price per day clocked in at about 0.70% - slightly above “normal”.  

 
 We are forecasting another record year for corporate dividends and share buybacks. 

 
Corporate dividends paid to shareholders and share buybacks both reached record high levels in 
2018, as forecasted.   The primary reason is tax reform, as the lower corporate tax rate is freeing 
up much more cash that companies can distribute to shareholders and buyback shares. 
 

Outlook 2019 – Executive Summary 
 
Our positive view of U.S. economic activity in 2019 is predicated on many of the same positive factors that 
propelled the economy forward in 2018.  Specifically, more business friendly government policies regarding 
corporate taxes and regulation will likely extend the current expansion.   
 
We remain constructive with our investment posture, although we recognize that late cycle characteristics 
in the economy are building.  In response, we will gradually adjust strategy at some point and clients will 
see a moderate increase in rebalancing activity.  This activity will be designed to build a somewhat more 
defensive posture as the year progresses while not becoming prematurely defensive.  Our baseline view 
is that conditions remain favorable for a constructive investment posture.  However, conditions have the 
potential to change rapidly and agility will be an important attribute in the coming year. 
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What follows is a quick summary of our major observations and expectations for the coming year. 
 

 While conditions for continued economic growth remain in place, we expect the momentum of 
activity in 2019 will moderate from the above-trend growth rates of 2018.    Trade uncertainties 
and monetary normalization will likely serve as headwinds for months to come.  This said, we 
expect the U.S. economy to grow by 2.7% in 2019. 
 

 We expect corporate profits to grow at a healthy level of 6-9% for the S&P 500, on revenue 
growth of 5-7% for the calendar year.  It now appears more likely than not the S&P 500 will 
produce earnings of about $171 to 177 per share.  

 
 We believe that the potential exists for U.S. equities to gain 15% to 17% in the coming year. This 

suggests levels above 2,900 for the S&P 500 and 27,000 for the Dow Jones Industrial Average. 
 

 Over the past three months of 2018 the CPI dropped from 2.5% to 1.9% largely due to lower oil 
prices.  We expect the rate of inflation will return to the 2.2% to 2.4% range in 2019 as measured 
by the Consumer Price Index (CPI).  

 
 We expect the Federal Reserve will continue to raise rates in 2019 in an effort to further 

normalize monetary policy.  While the rate decisions will be data dependent, we believe it is 
likely that the Fed would raise the fed funds rate one or two times in 2019.  We also expect the 
10-year Treasury yield will rise to a range of 3.0% to 3.5%. 

 
 International equity markets will remain challenged by pockets of slowing economic activity and 

various political developments such as Brexit.  Accordingly, we see foreign equities lagging U.S. 
in terms of total return for 2019.  However, relative valuations remain compelling and we are 
maintaining a degree of foreign exposure in our globally diversified portfolios.   

 
 Volatility typically rises in the late stages of an economic cycle.  We correctly predicted a rise in 

volatility in last year’s Outlook report and we believe elevated volatility will persist throughout 
2019.  As always, one’s reaction to higher volatility will be far more determinative to long-term 
progress than the volatility itself.  

 
 It is important to note that we see 2019 as something of a binary year.  There are a number of 

important wild cards (U.S. / China trade negotiations, European domestic politics, Middle East 
geopolitics prominent among them) that could greatly impact critical trends for the year.  While 
we remain cautiously optimistic, we will allow caution to restrain our expectations until new 
information develops.    

Overall, we see 2019 as a year of risk management.  A recession in the next twelve months currently appears 
unlikely; however, a recession will eventually occur.  The U.S. economy is cyclical and we can be certain a 
downturn will ultimately come our way.  The challenge for investors will be to avoid panic as unsettling 
volatility intermittently moves through the markets.  It is too early to become fully defensive, thus long-
term objectives and a realistic understanding of one’s planning horizon will be critical as 2019 plays out. 
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Outlook  2019 – Balancing Risk in the Late Stage of the Cycle 
 
Clearly the current economic and profit cycles are long by historical standards.  Yet, we still expect profits 
growth to support markets next year.  Trade tensions continue to pose the greatest risk to our outlook 
and we are becoming increasingly watchful of U.S. growth due to noticeable signs of global slowing.  
Longer term, rising interest rates and high levels of U.S. corporate debt will constrain the stock buybacks 
that have been a critical driver of the bull market, but that is not an issue just yet. 
 
Looking ahead, we anticipate becoming somewhat more protective as U.S. interest rates march higher and 
the economic and profits cycles signal mounting late cycle characteristics.  Changes in growth expectations 
have historically been a major driver of equity performance and, very recently, they have trended lower. 
 
Increasing uncertainty signals the eventual need for a more defensive posture within portfolios.  The 
challenge is to avoid moving prematurely as overly defensive positioning can undermine an investor’s long-
term goals.  With calendar year 2019 now underway, it appears that many of the risks associated with 
slowing global growth and unsettled trade disputes are priced into the market.  This said, we expect 
attractive equity valuations and sound economic fundamentals will drive equity returns in 2019. 
 
In many respects, 2019 is setting up to be a binary year.  There are a number of critical situations that will 
set the stage for economic activity in 2019; and these situations could break favorably or go south quickly.  
U.S. trade negotiations with China comes to mind, as does central bank policy and Brexit.  Our focus will be 
on asset classes that have decent upside if things go right and limited downside if things go wrong. 
 
It would be nice if we could predict the end of an economic cycle with a game clock; the way we know when 
a football game will end.  Unfortunately, economic cycles do not turn based on time.  In this respect, 
economic cycles are more like baseball games where innings can go on for extended periods of time.  All 
things being equal, we would expect that the U.S. economy is currently in the 7th or 8th inning of the game, 
but any one of the final three innings could end up being unusually long.   
 
While late cycle dynamics are building, we think the outlook is strong enough to support a case for 
equities over bonds in the coming year.  Within asset classes, there is also case for gradually becoming 
more defensive as the cycle progresses.  This would include a shift to more traditional fixed income 
exposures and a subsequent focus on value within equity exposures.  We already have become more 
cautious on credit and see interest rates moving higher over time though at a slower pace.  Accordingly, we 
have begun to favor government and investment grade sectors with lower durations.   
 
Given the relatively sound economic fundamentals of the U.S. economy, calendar year 2019 continues to 
offer above average potential for growth-oriented investors.  Solid corporate earnings went largely 
unrewarded in 2018, leading to the most severe multiple contraction since 1988.  Returns historically 
bounce back following such years and there is plenty of room for optimism.   
 
Still, the environment is shifting quickly.  Investors must continuously monitor their economic thesis and be 
prepared to change course quickly.    This year will likely be one of multiple strategy adjustments. 
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Confidence, Optimism and Leading Indicators   
 
Consumers’ outlook on the U.S. economy improved in December, a sign that many American households 
are shrugging off renewed volatility in financial markets as 2018’s optimistic sentiment continued in the 
final weeks of the holiday season. 
 
The University of Michigan's consumer sentiment for the U.S. was revised higher to 98.3 in December of 
2018 from a preliminary estimate of 97.5.  The Sentiment Index averaged 98.4 in 2018, the best year since 
107.6 in 2000. 

To put this report into the larger historical 
context, since 1978 consumer sentiment is 
14.2 percent above the average reading 
(arithmetic mean) and 15.5 percent above 
the geometric mean.  
 
The current index level is at the 88th 
percentile of the 492 monthly data points 
in this series. 
 
 

U.S. consumer sentiment had a strong year in 2018.  Readings broadly climbed after Donald Trump was 
elected president in 2016 and have been supported since then by solid growth, consistent hiring, and 
historically low unemployment. 
 
Small business optimism also 
remained elevated over the course 
of 2018.  The NFIB Small Business 
Optimism Index remained basically 
unchanged in December, drifting 
down 0.4 points to 104.4.   
 
Unfilled jobs and the lack of qualified 
applicants continue to be a primary 
driver, with job openings setting a 
record high and job creation plans 
strengthening.   
 
Reports of higher worker 
compensation remained near record 
levels and inventory investment 
plans surged. 
         Source: Advisor Perspectives 
 
The net percent of owners expecting better business conditions in six months and the percent viewing 
the current period as a good time to expand have both tapered off from the record high Index reading in 
August, but still remain well above their historical averages. 
 
Specifically, the NFIB Small Business Optimism Index in the United States averaged 98.25 Index Points 
from 1975 until 2018, reaching an all-time high of 108.80 Index Points in August of 2018 and a record low 
of 80.10 Index Points in April of 1980. 
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The Conference Board LEI for the U.S., a measure of expected future economic activity, increased slightly 
in November.  Positive contributions from building permits, the ISM® New Orders Index, the yield spread 
and consumer expectations for business conditions more than offset the negative contributions from 
weekly initial claims for unemployment insurance (inverted), stock prices and the average workweek.  
 
In the six-month period ending November 
2018, the leading economic index increased 
2.2 percent (about a 4.4 percent annual 
rate), slower than the growth of 2.9 percent 
(about a 5.9 percent annual rate) during the 
previous six months. However, the strengths 
among the leading indicators continue to be 
more widespread than the weaknesses. 
 
To the right is a log-scale chart of the LEI 
series with documented recessions as 
identified by the NBER. The use of a log scale 
gives us a better sense of the relative sizes of 
peaks and troughs than a more conventional 
linear scale (Source: Advisor Perspectives). 
 
The Coincident Economic Activity Index, a measure of current economic activity, includes four indicators: 
nonfarm payroll employment, the unemployment rate, average hours worked in manufacturing and 
wages and salaries. 

 
The U.S. Coincident Index 
increased to 124.80 in November 
from 124.54 in October of 2018.  
 
This Index in the United States 
averaged 81.20 Index Points 
from 1979 until 2018, reaching 
an all time high of 124.80 Index 
Points in November of 2018 and 
a record low of 46.91 Index 
Points in January of 1979. 

 
Nonfarm payrolls in the US increased by 
312,000 in December 2018, following an 
upwardly revised 176,000 rise in 
November and far exceeding market 
expectations of 177,000.  Job gains 
occurred in health care, food services and 
drinking places, construction, 
manufacturing, and retail trade. The 
December jobs gain pushed total US 
employment above 150 million jobs for 
the first time. 
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Continuing the historic streak of positive jobs gains, 2018 experienced more job creation than the 
previous two years, with 2.6 million new jobs over the course of the year compared with 2.2 million in 
2017 and 2.3 million in 2016.  Furthermore, this growth was consistently strong throughout the year; the 
economy added over 100,000 jobs every month in 2018, just the second time since 2000 that this has 
occurred for a full calendar year.  Since President Trump was elected in November 2016, the U.S. economy 
has created 5 million jobs. 
 
Wages are also rising, indicating that workers are taking home bigger paychecks.  Nominal average 
hourly earnings rose by 3.2 percent year-over-year.  This matches October, which posted the largest 12-
month growth in nominal average hourly earnings since April 2009.  The most recent inflation data from 
November using the Federal Reserve’s preferred Personal Consumption Expenditure (PCE) price index 
found that prices increased by 1.8 percent – suggesting that real wages (net of inflation) are rising. 
 
Economic data for the U.S. remains mostly elevated, although momentum has shown signs of slowing 
somewhat in recent months.  The question will be one of trends.  Does the slowing momentum signal a 
new trend of weakening economic activity throughout 2019, or does the slowing momentum represent 
only a dip before re-accelerating later in the year. 
 

As shown in the chart to the left, just 
one economic expansion has lasted 
longer than the current one. If 
growth can manage to stay positive 
through the first half of 2019, this 
expansion will move into a tie with 
the 1990s boom as the longest of all 
time.  Even if the current expansion 
does manage to overtake the 1990s 
expansion for the title of longest 
expansion, in terms of growth, it’s 

not even close.  During the current expansion, growth has averaged 2.3%, while in the 1990s it averaged 
3.8%.  An average of 1.5% over the course of a decade really adds up (Bespoke). 
 
Looking at the actual data we do not see much to suggest a recession is imminent.  We should remember 
however that conditions always look great right before they tip over.  In 2019 it will be important to 
monitor traditional economic data points, the markets, and other high frequency data. 
 
If conditions deteriorate further in the coming months, we would be wise to remember that all 
recessions are not as severe as the downturn in 2008.  Since 1942, there were 12 recessions with an 
average length of just 10.8 months or about once every six years.   
 

The table to the left lists each of the 
12 US economic recessions since 
WWII.  For each recession, listed is the 
start and end date, when the index 
reached its low for the recession, the 
recession’s duration, and finally the 
S&P 500’s performance from the high 
to low point, the low to high, as well 
as the S&P 500’s performance during 
the entire recession (Bespoke). 
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From the peak at the beginning of the recession to the low, the S&P 500 has seen declines ranging in the 
area of just -3.8% (1960) all the way to -54.3% (2007) for an average maximum decline of 18.7%.  From 
the time the S&P 500 reached its low to the high point of the recession, the S&P 500’s return has ranged 
anywhere from 11.4% (1957) all the way up to 35.9% (2007).   
 
For the entire recession as a whole, the range of returns for the S&P 500 have spanned from a decline of 
37.9% (2007) to a gain of 17.9% (1954).  Overall, the average S&P 500 change during recessions has 
actually been a gain of 1.3% (Bespoke). 
 

U.S. Earnings 
 
Earnings growth in 2018 was exceptional, propelled higher by strong economic growth combined with 
substantial gains resulting from the Tax Cuts and Jobs Act of 2017.  While earnings are still being compiled 
and reported for the fourth quarter of 2018 at the time of this writing, we are expecting full calendar year 
2018 S&P 500 earnings to come in around $162 per share, which represents growth of ~22.0% compared 
to calendar year 2017.   
 
Should this expectation prove correct, it would also mean that corporate profits were even stronger than 
our July 2018 upwardly revised S&P 500 earnings target of $158 per share.  The foundation of this surge in 
profits for the S&P 500 is revenue growth, which is expected to have grown 8.5-9.0% compared to 2017.  
Revenue growth is growth in actual sales and is typically slower than profit growth.  Putting these numbers 
together, 2018 saw the most substantial gains in both profits and revenues since 2010, when companies 
were recovering from their Great Recession lows. 
 
Yet, financial markets are forward looking.  Tomorrow’s profits are more important to market prices than 
yesterday’s.  As such, one of the major themes that drove stocks down at the end of 2018 was concern 
over 2019 profit growth levels.  The dialog turned to whether the strong profits of 2018 could even be 
maintained in 2019 let alone grown at the double digit pace that was expected, a narrative that only 
accelerated after several high profile profit forecasts were revised downward from companies like Apple, 
Lennar and Constellation Brands. 
  
First, it is important to understand the pattern quarterly earnings projections typically take.  As presented 
in the chart below, earnings estimates generally start out high and are reduced throughout the quarter 
as you get closer to the reporting date.  In fact, the five-year average reduction in quarterly earnings 
expectations has been 3.1% (FactSet).   

Come reporting time, however, companies 
historically have beaten those lowered quarter-
end earnings estimates, as the chart on page 12 
shows.  Over the last 5 years 71% of S&P 500 
companies reported actual earnings above the 
average quarter-end estimate.  Further, those 
companies that do report higher than expected 
earnings have done so by an average of 4.8% 
over the same time period (FactSet).   
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A similar pattern also applies to revisions to 
full calendar year earnings growth estimates.  
As the chart below shows, reducing earning 
expectations for the coming year is quite a 
common occurrence.   
 
In fact, the reduction for 2019 calendar year 
earnings (-2.3%) is below the average 
reduction (-3.6%) over the past 10 years 
(FactSet).  Interestingly, revenue growth 
estimates for calendar year 2019 have 
actually been improving over this same time.   
 
In short, we believe that fears of declining profits for 2019 are overblown.  However, we also believe that 
we are not likely to see the strong double digit growth of 2018 repeated.    
 

While we do expect profit growth rates to fall 
substantially in 2019 compared to 2018, we still 
expect continued profit growth at a healthy level 
of 6-9% for the S&P 500, on revenue growth of 
5-7% for the calendar year.  
 
A large part of our expectation for slower 
growth rates comes from comparing profits to a 
post-tax reform year for the first time.  That 
means that the boost to profits from reduced tax 

bills are now baked into the comparison and will not provide the extra boost we saw in 2018.  This does not 
suggest, however, that the stimulative effect of lower corporate tax rates is diminished. 
 
We also must take into account the potential drags of slower economic growth rates abroad, a relatively 
strong dollar, increasing wage costs and higher production costs.  Yet, strong consumer and corporate 
balance sheets in the U.S. tied with continued economic growth should lead to increasing wages and steady 
demand for goods and services.   
 
Combining those factors with strong corporate profit margins led by technology driven productivity gains 
leads us to a cautiously optimistic view of profit growth for the year to come. 
 
Our baseline expectation for S&P 500 earnings for 2019 stands at $174 per share, which represents about 
a 7.5% rate of growth year-over-year.  As was the case in 2018, this initial forecast could prove too low.  
Should economic activity come in higher than expected in the second half of the year, we could see S&P 
500 earnings for the year as high as $177 per share. 
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Fixed Income 
 
The role of bonds and fixed income (FI) in portfolio construction can alternate between the focus on total 
return and the focus on diversification.  Emerging from the great recession, our approach to FI within 
portfolios has been primarily driven by total return through what we have referred to as “unconstrained” 
strategies.   
 
As the economy moves further into the late cycle stage, we believe fixed income exposure should 
incrementally move towards a more traditional approach to bonds.  This would swing the emphasis to 
diversification wherein bond positions collectively have a lower correlation with equities.  This shift 
reduces the overall risk profile of our strategies as markets become more volatile. 
 
A fundamental element of the fixed income markets is the inverse relationship that exists between market 
interest rates and underlying bond values.  Investors participating in the fixed income markets must 
address a unique set of risk considerations; including the possibility that bond values are expected to fall 
in a rising interest rate environment.  
 

Interest rates have generally 
been moving lower for 
decades.  The mid-double 
digit interest rates of the 
1970’s rewarded savers and 
caused borrowers to take 
pause.   
 
As interest rates have 
systematically moved lower 
over the last several decades, 
there has been a shift from 
saving toward borrowing.   
 

Source: BLS FactSet Federal Reserve, JP Morgan Asset Management 
 
Although borrowing at low interest rates may facilitate economic growth (good for equities), those same 
low rates end up punishing those desiring to save/invest with a more conservative posture. 
 
At the core of a bond is a loan.  When an investor buys a bond, either directly or through a fund structure, 
they are lending money to the bond's issuer who promises to pay back the principal (or par value) when 
the loan is due (on the bond's maturity date).  In the meantime, the issuer also promises to pay periodic 
interest payments to the bond holder to compensate the investor for the use of their money.  The interest 
rate paid by the issuer is known as the bond's stated interest rate or coupon rate, and is generally fixed 
at the issuance of the bond.  When new bonds are issued, they typically carry coupon rates at or close to 
the prevailing market interest rate.  
 
Bonds characteristically have a lower expected return than stocks over time given their relative position 
in the capital structure.  In other words, a bond issuer is required to pay bond holders before the common 
stock shareholders.  The expected lower rate of return also tends to mean the bond can have a lower level 
of expected volatility (lower risk) characteristics than their stock counterpart, but not all bonds are 
created equal and sub-asset classes need to be addressed.  
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Bonds possess unique risks and investors need to manage many critical factors when building an effective 
bond component to a balanced portfolio.  
 
In light of bond pricing’s inverse relationship, a primary consideration is interest rate risk, which is defined 
as the risk that an investment's value could change due to movement in prevailing market rates, the 
spread between certain rates, the shape of the yield curve, or various other interest rate relationships.  
As noted above, the relationship is generally inverse – meaning as market interest rates move up a 
previously issued bond’s price will move down.  Conversely, if current rates move down, the value of 
existing bonds could move higher. 
 
The other primary consideration is credit default risk, which reflects the issuer’s ability to repay the loan 
over time, i.e. their credit worthiness or credit quality.  A higher level of credit quality is associated with 
higher confidence in the ability of the issuer to repay the loan, thereby resulting in lower borrowing costs. 
While occasionally there may be various price dislocations between issuers regarding the level of interest 
being paid, issuers with higher credit ratings generally can borrow at lower interest rates.  
 
Over the last several years our view has been that interest rates will generally be moving higher and 
we favored an unconstrained fixed income strategy which provided increased flexibility to generate 
returns and manage risk.  In practice, an unconstrained fixed income strategy seeks to untether portfolio 
strategy decisions from a traditional fixed income benchmark.  In this approach, investment strategy is 
designed to provide exposure to the desirable characteristics of fixed income (diversification and risk 
reduction), while avoiding the undesirable (segments of the market with overvalued securities and 
unattractive risk/reward tradeoffs).  Unconstrained income strategies allow access to a wider opportunity 
set for total returns in fixed income.  
 
Traditional fixed income benchmarks combine historically low yields and extended duration.  With rates 
near generational lows, this trade-off left traditional fixed income exposures vulnerable on a total return 
basis; the risks have been asymmetric.   Asymmetric risk simply suggests there was more pronounced risk 
of interest rates increasing (bond values dropping) than rates decreasing (bonds appreciating in value).  
The margin for error in interest rate risk was very low and therefore we had our portfolio bias lean toward 
credit risk. 
 
As we head into 2019, we believe the interest rate risks will continue to become more balanced and 
symmetric while credit risks have been increasing.  Therefore, throughout 2019 we will continue to 
monitor the credit markets and will begin a migration toward higher quality bonds with shorter 
durations and lower yields as we reduce credit risk exposures; thereby increasing the diversification (to 
stocks) role being played by FI in client strategies. 
 
The Fed increased the fed funds rate four times in 2018.  The 10-Year U.S. Treasury Bond began 2018 
rising and spent most of 2018 within the range of 2.75% to 3.25%.  Although 2018 ended slightly below 
2.75%, the rate was technically “oversold” as indicated by the bond’s RSI (Relative Strength Indicator). 
 
The tailing off of rates near year-end is fascinating in that much of the equity market turmoil was being 
attributed to Central Bank actions – that is, the Federal Reserve’s unwinding of their balance sheet was 
on auto-pilot which spooked markets.   
 
As the St. Louis Fed explained (emphasis added):  
 

“In a May 2018 Dialogue with the Fed presentation, Waller explained that the Fed is taking a 
capped, controlled approach to unwinding its balance sheet: letting Treasury securities “run 
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off” at about $6 billion a month and letting mortgage-backed securities run off at about $4 
billion a month.  “And then it’s going to increase at every three months,” he said, “to where 
there’s a maximum of $30 billion a month in Treasuries running off, and $20 billion a month in 
mortgage-backed securities” running off.   “So, effectively we’re increasing the supply on the 
market of U.S. Treasuries,” Waller continued.  “We’re letting the supply of U.S. Treasuries in 
the hands of the private sector grow.” 

 
The irony is that with increased supply (the supposed market concern) the price of anything typically drops 
(Econ 101).  However, as observed above, even with the increased supply of approximately $50 Billion 
per month of securities (as outlined by the Fed), bond prices actually went up driving interest rates down 
further; bottom line, the market provided sufficient demand for the supply to drive prices up (rates down) 
and NOT the other way around.   
 
Our conclusion is that the market can digest the Federal Reserve’s unwind of the balance sheet and 
they will continue to proceed throughout 2019.  This thought was shared by Goldman Sach’s where they 
noted “a pause in the tightening campaign is more likely to come via slower rate hikes rather than 
adjustments to the pace of balance sheet reduction.” 
 
The other aspect of the Federal Reserve is the Federal Open Market Committee’s (FOMC) dual mandate:  
full employment AND stable prices.  The primary monetary policy mechanism which the FOMC uses to 
achieve their dual mandate is the Fed Funds Rate.  The FOMC meets eight times per year, with their most 
recent meeting concluding on December 19, 2018.  
 
The dot plot below reflects various FOMC member views regarding where rates are anticipated to be in 
the future.  As one can observe, two members see no movement from the current range (2.25% - 2.50%) 
in 2019, while others range from one to three quarter point increases.  (Source: FOMC)      

 
What broader financial markets 
were concerned about during the 
end of 2018 was that the FOMC 
had ‘locked in’ roughly three 
increases in 2019 vs. being ‘data 
dependent’.   
 
Chairman Powell and other 
members have subsequently been 
walking back their language to 
assure market participants that 
there is not a prescribed approach 
to central bank policy, but the Fed 
will monitor all aspects of the 
economy before they make a 
decision. 

 
The market sees things differently.  Early in January, the market (i.e. The Fed Funds Futures contract) 
indicated a 69.5% probability that there will be NO changes in 2019.  Furthermore, the market indicated 
an 8.0% chance there would be a decrease in interest rates sometime in 2019. (Source: CME Group)  
 
The market’s perspective stands in stark contrast with the FOMC projections, and it is interesting how 
quickly, and contrarily, the expectations for future interest rates can change. 
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Given the Fed’s dual mandate, 
along with our expectation for 
continued strong employment 
and moderate inflation, we 
conclude the Fed will increase 
possibly one or two times in 
2019 to a range of 2.75%-
3.00%.   
 
Most importantly, we do 
believe they will be data 
dependent in any changes that 
are made to policy.                                   
 
We also believe the 10-Year Treasury will increase toward a range of 3.0% - 3.5% as the Fed continues 
to unwind their balance sheet.   

Interest rates in other countries are determined 
by dynamics unique to the individual countries, 
and the differential rate levels around the globe 
continued to widen in 2018.  Global market 
participants weigh many factors in determining 
when and where they buy fixed income 
investments, including these rate differentials.   
 
As Central Banks around the world reduce 
monetary accommodation, we believe the 
interest rate differentials will narrow. 

 
Some of the interest rate dynamics described in this report have led to an overall flattening of the yield 
curve.  The phenomena known as an “inverted yield curve” occurs when short-term rates are higher than 
long-term rates.  Some believe an inverted yield curve signals a recession.  As the curve has flattened in 
recent months, this development has received a lot of attention, if not panic, over the last part of 2018. 
 
Our view is that the yield curve is one of many indicators that should be monitored as we evaluate the 
economic cycle.  While an inverted yield curve has preceded past recessions, there have been occasions 
when the yield curve has inverted without a subsequent recession.  It is also important to note that 
while the current yield curve has become flatter in recent months, it has not actually inverted.   
 
We will continue to scrutinize this, and other, indicators going forward. 
 

The table to the left illustrates the historical 
perspective for when the yield curve flattened and 
the environment for equities was still positive 
(Bespoke).   
 
The yield curve has become flatter in part because 
short-term rates have increased.  For investors 
holding short-term bonds and other cash equivalent 

positions, this has been a positive development.  Short-term rates now present value that has been absent 
for most of the last decade.   

 

JP Morgan Asset Management 
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International Trade – Opportunities and Risks in 2019 
 
To put it mildly, 2019 is setting up to be a very interesting year for global trade policies between countries 
and the many unresolved issues that exist around the world.  One of the great challenges concerning 
international trade in 2019 is simply the sheer number of disputes that are simultaneously being negotiated. 
 
From the ongoing trade talks taking place between the United States and its major trading partners around 
the globe (including China, Mexico, Canada, Japan and the European Union), to the Brexit situation where 
the United Kingdom (UK) has voted on exiting the European Union (EU) this year, trade-related news and 
developments will dominate headlines throughout 2019. 
 
U.S./China Trade Negotiations 
 
By far the biggest trade issue on the radar for the international community in 2019 is the ongoing dispute 
between the United States and China.  Over the past several months, anticipation of progress, or lack of 
progress, between the two countries has significantly impacted markets in the U.S. and around the globe.  
The uncertainty surrounding the current trade impasse has been one of the key factors affecting recent 
stock market volatility.  Remarkably, large daily price swings are often triggered by a simple trade-related 
“tweet” coming out of the White House.  
 
The current trade negotiations between the U.S. and China involve the trade imbalances between the two 
countries and the protection of intellectual property.  President Trump and his Chinese counterpart, 
President Xi Jinping, announced a temporary pause in trade tensions by instituting a 90-day freeze on higher 
tariffs last December.  It is hoped a comprehensive agreement will emerge that will halt further 
escalation.So far, China has pledged to cut tariffs, buy more U.S. goods and services, ease restrictions on 
foreign firms operating in China and further open sectors for foreign capital. Chinese officials have also 
indicated that Beijing is willing to put in place a mechanism for measuring how it will implement those 
promises.  
 
Adding to the trade imbalance issue are the Trump Administration’s claims of currency manipulation by 
China in an attempt to make the price of Chinese goods more attractive when exported around the globe.  
The current U.S. dollar/Yuan exchange rate is approximately 6.85 compared to the psychological barrier 
Dollar/Yuan rate of 7.00 as noted by many market strategists (i.e. the Yuan has not yet weakened beyond 
what many consider this “line in the sand’).  The Chinese government has strongly denied manipulating the 
value of their currency, though this has long been a source of frustration for the U.S. 
 
Included among some of the more complex trade-related issues to address is the United States’ demand 
that China abandon a decades-long economic model of forced technology transfer and theft of U.S. 
intellectual property.  Discussions regarding such topics will be difficult. 
 
Given the complexities involved with these trade-related issues, it will likely take several months, if not 
years, to finalize a comprehensive agreement.  We believe the best outcome ahead of the March deadline 
would include definitive progress on some of the issues along with a good faith pledge to continue talks. 
Currently, the United States has imposed import tariffs on $250 billion of Chinese products.  China has 
retaliated by matching the U.S. with their own tariffs.   
 
If no deal is reached by March 1st, significant additional tariffs by both countries are expected to be 
immediately imposed.  We believe this scenario is unlikely, however, we recognize that this would be highly 
disruptive to economic growth forecasts across the globe should it come to pass. 



 

 
Clearwater Capital Partners  

18 

The current U.S./China trade negotiations are occurring at a time when China’s economy has shown 
tangible signs of stress, with slower growth and a 25% decline in the Chinese stock market.  In the U.S., a 
few prominent American companies, including Apple and Federal Express, have expressed concerns over 
the economic impact to their companies from a prolonged trade conflict and slowing global growth.  The 
trade negotiations, along with slowing global growth, have already had a negative impact on the earnings 
of several U.S. companies.  Both sides could benefit greatly from striking a deal. 
 
The fear of a global “trade war” has also been felt in markets and economies around the world.  Although 
the situation is evolving with each passing day, we believe there is evidence the United States may have a 
temporary advantage in the U.S./China trade negotiations as Chinese policymakers contemplate the 
damage a sustained trade dispute would have on the already-slowing Chinese economy. 
 

China’s officially recorded 
growth rate in the fourth 
quarter of 2018 fell below 6.5%, 
which is the weakest pace of 
economic growth China has 
seen in 10 years.   
 
A weaker economy works 
against President Xi and his 
credibility in China, particularly 
since the Communist party is 
expected to deliver economic 

stability to the Chinese people in exchange for having a monopoly of the country’s governing power and 
authority.  From a political perspective, one would expect that President Xi will want to avoid breaking this 
social contract. 
 
When compared to the United States., China’s 
exports to the U.S. amount to a much larger 
percentage of the Chinese economy than the 
amount that China-bound U.S. exports represent to 
the overall U.S. economy.   
 
For example, in 2018 China exported $500 billion 
worth of goods to the United States out of a total 
Chinese economy of $12 trillion, whereas the U.S. 
exported $130 billion goods to China out of its GDP 
of $19 trillion.   
 
This is just one example illustrating how the overall 
Chinese economy, despite its extraordinary growth 
over the past several decades, is still significantly 
more dependent on international trade, particularly 
with its exports, compared to the U.S. economy 
(Source:  FactSet, JP Morgan Asset Management). 
 
Using this perspective, we believe China will be 
highly motivated to reach a deal. 
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Emerging Markets 
 
Emerging market economies in Asia, outside of China, have seen significant growth in the past several years.  
This has been fueled by not only a growing consumer class, but also from the expanding volumes of trade 
that have been originating out of these areas.  Analysts expect GDP growth for emerging markets, in 
general, to be 4.6% in 2019 – led by India with over 7% expected GDP growth.  
 
Many Asian-based emerging markets companies, being closely integrated with China-led supply chains, 
would likely feel the repercussions of any disruption in trade flows coming in and out of China.  A long 
U.S./China trade conflict would also likely force many American companies, as well as other foreign-based 
companies, to consider whether it makes sense to transfer their Asian-based production and operation 
facilities to other locations where they can still maintain profitability. 
 
In the Latin American emerging-markets region, analysts expect economic growth to be slightly less than 
3% in 2019.  In Brazil, recently elected President Jair Bolsonaro is expected to make dramatic changes in 
order to stabilize a bloated Brazilian pension system and slow economy.  In Mexico, Andres Manuel Lopez 
Obrador’s recent decisive presidential victory has given his administration a clear mandate for change, as 
well as the congressional backing to enact reforms.   
 
USMCA, the Updated NAFTA Agreement 
 
Last November, the United States, Canada and Mexico agreed in principal to a new free-trade agreement 
in North America as leaders of the three countries signed a new pact overhauling and updating their 
quarter-century-old free-trade zone.  The signing of the new North American Free Trade agreement 
(NAFTA), being rebranded as the U.S.-Mexico-Canada Agreement, or USMCA, will impact more than $1.2 
trillion in trade in one of the world’s largest free trade zones. 
 
All three countries are currently working to pass the deal through their respective legislatures. The pact is 
expected to easily pass in both Canada and Mexico, however it will likely be a more difficult process in the 
U.S. with a newly Democratic-controlled House of Representatives as many Democrats have indicated they 
want further changes before they will approve it.  Some may also be reluctant to give President Trump what 
they perceive as a “win” from a political standpoint.  This said, we believe USMCA will be approved. 
 
UK Brexit 
 
As it currently stands, the European Union (EU) allows, among other things, the free flow of goods and 
services across the borders of its 29 member countries.  On March 29, 2017, United Kingdom (UK) Prime 
Minster Theresa May invoked Article 50 of the EU’s Lisbon Treaty, setting the stage for the UK to leave the 
European Union.  A two-year period followed in which negotiations over the terms of the split took place.  
The UK has already voted that Brexit will take place on March 29, 2019 regardless of whether final terms 
are agreed upon.  Post-Brexit, the UK, would be able to negotiate separate trade agreements with countries 
around the world.  Prior to the Brexit referendum in 2016, the UK GDP was growing at 2.5% compared to 
less than 1.5% on average since then.  Accordingly, future growth rates for the U.K. are highly uncertain. 
 
Eurozone 
 
Largely due to the direct impact Brexit will have on the Eurozone, analysts are expecting GDP growth in the 
Eurozone to be roughly 1.5% in 2019.  Questions remain relative to how the U.S./China trade dispute could 
spill over to Europe.  Trade discussions on some major industries, namely automobiles and agriculture, 
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started up in earnest between the U.S. and Europe in 2018, however these talks have been temporarily 
suspended as the U.S. focuses attention on the USMCA and China trade issues.   
 
The Eurozone political landscape is also in question.  Significant changes in European leadership, including 
Angela Merkel’s resignation as leader of Germany’s Conservative Party and the end of Mario Draghi’s term 
as president of the European Central Bank in October, add uncertainty to the economic prospects of the 
Eurozone.  There is also a growing tide of populism sweeping across the continent with discontent between 
certain EU member countries building. 
 
Further complicating the picture is Italy, the Eurozone’s third-largest economy and the second-most-
indebted after Greece (based on debt-to-GDP measures).  Though the Italian government has publicly 
committed to remaining in the European Union, frictions began to build after the recently-elected Italian 
government’s inaugural budget breached the EU limits on debt for its member countries. This led to the 
first ever rejection of a national budget by the EU’s fiscal authority.   
 
We believe economic growth in the Eurozone will be weak in 2019, even if some of the political challenges 
begin to dissipate.  In addition to the challenges outlined above, we expect tighter monetary policy in 
Europe as the European Central Bank moves towards a less accommodative stance.   
 

Japan  
 
Any possible slowdown in China, a key recipient of Japanese exports, is 
a meaningful risk to Japan’s economy in 2019.  The 90-day truce 
between the U.S. and China could provide some temporary relief, but 
future trade-related headwinds are likely to persist. 
 
We will be closely monitoring the Japanese Yen in 2019.  The Yen saw 
the greatest appreciation compared to all major currencies when viewed 
against the U.S. dollar in 2018 (in fact, it was the only major currency to 
appreciate versus the U.S. dollar in 2018).  A stronger Yen has a negative 
effect on Japanese exports, as Japanese goods become more expensive 
in comparison to other countries.  

 
Because of its current status as a safe haven currency, amid the heightened global equity market volatility 
during the 4th quarter of 2018, investors moved into the Yen.  If recent history repeats itself, any signs of a 
weakening Yen in 2019 would be an indication of a “risk-on” scenario for global equity investors, in 
particular. 
 
Along with Japan, the United States and 10 other nations around the Pacific Rim had originally agreed to a 
wide-ranging trade agreement known as the Trans-Pacific Partnership (TPP) in early 2016.  The Trump 
Administration withdrew from the deal shortly after President Trump entered the Oval Office.   
 
Accordingly, the U.S. is now focused on reaching bilateral deals with trading partners in the Pacific Rim 
including Japan.  With the United States being Japan’s second largest trading partner, any proposed future 
auto tariffs imposed by the U.S. would pose a direct risk to future Japanese growth. 
 
Japan grew by 1% in 2018, and we expect GDP to come in around that same level in 2019.  With the Bank 
of Japan continuing to be accommodative regarding monetary and interest rate policy, the biggest 
challenge for Japan’s economy could be external factors that affect Japanese exports.   
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Maintaining Global Diversification 
 
Foreign equity markets dramatically underperformed the U.S. market in 2018.  Developed international 
markets on average lost 13.4% of their value and Emerging Markets dropped by 14.2%.   
 

While U.S. stocks have outperformed foreign equities over most of the 
current bull market, it is important that investors resist the temptation 
to abandon completely their international positions. The Wall Street 
Journal recently noted that the U.S. was among the worst-performing 
stock markets worldwide in the 1970s and the 2000s; it also earned 
lower returns than the average international market in the 1980s. 
 
Over the 10 years ended in December 1986, international stocks 
outperformed the U.S. by an average of 6.2 percentage points 
annually; even over the decade through December 2007, U.S. stocks 
lagged the rest of the world by an annualized average of 3.1 
percentage points. 
 
Weak performance from foreign equities in 2018 has created 

compelling valuations overseas when compared to U.S. equities.  While economic and political issues in the 
developed countries (as noted above) will continue to provide uncertainty for economic growth across the 
globe, we generally believe maintaining foreign 
exposures is prudent given the long-term nature of our 
strategies. 
 
We expect to see a weaker U.S. dollar in 2019 as the U.S. 
Federal Reserve achieves their “neutral” interest target 
and tighter monetary policy unfolds in Europe as the 
year progresses.   
 
This said, given the many uncertainties that currently 
exist, we are maintaining a neutral position regarding 
hedging currency risk,  even as we believe we will likely see a reversal of the strong dollar trend from 2018.   

 
While no one can definitively say when relative performance might once 
again favor foreign equities, history would seem to indicate that periods 
of underperformance are eventually followed by periods of 
outperformance.   
 
While U.S. economic activity remains strong, should U.S. growth merely 
slow relative to other economies stock markets elsewhere in the world 
could catch up to the S&P 500. 
 
In general, despite the many obstacles and setbacks that are certain to 
occur along the way, we are cautiously optimistic that positive trade 
developments will occur in 2019.   
 
Trade deals will eventually lead to greater clarity for corporate decision 
makers, as well as greater confidence for equity investors. 
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Strategist’s S&P 500 Targets 
 
Coming into 2019, Wall Street strategists have an average year-end price target of 3,014 for the S&P 500.  
Based on the S&P’s closing level for 2018, the average 2019 target translates into a gain of better than an 
impressive 20%.   
 
This is considerably higher than the 6.7% gain originally predicted 
for 2018 a year ago.  Continued optimism about corporate earnings 
and a bounce from the deeply oversold conditions at the end of 
2018 fuel this relatively optimistic view.  There are just two firms 
that believe the U.S. equity market will gain less than 10% in 2019. 
 
Given recent concerns relative to slowing global growth, it is likely 
some analysts will soon revise their target numbers lower.  The 
table to the right shows the original forecasts as they stood coming 
into 2019. 
 
The second table below shows the average S&P 500 year-end price 
target of Wall Street strategists going back to the year 2000.  For 
each year, we list the analyst’s year-end price target and what that 
would have represented as a percentage gain. 
 

The S&P 500 year-end closing level is presented in the fifth 
column while the sixth column lists the actual percentage 
change for the S&P 500 for each year. 
 
The average expected gain in 2018 was +6.7% and the 
realized result for the year turned out to be a -6.2% 
decline.  To be fair, the S&P 500 performed quite well 
through the third quarter; rising nearly 17% for the year.  
At these levels, the S&P 500 was well ahead of ALL analyst 
forecasts for the year and less than 3% away from 
Clearwater Capital’s revised target.   
 
It is also interesting to note that the average forecasted 
gain for 2019 (+20%) is well above the average gain 
forecasted back to 2000.  Analysts are clearly focused on 
the historical precedent for good years following bad. 

  
Our forecast for U.S. equites in 2019 (2,900+) is slightly below the average and is based on our earnings 
projections and anticipation of only a modest multiple expansion as investors become more cautious 
relative to late cycle considerations.  Given the binary nature of the critical issues we face in 2019, we 
certainly acknowledge that the S&P 500 could exceed our initial forecast.  A comprehensive trade deal 
with China, for example, would serve as a significant catalyst driving equities higher.   
 
This Outlook 2019 report is constructive in nature, but cautiously so.  Until new information becomes 
available, we believe it is wise to allow this caution to restrain our optimism.  We hope the news flow 
breaks in a positive way and if it does, we will be very pleased to revise our expectations.   
 

Firm Target % Change
Deutsche Bank 3,250 29.6%
Canaccord 3,200 27.7%
UBS 3,200 27.7%
Bank of Montreal 3,150 25.7%
HSBC 3,150 25.7%
First Trust 3,100 23.7%
Citigroup 3,100 23.7%
JP Morgan 3,100 23.7%
Wells Fargo 3,079 22.8%
Barclays 3,000 19.7%
BTIG 3,000 19.7%
Goldman Sachs 3,000 19.7%
Scotiabank 3,000 19.7%
Bernstein 2,950 17.7%
Credit Suisse 2,925 16.7%
Bank of America 2,900 15.7%
Jefferies 2,900 15.7%
RBC 2,900 15.7%
Evercore ISI 2,900 15.7%
Stifel Nicolas 2,750 9.7%
Morgan Stanley 2,750 9.7%
AVERAGE 3,014 20.2%

Source - The Bespoke Report 2019

2019 Wall Street S&P 500 Targets
S&P 500 as of 12/31/2018:  2,506.85

Year
Prior 

Year's End
Average 
Target

Predicted 
Gain %

Actual 
Year End

Actual Gain 
%

2000 1,469 1,525 3.8% 1,320 -10.1%
2001 1,320 1,593 20.7% 1,148 -13.0%
2002 1,148 1,291 12.5% 880 -23.3%
2003 880 1,004 14.1% 1,112 26.4%
2004 1,112 1,169 5.1% 1,212 9.0%
2005 1,212 1,246 2.8% 1,248 3.0%
2006 1,248 1,348 8.0% 1,418 13.6%
2007 1,418 1,550 9.3% 1,468 3.5%
2008 1,468 1,632 11.2% 903 -38.5%
2009 903 1,078 19.4% 1,115 23.5%
2010 1,115 1,225 9.9% 1,258 12.8%
2011 1,258 1,371 9.0% 1,258 0.0%
2012 1,258 1,344 6.8% 1,426 13.4%
2013 1,426 1,534 7.6% 1,848 29.6%
2014 1,848 1,955 5.8% 2,059 11.4%
2015 2,059 2,233 8.5% 2,044 -0.7%
2016 2,044 2,216 8.4% 2,239 9.5%
2017 2,239 2,362 5.5% 2,673 19.4%
2018 2,673 2,854 6.7% 2,506 -6.2%
2019 2,506 3,017 12.8% ? ?

AVERAGE 9.4% 4.4%
Source - The Bespoke Report 2019, Standard & Poor's

Historical Strategist S&P 500 Price Targets
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Volatility, Valuations and Successful Investing 
 
Extreme market volatility can often appear random and is always exceedingly frustrating.  We have 
occasionally used the following analogy adapted from CNBC personality Josh Brown to help explain the 
relationship between the market and the economy. 
 

Imagine a woman walking her dog through Central Park.  The woman is holding a leash with a 
hyperactive Jack Russell Terrier on the other end.  Watch her, what is she doing?  She is walking 
at a comfortably moderate pace, taking normal steps, and going in a straight line.   
 
Now, let your eyes pan down to look at the hyperactive Jack Russell Terrier.  He is going crazy,   
chasing birds, darting back-and-forth, pausing to smell everything, and digging up clumps of 
mud. 
 
In this analogy, the dog is the stock market and the woman is the economy.  The dog represents 
the manifestation of hundreds of millions of people’s greed and fear with the volatile buying 
and selling of stocks.  The woman is the economy moving steadily along. 
  
Yet, because of that leash, the dog will eventually have to walk in the general direction that the 
woman walks.  The economy and the stock market are not the same; however, they are very 
connected.  They do not always act the same, even if they are walking in the same direction. 

 
This is a simple analogy and a potentially valuable mental shift for investors feeling panicky when the 
markets act up.  Market volatility becomes a little less scary when you picture this volatility as the random 
wanderings of a hyperactive puppy.  Just as a Jack Russell Terrier likes to run wild, the stock market 
occasionally exhibits similar types of random movement or volatility.    
 
The chart to the right depicts market volatility over 
rolling 30-Day periods.  Low numbers represent 
periods of calm while higher readings are typically 
associated with market turmoil.  Orderly market 
regimes (most recently 2003-2007, 2012-2014, 
and 2016-2017) are often followed by spikes in 
volatility (2008-2009, 2015, 2018) (Source:  A 
Wealth of Common Sense). 
 
Using the analogy above, occasionally the dog 
stops to sniff a bench while other times it is 
chasing butterflies.  We feel it is more productive 
to focus on where the lady holding the leash is 
going, rather than the erratic movement of the 
dog. 
 
Having a well-reasoned set of expectations is foundational to successful investing.  Investors should not 
expect positive returns every year.  In the 121 years since the Dow Jones Industrial Average (DJIA) was 
created, the index rose 66.1% of the time or about two-thirds.   
 
Investors seeking the higher total returns associated with equity investing must accept that the equity 
markets will produce negative results about one third of the time. 
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This consistency of the two-thirds up/one-third down pattern is further illustrated in the chart below.  This 
data lends itself to some interesting “what-if” questions. 

 
What if the market was up the previous year?  
About two-thirds of the time it will be up the next 
year. 
 
What if the market was down the previous year?  
About two-thirds of the time it will be up the next 
year. 
 
What if the market appears overvalued?  About 
two-thirds of the time it will be up the next year. 
 

Successful investing is not about avoiding rough years, it is about surviving them.  And, surviving rough 
years is a lot easier to do if one is not expecting painless growth year-after-year. 
 
While market swings are unpredictable, they are not unexpected.  Using history as a guide, we see that 
since 1945 the S&P 500 typically experiences a pullback of 5.0% to 9.9% once a year, a correction of 10.0% 
to 19.9% every 2.8 years, and a bear market decline of at least 20% every 4.7 years. 
 
While market corrections are always painful in the moment, history shows the importance of staying 
invested.  The table below shows the 25 worst quarterly returns for the S&P 500 and the performance 
that typically follows (Source:  Plancorp, Bloomberg). 
 
The fourth quarter of 2018 was certainly one of these 
“worst” quarters; however, history offers some 
encouraging data.  The average return in the year 
following the worst quarterly declines was +19.51%.   
 
Over the next 3 and 5 years the S&P 500 averaged annual 
returns of +9.75% and +10.22%, respectively. 
 
Unfortunately, down markets also bring out two 
powerful biases: Anchoring and Loss Aversion.   
 
With anchoring, investors tend to calculate a high-water 
mark for their portfolios and anchor to that number.  
Subsequently, any balance less than that high-water 
amount is regarded as a loss.   
 
Anchoring to a high-water mark also makes the decline feel more painful.  While the sell-off in the fourth 
quarter of 2018 amounted to a 19% drop in equity values from peak levels late in September to the lows 
on Christmas Eve, the market, as measured by the S&P 500, was down only 6% for the full year.    
 
The academic field known as behavioral finance teaches us a great deal about human tendencies when it 
comes to making investment decisions.  We have learned that the human brain dislikes losses about twice 
as much as it enjoys gains.  It is important for investors to keep this in mind during periods of elevated 
stress.  Selling into a volatile market can provide short-term relief from the pain, but can also come at the 
expense of long-term outcomes. 
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Powerful emotional and cognitive biases work to wreak havoc on our portfolio.  While we may plan for 
the long-term, we have to live in the short-term.  Investors must do everything possible to avoid making 
important investment decisions based on emotion alone. 
 
By the end of 2018, market valuations had fallen to the most attractive level in the last 5 years (14.4x 
Forward P/E) and well below the 25-year average (16.1x Forward P/E).  See chart below.  With stocks on 
sale, this could be a great time to put additional capital to work.   
 

 
Source:  FactSet, FRB, Robert Shiller, Thompson Reuters, JP Morgan Asset Management 
 
Cullen Roche of Orcam Financial Group puts it this way: 
 
“The stock market is the only market where things go on sale and all the customers run out of the store.”   
 
Given historical trends, long-term investors having planning horizons measured in many years (versus 
weeks or months) should feel fairly confident that stock prices will be higher when money is needed and 
equities are sold.  The simple table below underscores the importance of time horizons.  Daily market 
activity can resemble gambling while long-term results are more predictably positive.  Only by staying 
invested for the long-term can an investor shift the odds significantly in their favor. 

 
Granted, seeing portfolio balances dip below a 
recent high-water mark is difficult.  For the 
disciplined investor, it helps to remember the 
number of shares owned has not changed.  Only the 
value has changed, often temporarily.   
 
Long-term investors are wise to not flee the store 
when stocks go “on sale”.  Rather, disciplined 
investors should see market weakness as an 
opportunity to add, or hold, good investments.   
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In addition to working with an experienced team of advisors knowledgeable in the disciplines of portfolio 
construction and economic cycles, it is thought that there are three potential advantages when it comes 
to investing.  Having clarity regarding the playing field allows one to benefit from the only market edge 
consistently available to individual investors.   The three theoretical advantages are: 
 

 Technological Edge – processing power and execution speeds 
 Active Management Edge – individual security selection and market timing 
 Behavioral Edge – a long time horizon and rational participation 

 
Technological Edge – The Short Game 
 
High frequency trading firms focus on the technological edge.  These trend following firms do not try to 
accumulate positions for long-term returns.  Rather, they measure holding periods in hours, minutes or 
even seconds using market-timing algorithms.  They spend significant amounts of money to increase 
speed by co-locating servers on exchanges and setting up microwave towers to network over long 
distances.  The pace (and cost) of this highly competitive landscape is astounding; leading to low margins 
and the need for an incredibly high volume of algorithmic trades.  These platforms feed on market 
instability and their trading activity can exacerbate market volatility.  Individual investors with legitimate 
long-term objectives must remember that they are never playing this game. 
 
Active Management Edge – The Low Probability Game 
 
Active managers work to exploit a perceived informational advantage.  They seek access to large amounts 
of data and attempt to create value by diagnosing and investing uniquely through market timing and/or 
security selection.  Their goal is to “beat the market”.  Unfortunately, the empirical evidence does not 
support the perception that active management consistently adds value.  Every year we closely monitor 
the S&P Indexes vs. Active Report (SPIVA) and every year we see similar results: the vast majority of active 
managers are unable to beat their comparative index.  This is especially true over longer periods.  The 
SPIVA data drives home how difficult it is to have an analytical edge in the market (readers may Google 
“SPIVA” to read the latest report). 
 
Active management is heavily advertised and promoted by the Wall Street firms that generate high 
investment management fees from this approach.  Given the high costs and poor documented outcomes, 
individual investors are wise to judiciously contemplate the role active management should play within 
their investment strategies.    
 
Behavioral Edge – The Long Game 
 
Clarity, conviction and commitment (Clearwater C3) promote rational judgement throughout market 
cycles.  Having clarity regarding priorities, conviction for an intelligent long-term strategy, and a 
commitment to stay the course, even through periods of elevated volatility, allows an investor to capture 
the above average returns associated with risk assets.  A systematic asset allocation strategy buys what is 
down and sells what is up, in accordance with the proper risk exposure.  The quickest way to forfeit the 
behavioral edge is by believing it is possible to “beat the market” by focusing on the wrong game.  Market 
timing and rapid trading are problematic because they require the investor to be sequentially right: 
knowing when to buy and when to sell – repeatedly.  Active security selection presumes an ability to 
exploit important information that all other market participants have over looked. 
 
A disciplined approach to the market using a behavioral edge allows individual investors to focus on 
variables they can control and avoid becoming ensnared in the wrong game. 
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Conclusion 
 
Just one year ago we had a decidedly constructive view on the U.S. economy and believed strong 
fundamentals would translate into healthy gains for equity prices.  Last year we wrote: 
 

We see economic growth rising above 3% with the possibility we may see a 4% growth 
quarter in 2018.  
 
Our positive view of global economic growth in 2018 translates into what we believe will be 
the strongest and most broad based corporate earnings cycle in the last seven years.  Better 
government policies regarding corporate taxes and regulation will serve as an important 
tailwind that should help propel the global bull market forward in 2018, and likely 2019. 

 
When it comes to our expectations for the economy, it would have been hard to do much better.  The 
U.S. achieved the economic growth we had forecasted and corporate earnings surged by about 22% over 
the course of the year.  This marked the strongest advance in corporate earnings since 2010. 
 
Unfortunately, the strong fundamentals did not translate into equity gains as 2018 wound down.  A 
spike in volatility and an ugly correction in the fourth quarter wiped out what was promising to be a very 
good year for investors.  Calendar year 2018 became the first ever to end in negative territory after 
registering positive results for each of the first three quarters.  At the S&P 500’s high water mark, stocks 
were less than 3% from reaching our revised target for the year. 
 
Our Outlook 2018 report also included this observation: 
 

With the anticipation of accelerating economic growth, we must recognize that two 
important factors are shifting as we contemplate the investment environment for 2018. 
These factors are inflation and monetary policy.  Inflation is likely to rise moderately in the 
coming year and the Fed will be forced to effect further tightening activity.  The key question 
here will be how fast either of these factors develop.     

 
Here again our thoughts proved to be on target.  Inflation had risen to 2.5% by the middle of the year and 
the Fed aggressively raised rates on four separate occasions.  Fear that the Fed was moving too fast in 
part triggered the fourth quarter sell-off.  Now that the Fed has moderated their stance on achieving a 
“neutral” level of interest, the markets have attempted to stabilize and we turn our attention to 2019. 
 
Recently, we have seen two themes promoted in the public discourse: first, the economy is going to 
overheat and cause inflation and second, the economy is slowing and the Federal Reserve should not raise 
interest rates.  It would seem that these scenarios are diametrically opposed to one another and cannot 
exist at the same time.  Either the economy is on sound footing, or it is not. 
 
This represents the binary nature of several critical factors shaping 2019.  Does the U.S. achieve some 
sort of satisfactory trade deal with China?  Does the U.K. orchestrate a graceful exit from the European 
Union?  Does the political discourse in Washington DC become less dysfunctional?  Will the U.S. realize 
progress on the denuclearization of the North Korean peninsula?  Will geopolitical tensions across the 
globe be resolved diplomatically?  And, we could go on.  
 
Any one of these issues has the potential to generate positive, or negative, surprises.  The optimist in us 
hopes for positive developments, but uncertainties abound.  An otherwise encouraging fundamental 
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backdrop for 2019 could quickly unravel should any one of these binary situations turn south.  Likewise, 
meaningful economic developments could emerge if favorable progress on these issues were to 
materialize.    
 
Recognizing that these issues are impossible to predict, we are keeping our optimism relative to solid 
economic fundamentals in check.  We do not believe the U.S. economy is in imminent danger of tipping 
over, yet we are uneasy over the magnitude of hazardous situations to be resolved in the year ahead.  
Accordingly, we will be watching developments very carefully and revisiting the risk profiles within our 
portfolio strategies.  Almost certainly, we will be making adjustments along the way.     
 
Calendar year 2019 will likely see an increased focus on the growing late cycle characteristics of the U.S. 
economy.  We will be watching for tightness in the labor markets, rising inflation, contracting corporate 
profit margins, further spikes in volatility, and a flattening of the yield curve.  These are all late cycle 
developments that must be carefully monitored.  Eventually we will need to become more defensive in 
our portfolios.  For now, we expect the current U.S. expansion will go on to become the longest on record.   
 
We remain constructive in our perspectives for 2019.  We currently see no systemic imbalances and no 
excessive central bank tightening.  Much of the risk associated with the challenges we face appears to 
have been priced into the markets during a difficult correction in late 2018.  This creates the potential 
for positive surprises and underscores our baseline conclusion that 2019 should be a good one for 
investors.  Without clearer signs of deteriorating fundamentals, we think it is too early to position for a 
recession, or even a downturn in corporate earnings. 
 
Over the years, we have worked hard at developing and maintaining an independent perspective relative 
to the world economy and the capital markets.  We focus our attention on the fundamentals and try to 
screen out noise and emotions.  Last year our disciplines produced highly accurate expectations for the 
economy that did not translate into favorable market returns at year end.  We are reminded that the 
stock market can, at times, deviate in remarkable ways from the real economy. 
 

Thank You  
 
Proper wealth management demands a sound framework for decision-making.  As new information 
becomes available, our thesis will most certainly be adjusted throughout the year.  Please know we will 
work tirelessly to maintain relevant perspectives.  There is no substitute for hard work, insight, planning, 
and action in pursuit of unambiguous goals.  By establishing a working thesis for the economy and 
markets, we have confidence that we will be better equipped to respond to the various twists and turns 
coming our way. 
 
We take nothing for granted, and we strive to construct judgments that are supported by data and logic.  
Given the diligence with which we approach this challenge, we have genuine confidence the conclusions 
presented in this year’s Outlook 2019 report will again prove valuable.   
 
Thank you for taking the time to review our perspectives and forecasts.  We look forward to a prosperous 
2019 and are deeply grateful for the many relationships of trust and commitment we share with our 
clients. 
 
Clearwater Capital Partners 
January 2019 
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About Clearwater Capital Partners 

Clearwater Capital Partners (CCP) is an independent Registered Investment Advisor registered with the Securities and 
Exchange Commission (SEC).  The firm was founded in 2006, by John Chapman, as a locally owned, privately held 
professional services firm.  The firm provides comprehensive wealth management services to successful individuals and 
families through its Private Client Practice.  The firm’s Institutional Advisory Group offers a suite of professional services to 
businesses, non-profit organizations, foundations, and ERISA governed retirement plans.   
 
Our services are designed to help simplify the increasing demands and complexities related to making sound financial 
decisions.  As an independent advisory firm, we embrace the fiduciary responsibilities we have for our clients and are at 
liberty to deliver solutions we believe best reflect their unique needs. Our professional services are provided in accordance 
with our core beliefs and always with the utmost discretion and confidentiality.  
 
We believe that the firm’s only allegiance is to our client. We do not represent the interests of any financial institution, 
brokerage firm or portfolio manager. We believe that the only valid wealth management strategy is one that accurately 
and objectively reflects the needs, preferences, and goals of the individual client.  
 
Wealth management is a process; one that takes place over long spans of time, and one that is best served through 
dedicated expertise, meticulous evaluations, and disciplined judgment.  Our process adheres to these precepts and seeks 
to create an intelligent framework for consistent and rational decision making. 
 
Our process, named Clearwater C3, is a consistent system for prioritizing goals and setting forth a course of deliberate action 
with deep commitment.  Our methods are focused each client’s most critical objectives and are designed to achieve 
congruity between values and actions. 
 
Wealth management firms vary widely in their philosophies and in the services they offer.  Clearwater Capital is dedicated 
to a well-organized process that places the client at the center of our business model.   We are uniquely qualified in the 
disciplines of wealth management, and our clients have entrusted us with the care of their most cherished ambitions.  In 
return, we endeavor to meet this privilege with diligence and accountability.  
 
We place a premium on commitment, objectivity and transparency.  We embrace the fiduciary duty we have for our clients, 
putting their objectives before all else.  Our independence allows us the freedom to develop world-class solutions - without 
interference or a proprietary product bias.  We serve in accordance with our core beliefs, and always with the utmost 
discretion and confidentiality. 
 
New client cases are reviewed and accepted by our firm upon referral only.  
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IMPORTANT DISCLOSURES  
 
The opinions presented are those of Clearwater Capital Partners and John Chapman, Chief Executive Officer and Chief Investment Officer, 
as of January 2019 and may change, without notice, as subsequent economic and market conditions vary.  
 
This material is presented as opinion and commentary.  It is not intended to be relied upon as a forecast, research or investment advice, 
and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy.  It is strictly intended 
for educational purposes only. 
 
The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by Clearwater 
Capital Partners to be reliable, are not necessarily all inclusive and are not guaranteed as to accuracy.  Past performance does not guarantee 
future results. There is no guarantee that any forecasts made will come to pass.   Reliance upon information in this material is at the sole 
discretion of the reader.  No investment or investment strategy is risk free.  
 
International investing involves additional risks, including risks related to foreign currency, limited liquidity, less government regulation 
and the possibility of substantial volatility due to adverse political, economic or other developments.  
 
The two main risks related to fixed-income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a 
corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will not be able to make 
principal and interest payments.  
 
Index performance is referenced for illustrative purposes only. You cannot invest directly in an index. The Dow Jones Industrial Average is 
owned by S&P Global, the S&P 500 is a registered trademark of The McGraw-Hill Companies, and The Russell 3,000 Index is maintained by 
FTSE Russell.  Because of their narrow focus, sector investing will be subject to greater volatility than investing more broadly across many 
sectors and companies. 
 
High yield/junk bonds (grade BB or below) are not investment grade securities, and are subject to higher interest rate, credit, and liquidity 
risks than those graded BBB and above. They generally should be part of a diversified portfolio for sophisticated investors. 
 
Municipal bonds are subject to availability and change in price. They are subject to market and interest rate risk if sold prior to maturity. 
Bond values will decline as interest rates rise. Interest income may be subject to the alternative minimum tax. Municipal bonds are federally 
tax-free but other state and local taxes may apply. 
 
Government bonds and Treasury bills are guaranteed by the US government as to the timely payment of principal and interest and, if held 
to maturity, offer a fixed rate of return and fixed principal value. 
 
The payment of dividends is not guaranteed. Companies may reduce or eliminate the payment of dividends at any given time. 
 
Nothing contained herein is offered as tax advice.  Please consult qualified professionals with any tax planning needs or tax questions you 
may have. 
 
Investment Advice offered through Clearwater Capital Partners a registered Investment Advisor.  Please consult with a qualified investment 
professional before investing. 
 
 
 



 

 
2800 W. Higgins Road – Suite 1025 www.ccpwealth.com ph 847-841-8650 
Hoffman Estates, Illinois 60169      fax 847-841-1866 

Investment Advice offered through Clearwater Capital Partners 
A Registered Investment Advisor. 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 


	01 - CCP Outlook 2019 - Cover Page
	02 - CCP Outlook 2019 - TOC
	03 - Outlook 2019 - Body
	04 - CCP Outlook 2019 - Back Page

