CAPITAL MARKETS OUTLOOK:
NOVEMBER 2018

OCTOBER’S SELL-OFF—WHAT HAPPENS NEXT?
The US market fell 6.8% in October, giving back much of the positive performance from the first nine months of the year. Higher
interest rates catalyzed the sell-off, but other worries around future profit growth and market leadership caused additional
uncertainty. The confluence of these events disrupted the calm environment to which investors had become accustomed. Now the
question is whether stocks are headed for a prolonged down market. While we believe this elevated volatility may be with us for
some time, the fundamentals are not weakening to the degree that would suggest markets will get meaningfully worse (Display 1).
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GETTING HIT FROM MANY FRONTS
The recent rapid 40-basis point increase in interest rates—the
10-year Treasury went from 2.8% in August to 3.2% this month—
caught investors unaware. The concern is that higher rates lead
to greater borrowing costs, which can slow economic growth—
particularly economic growth that has benefited from abnormally
low interest rates for years. Now investors are dealing with the
repercussions of the higher-rate environment and reassessing
the path of rates in the coming year. This uncertainty initiated last
month’s market volatility.
Falling US earnings growth expectations for 2019 are also
impacting the market. Consensus estimates are for 10%
earnings growth in 2019, which follows this year’s more than
20% growth—growth that largely benefited from tax reform.
But now the market is considering whether we may need to
assume a greater deceleration as there has been some cautious
commentary from companies during the third-quarter earnings
reporting season.

Specifically, weakening demand and higher raw material costs
have begun to hurt earnings forecasts for some companies, and
we wouldn’t be surprised to see more cautious comments over
the coming quarters. Recent reports from US-based companies
are showing the beginnings of trade-related issues. For example,
companies in varied industries have called out slower China
sales, while others noted raw material cost pressures because
of tariffs. Still others remarked that inflationary pressures from
wages, transportation, and other input costs were likely to weigh
on current and future profit growth.
The last catalyst we’d point to as a cause for the sell-off is the
rotation away from the recent market winners. Over the last
few years, large technology stocks led the US market higher—
particularly the high-growth FAANG stocks (Facebook, Amazon,
Apple, Netflix, and Google). Yet, in October, the reverse occurred.
There has been a rotation out of these names, into more valueoriented stocks. Much of the selling is a result of profit-taking
from such strong winners, but we’d also highlight high valuations
and earnings concerns.
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WILL THE FED PAUSE?

Display 2

This recent volatility has investors wondering if the Fed will stray
from its stated rate-hiking course, so they don’t unnecessarily slow
the economy when the stock market is under pressure. It’s our belief
that they will remain on their current path. We expect one rate hike
in December and four more next year. There are two main reasons: a
solid economy and modestly rising inflation.

Year-over-Year Percent Change

The US economy continues to be solid; the initial reading for third
quarter GDP was 3.5%, which was stronger than consensus
estimates, signaling strong growth, although slower than the 4.2%
from the second quarter. At the same time, inflation, while still under
control, has been increasing this year. The September consumer
price index (CPI) reading indicated inflation of 2.3%, above the 2%
Fed target (Display 2). Today with little slack in the economy and
inflation above the target, we believe the policy makers will remain
on course by raising rates each quarter through the end of 2019,
despite the current elevated market volatility.

STAY THE COURSE
Unfortunately, these crosscurrents lead to investor uncertainty,
and that’s why we’re experiencing heightened market volatility.
But in our opinion, as long as the underlying economy is sound, as it
is today, we don’t believe this is the start of a sustained downward
market.
As the market goes through this adjustment and volatility remains
high, it’s understandable that investors are jittery. As we’ve said
many times in the past, though, trying to time a market sell-off
or bottom rarely works. Instead, we recommend sticking to the
long-term plan and asset allocation agreed with your financial
advisor. But staying the course does not mean doing nothing—
we attempt to tactically adjust our positioning in anticipation of
severe market moves as well as to take advantage of market shifts
that are unwarranted or exaggerated.
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Past performance is not necessarily indicative of future results.
There is no guarantee that any estimates or forecasts will be realized.
US stocks are represented by the S&P 500 Index; international developedmarket stocks by the Morgan Stanley Capital International (MSCI) EAFE Index of
developed markets in Europe, Australasia, and the Far East; emerging-market
stocks by the MSCI Emerging Markets Index; municipal bonds by the Lipper
Short/Intermediate Blended Municipal Fund Average; taxable bonds by the
Bloomberg Barclays US Aggregate Bond Index; hedge funds by the Hedge Fund
Research Inc.’s (HFRI) Fund of Funds Composite Index; commodities by the MSCI
ACWI Commodity Producers Index; global real estate by the FTSE EPRA/NAREIT
Developed Index. An investor cannot invest in an index. These figures do not
reflect the deduction of management fees and other expenses an investor would
incur when investing in a fund or separately managed portfolio. See “Information
About MSCI” at the end of this report.
*September 30, 2018
Source: Bloomberg Barclays, FTSE, HFRI, Lipper, MSCI, S&P, and AB
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Information About MSCI
MSCI makes no express or implied warranties or representations, and shall have no liability whatsoever, with respect to any MSCI data contained herein. The MSCI
data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report has not been approved, reviewed, or
produced by MSCI.
Note to All Readers
The information contained herein reflects, as of the date hereof, the views of AllianceBernstein L.P. (or its applicable affiliate providing this publication)
(“AllianceBernstein”) and sources believed by AllianceBernstein to be reliable. No representation or warranty is made concerning the accuracy of any data compiled
herein. In addition, there can be no guarantee that any projection, forecast, or opinion in these materials will be realized. Past performance is neither indicative
of, nor a guarantee of, future results. The views expressed herein may change at any time subsequent to the date of issue hereof. This material is provided for
informational purposes only, and under no circumstances may any information contained herein be construed as investment advice. AllianceBernstein does not
provide tax, legal, or accounting advice. The information contained herein does not take into account your particular investment objectives, financial situation,
or needs, and you should, in considering this material, discuss your individual circumstances with professionals in those areas before making any decisions. Any
information contained herein may not be construed as any sales or marketing materials in respect of, or an offer or solicitation for the purchase or sale of, any
financial instrument, product, or service sponsored or provided by AllianceBernstein L.P. or any affiliate or agent thereof. References to specific securities, if any,
are presented solely in the context of industry analysis and are not to be considered recommendations by AllianceBernstein. AllianceBernstein and its affiliates
may have positions in, and may effect transactions in, the markets, industry sectors, and companies described herein.
The [A/B] logo is a registered service mark of AllianceBernstein, and AllianceBernstein® is a registered service mark, used by permission of the owner,
AllianceBernstein L.P.
This document is provided for informational purposes only, reflecting prevailing market conditions and our judgments as of the date indicated herein. Opinions and
estimates may be changed without notice and involve a number of assumptions that may not prove valid. Neither this document nor any of its contents may be used
for any purpose without the consent of AllianceBernstein.
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