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Summary 

Our base case for 2019 is for the equity market to struggle to match its historic near double digit rate of return, and to 

likely underperform other lower-risk assets, particularly income generating securities, such as BBB or better rated 

corporate bonds.  Giver our expectations of mid-single digit returns for equities with increased volatility, earning that or 

better through yield generating securities we believe is a more prudent course of investment.  We also believe that with 

the return of market volatility that should persist into the year, value stocks may provide attractive risk-adjusted returns 

relative to the outperformance of growth stocks experienced over recent years. 

  

  

Current * Street Sixty Guilders

Economic Outlook Lower Than Street

Real GDP 3.2% 2.5% < 

Inflation (GDP Deflator) 2.3% 2.0% = 

Nominal GDP 5.5% 4.4% < 

* Current GDP data reflect 9-months annualized

Rates Outlook Slightly Lower Than Street

2 Year Treasury Note Yield 2.52% 3.20% < 

10 Year Treasury Note Yield 2.72% 3.30% < 

30 Year Treasury Note Yield 3.04% 3.00% = 

Credit Outlook Better Than Current

High Yield Index Yield 8.00% NE <

High Yield Index OAS 538 bps NE <

Equity Outlook Modest Upside, Elevated Volatility

S&P 500 Earnings Growth 8% NE 

S&P 500 Trailing P/E Ratio 19x NE < 

S&P 500 Forward P/E Ratio 17x NE NE 

VIX (Volatility Index) 25% NE NE 

Dividend Yield 1.99% NE NE 

S&P 500 Level 2506 NE 2600

S&P Total Return 6%

Note:  " = " Sixty Guilders expects value to equal street expectations

              " > " Sixty Guilders expects value to exceed street expectations

              " < " Sixty Guilders expects value to be below street expectations

Source: YCharts, Inc., https://fred.stlouisfed.org, Sixty Guilders Research, LLC

2019 Estimates



 

2018 Review: From Picking Tulips to Attack of the Lederhosen Zombies 

In our 2018 Outlook report, Strolling Through the Tulip Fields (http://www.sixtyguildersresearch.com/thematic-

research.php), we noted: 

 “The big risks to the 2018 outlook, in our opinion, don’t rest so much on the economic cycle, but 

rather the lofty valuations themselves coupled with extremely low volatility.  This low volatility 

implies complacency, as investors are used to assets only going in one direction, up.  The S&P 

options volatility index, the VIX, is currently trading at 10%.”  

“This “risk on” outlook we believe sets the stage for a potentially much more volatile financial 

markets as the year progresses.  Given the backdrop of full valuations and low volatility, we 

believe that in order to outperform beyond just this one year ahead, we will have to focus more 

on avoiding the pretty tulips that everyone is bidding up, and instead seek value among the 

weeds of the less followed paths of hybrid securities, old economy companies, and solid balance 

sheets.” 

This very low, by historical standards, volatility rewarded risk taking, since the downside risk was all but eliminated, 

mathematically at least.  Risk taking meant investors were more than complacent, we could even say greedy, in holding 

equities with a forward P/E multiple of almost 20x (for the S&P 500).  Today, roughly 12 months later, we see the price 

investors pay when volatility spikes at high valuation multiples.  As the accompanying chart shows, following our report 

last year, volatility had a major spike early in 2018, and more recently in the fall of 2018, leading to significant equity 

market corrections (see chart). 

 

S&P 500 Index and Volatility 

 
Source: YCharts, Inc. 

Until the market correction in the fall, equities appeared to had shrugged off or ignored the continued increase in 

interest rates.  As the Federal Reserve increased the Fed Funds rate by roughly 100 bps, 3 month LIBOR followed suit, 

http://www.sixtyguildersresearch.com/thematic-research.php
http://www.sixtyguildersresearch.com/thematic-research.php


 

albeit at a slightly delayed pace, particularly during the mid-year Fed Funds rate increase, which may have contributed 

to market apathy to Fed’s actions (see chart).   

 

Fed Funds Rate and 3 Month LIBOR  

 
Source: YCharts, Inc. 

As the equity market started responding to higher market rates in the fall, global trade tensions began to rise (read: 

trade wars), and election-cycle political discourse took center stage.  With this backdrop, what for the first nine months 

of the year had been a market that could see no evil, practically overnight transformed into fear of everything.  Just like 

the near-apocryphal movie, Attack of the Lederhosen Zombies (IMDB rating 4.5) where distinguishing between local 

drunkards and zombies becomes a real challenge, investor emotions still raw from the 2008 financial crisis, we believe 

have caused most investors to sell first, ask questions later, rather than wait around to gauge whether the current 

pullback is a healthy revaluation of a late cycle rally, or the beginning of the imminent collapse of the post-QE world we 

have been living in for the last 10 years. than in more traditional late stage economic cycles.  As a result, we believe the 

US equity market has now priced in an imminent recession which we believe is not likely to occur this year, and which its 

eventual arrival may be a more moderate one than what may be currently anticipated. 

The S&P posted a negative 4.4% return in 2018, far better than the Russell 2000’s negative 11.0% return, and a negative 

14.5% return for emerging markets (MSCI EM index).  By comparison, on the credit side, Investment Grade bonds were 

down 2.4% and High Yield was down 2.1%.  One of the worst performing ratings categories was actually the BBB 

corporate sector, down 2.8%, which we believe offers opportunities in 2019. 

 

  



 

2019 Outlook: Windy Road Ahead, Yield before Equities 

Most economist expect continued economic growth in 2019, albeit at a more modest pace of around 2.5%, versus over 

3% in 2018.  Yet, with the S&P posting a 14% correction since late September, the market appears to be pricing 

something significantly worse.  On one hand, the market is trying to price in approximately two Fed Funds rate increases 

for the year (down from as many as four previously expected), which implies continued domestic economic expansion.  

But, the market correction of the last few month is, in our opinion, now discounting a full recession, not just a 

decelerating growth rate.  This ambiguity has for now propped of the value of the one asset that could benefit from 

either higher relative interest rates or increased global economic risk/uncertainty in the one market (the US) that had 

been a driver of global growth; namely, the US dollar.   

US Dollar Index 

 

Source: YCharts, Inc. 

The US Dollar Index appreciated roughly 6% from its lows in early 2018, and has recently maintained these gains.  We 

view the dollar strength as an indication of the US’s continued better relative global position, and as a result continue to 

have a domestic-bias focus in seeking investment opportunities.   

 

Within the US, and given the uncertain backdrop with increased volatility, we are particularly attracted to income 

generating investments.  The US Investment Grade index widened by more than 0.5% in 2018 to more than 155 bps, 

while the High Yield index now is at a roughly 8% yield-to-worst (see chart on next page).  Since the financial crisis, high 

yield has experienced two major corrections, with yields reaching 10%, the most recent of which (in 2016) reflecting the 

carnage in the oil & gas sector.  The current selloff may not be fully done, but we believe that with proper due diligence, 

a portfolio of income generating securities (both fixed and floating) could provide the best risk-adjusted return in 2019.  

Expected default rates continue to be quite low (less than 2.5% in 2019 according to Moody’s), and in absence of an 

economic shock, we believe the high yield asset class is approaching an attractive risk/reward level. 

  



 

BofAML US High Yield Master Index 

 
Source: fred.stlouisfed.org 

 

Single A and Triple B Corporate Bond Indices Option Adjusted Spreads (shown as percentages) 

 
Source: fred.stlouisfed.org 

For those without the stomach for below investment grade risk, we also find value in the single A and triple B ratings 

category.  Similar to high yield, investment grade bonds have also sold off, as can be seen by the accompanying chart.  

Given the increased volatility in the equity markets, we believe the relative appeal of income generating securities will 

become more apparent, particularly as decelerating growth is likely to temper the animal spirits of risk taking. 

As always, we thank you for your interest and support, and welcome all questions and suggestions. 

 

 

Dimitri Triantafyllides, CFA 

(704)968-9074 

Sixty Guilders Research, LLC 
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