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GLOBAL EQUITY OUTLOOK 2019 

 

The potential hangover from the monetary binge of QE continues to weigh on global equity markets as we head towards 2019. 
The turning of the calendar will do little to change this. Politicians have generally done little to help either. Irrespective of these 
risks, our focus remains to seek companies that deliver superior returns over the longer term, and we do this by picking 
companies that meet our Future Quality criteria. 
 
Markets are – as ever – expending a lot of effort Fed-gazing in an attempt to work out how much US interest rates are likely to go 
up over the next 12 months. As bottom-up investors, we have no strong view, though we suspect that the majority of tightening 
has already taken place. Mortgage rates are ticking higher, the stimulative effect of US tax cuts will wear off next year and – 
despite this stimulus – inflationary pressures still appear relatively well contained.  
 
Regardless of the future path of rates, the market has lost its mojo – particularly if you exclude the Information Technology sector. 
This has been the case ever since the Fed started to trim its balance sheet. 
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Part of the problem for global markets has been the divergence in economic momentum between the US and its trading partners 
in the second half of the year. This has doubtless been partly driven by short-term phenomena, including US tax reforms, at 
exactly the same time that China is deleveraging and Europe remains beset by political problems. Part of this also speaks to 
confidence levels regarding the ultimate ‘winners’ of any trade war. 
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Figure 2: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Bloomberg 

 
Foreign exchange markets have been quick to reflect the differing activity levels noted above and the likely expected path of 
interest rates. As a result, the USD has continued to rally. The resultant increased cost of US exports has drawn a predictably 
aggressive response from President Trump’s Twitter account, commenting that he sees the Fed as “a much bigger problem than 
China.” Developing economies with USD denominated debt likely aren’t enjoying this much either.  
 
European politics have proven an unwanted source of uncertainty this year – impacting consumer and corporate confidence, 
even though employment remains reasonably firm and balance sheets relatively strong. Brexit, German politics, disquiet over 
French reforms and the Italian budget saga remain sources of risk until the end of Q1 at the earliest.   
 
That is not to say that economic bust is inevitable, or even our base case – just because this economic expansion has lasted 
longer than most (shortly entering its 10th year). The well-known adage that bull markets don’t die of old age, but rather they are 
killed by the Fed, speaks to exactly where we are now. If the beneficial impact of tax breaks fades in 2019 and wage inflation 
remains restrained by rising participation rates, it is not obvious to us why Chairman Powell would want to raise interest rates 
above a neutral level, threatening growth in the US. If expected rate rises fail to materialise and the pressure from USD 
appreciation on some emerging economies eases, 2019 could still be a good year for equity markets. This would be particularly 
true if global trade fears recede and (arguably more fancifully) if Europe’s politicians could get their house in order.  
 
Irrespective of the economic situation, our focus remains looking for companies that fulfill our Future Quality criteria. For 
instance, ‘Quality of Management’ is a key attribute of the companies that we look for. At times like these, when the path 
between a slowdown in economic growth or an inflationary boom looks pretty narrow, tight control over your cost base and 
prudent capital allocation are imperative. Our recent acquisition of Danaher is a great example of these characteristics. 
Management here have a long track record of reducing costs and reinvesting the savings made in investments in research and 
development (to accelerate organic growth) or in acquisitions. The business also generates extremely strong cashflow and enjoys 
a strong balance sheet, both of which are critical late in the economic cycle. 
 
It is always important to separate cyclical factors from those that are more secular in nature and have a clear view of the relative 
valuation that you are willing to pay for these sources of growth. This is especially true where valuation multiples are elevated 
relative to history and investor positioning crowded. Despite profit-taking this quarter, the Information Technology sector 
remains the most glaring example. Our portfolio is only slightly overweight relative to the index, partly because of these 
considerations. History suggests that when the economic tide goes out on the cyclical parts of the sector, the performance 
impact can be significant, and we are seeing that play out in the semiconductor sector. We continue to prefer recurring revenue 
profiles on offer in software names like Red Hat, Microsoft and (to a lesser degree) Accenture.   
 
With economic expansion looking more threatened than in the recent past, wage costs rising and debt servicing becoming more 
pricy too, ‘doing more with less’ is becoming increasingly important. We continue to like companies whose products or services 
make processes more efficient as a result. Within Healthcare, for instance, we continue to like managed care organisation 
Anthem, which remains well placed to help deliver necessary reform in US healthcare, paying only for treatments that actually 
benefit the patient. In IT, Hexagon’s sensor technology and data management make construction much more cost effective. 
Finally, there is Ecolab, whose products are all about increasing the water and energy efficiency of their customers.     
 
As always, careful stock picking and a disciplined approach to valuation remain key for maximising returns across global equity 
markets. 
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Important Information 
This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution only under such circumstances as may be 
permitted by applicable laws. This document does not constitute investment advice or a personal recommendation and it does not consider in any way the 
suitability or appropriateness of the subject matter for the individual circumstances of any recipient.  
This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or participate in any 
trading strategy. Moreover, the information in this material will not affect Nikko AM’s investment strategy in any way. The information and opinions in this 
document have been derived from or reached from sources believed in good faith to be reliable but have not been independently verified. Nikko AM makes no 
guarantee, representation or warranty, express or implied, and accepts no responsibility or liability for the accuracy or completeness of this document. No reliance 
should be placed on any assumptions, forecasts, projections, estimates or prospects contained within this document. This document should not be regarded by 
recipients as a substitute for the exercise of their own judgment. Opinions stated in this document may change without notice.  
In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of future performance 
are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. The mention of individual stocks, 
sectors, regions or countries within this document does not imply a recommendation to buy or sell.  
Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided that nothing herein 
excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  
All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko AM is strictly 
prohibited.  
Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it intended for 
distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 368 Member Associations: The 
Investment Trusts Association, Japan/Japan Investment Advisers Association.  
United Kingdom and rest of Europe: This document constitutes a financial promotion for the purposes of the Financial Services and Markets Act 2000 (as 
amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United Kingdom (the FCA Rules).  
This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United Kingdom by the FCA (122084). It is 
directed only at (a) investment professionals falling within article 19 of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005, (as 
amended) (the Order) (b) certain high net worth entities within the meaning of article 49 of the Order and (c) persons to whom this document may otherwise 
lawfully be communicated (all such persons being referred to as relevant persons) and is only available to such persons and any investment activity to which it 
relates will only be engaged in with such persons.  
United States: This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments. This 
document should not be regarded as investment advice. This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. 
Any offering or distribution of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko 
Asset Management Americas, Inc. is a United States Registered Investment Adviser.  
Singapore: This document is for information only with no consideration given to the specific investment objective, financial situation and particular needs of any 
specific person. You should seek advice from a financial adviser before making any investment. In the event that you choose not to do so, you should consider 
whether the investment selected is suitable for you. This publication has not been reviewed by the Monetary Authority of Singapore. Nikko Asset Management 
Asia Limited is a regulated entity in Singapore.  
Hong Kong: This document is for information only with no consideration given to the specific investment objective, financial situation and particular needs of any 
specific person. You should seek advice from a financial adviser before making any investment. In the event that you choose not to do so, you should consider 
whether the investment selected is suitable for you. The contents of this document have not been reviewed by the Securities and Futures Commission or any 
regulatory authority in Hong Kong. Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.  
Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM Australia) is responsible for the distribution of this information in Australia. Nikko AM Australia 
holds Australian Financial Services Licence No. 237563 and is part of the Nikko AM Group. This material and any offer to provide financial services are for 
information purposes only. This material does not take into account the objectives, financial situation or needs of any individual and is not intended to constitute 
personal advice, nor can it be relied upon as such. This material is intended for, and can only be provided and made available to, persons who are regarded as 
Wholesale Clients for the purposes of section 761G of the Corporations Act 2001 (Cth) and must not be made available or passed on to persons who are regarded 
as Retail Clients for the purposes of this Act. If you are in any doubt about any of the contents, you should obtain independent professional advice.  
New Zealand: Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562) is the licensed Investment Manager of Nikko AM NZ Investment 
Scheme, the Nikko AM NZ Wholesale Investment Scheme and the Nikko AM KiwiSaver Scheme.  
This material is for the use of researchers, financial advisers and wholesale investors (in accordance with Schedule 1, Clause 3 of the Financial Markets Conduct Act 
2013 in New Zealand). This material has been prepared without taking into account a potential investor’s objectives, financial situation or needs and is not 
intended to constitute personal financial advice, and must not be relied on as such. Recipients of this material, who are not wholesale investors, or the named 
client, or their duly appointed agent, should consult an Authorised Financial Adviser and the relevant Product Disclosure Statement or Fund Fact Sheet (available 
on our website: www.nikkoam.co.nz).  
Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public to 
purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued 
to, or shown to the public generally.  
Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti Capital 
Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement or public offering is, 
therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public offering of the Strategy is being 
made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing or solicitation or inducement activities are being 
used to offer or market the Strategy in Kuwait.  
Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated by the 
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United Kingdom (the FCA Rules). 
This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever 
without a prior written permission from Nikko AME.  
This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or appropriateness of the 
subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is not treating that person as a client for the 
purposes of the FCA Rules other than those relating to financial promotion and that person will not therefore benefit from any protections that would be available 
to such clients.  
Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any time make 
purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or have provided significant 
advice or investment services in any investments referred to in this document or in related investments. Relevant confidential information, if any, known within 
any company in the Nikko AM group or Sumitomo Mitsui Trust Bank group and not available to Nikko AME because of regulations or internal procedure is not 
reflected in this document. The investments mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for 
all types of investors.  
Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by the Commercial 
companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an offer to sell, or the solicitation of 
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any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market law (issued by 
Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of whatsoever nature within the territory of the Sultanate of Oman.  
Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent investigation 
of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be reproduced, redistributed, or 
sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior written permission from Nikko Asset 
Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries regarding the Strategies should be made to Nikko 
AME.  
United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute, a public offer 
of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a limited number of investors in 
the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment in such Strategy, and (b) upon their specific 
request.  
The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any other relevant 
licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should not be given or shown to any 
other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).  
No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd. 
 
 
 


