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The Federal Reserve is expected to
slow its pace of interest rate hikes
next year, while fiscal policy should
remain supportive of economic and
profit growth. Uncertainty regarding
trade policy remains a risk, although
we expect an eventual resolution.

Market volatility will likely persist in
2019, as investors digest the many
forces impacting the economy, interest
rates, and corporate profits. Focusing
on the fundamentals and remembering
the importance of diversification will

be key to navigating any volatile times.

New for 2019:

Despite periodic slowdowns, business
spending was solid in 2018 and

is expected to remain so in 2019.
Business spending remains a key
factor supporting economic growth

as we look for this cycle to elongate.
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Superior economic and profit growth
and fiscal stimulus provide an edge over
developed international equities.

Economic growth tailwind and attractive
relative valuations compared with growth
may help buoy value stocks.

Solid economic growth may support
economically sensitive sectors.

Your book club may thank you for Strong growth, attractive valuations, and
these recommendations in 2019 potential U.S.-China trade agreement may
help emerging market equities outperform.
‘. ..............................................................................
i?” | !:P | Economic growth may help credit-sensitive
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incremental yield.

Yield benefit relative to rate risk remains
attractive among high-quality options.
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Tax reform benefits starting to fade and cycle
is aging, but domestic focus may help early
in 2019.

Offer some potential diversification while
avoiding the rate risk of long-term bonds.

Still potentially attractive for strategic
C |. A S S | C S investors, but high issuance, weaker
investor protections raise some concerns.

Don’t count out these timeless tales; :
) ) May be supported by further economic
these_mveStmentS should pl’O\_/IdG growth, but we prefer a combination of
a solid background to portfolios equities and high-quality bonds.

U.S. DEFENSIVE Less economically sensitive sectors may
sTtocks  offerlower return potential amid solid
economic and profit growth.

After a sustained period of strong
performance compared with value, the
growth stock rally may be due for a pause.

[] U '|' (] F P R | N '|' DEVELOPED  Growth in Europe has slowed while political
INTERNATIONALSTOCKS  challenges are rising.

GROWTH STOCKS

Might have to wait for i DEVELOPED  Valuations remain very rich and declining
the next edition; these . _ INTERNATIONAL  central bank accommodation may create
investments aren’t e BONDS  a challenging environment.

gaining traction yet —_— ) LONG-TERM HIGH-  With rates expected to rise, the
: QUALITY BONDS diversification benefit does not adequately
compensate for added rate sensitivity.
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Preface;

Focusing on What Matters

AFTER NEARLY 10 YEARS of witnessing the U.S. economy and

stock market recover—and thrive—investors are starting to wonder

if we've seen all this expansion and bull market have to offer. Despite
the market weakness we saw at the end of 2018, at LPL Research we
expect the U.S. economy to grow in 2019 and support gains for stocks.

Given we are a decade in and likely nearing the end of the cycle,
however, it is a good time to start thinking about what the next phase
for the economy and markets may look like. The intention here is not
to start worrying or assuming the worst, but to remind ourselves that
slowdowns and declines—even recessions and bear markets—are a
normal part of our market cycle. And even more importantly, if we're
prepared for any downturns, we can be better positioned to weather
any challenges that may be ahead.

That's where Outlook 2019: FUNDAMENTAL comes in—because we
could all use a handy guide when it comes to this market environment.
We're here to make sure you're prepared for what may be around the
corner, or further down the line, and help you through it all.




Why You Need
This Book

As investors, we have all acquired a certain amount
of experience with everything the economy, markets,
and news headlines may throw at us. So we know
that market declines are normal. We know that we'll
eventually have a bear market. And we know the
economy may slide into a recession before it can pick
back up again. But there's a big difference between
knowing something and actually going through it.
Actually feeling it. As we also know from experience,
these declines don't feel good.

The good news is, there are a few strategies to help
us navigate those potentially difficult environments:

FIGHT THE IMPULSES. There's a long history of many
investors selling near the bottom. It can be difficult
to fight that urge, but a sensible plan that's realistic
about risk can help you stay on course. There's a
natural tendency to overestimate risk tolerance when
risk is low. A realistic assessment can make it easier
to navigate challenging periods.

BLOCK OUT THE NOISE. The 24-hour news cycle is
aimed at creating an emotional response that will
keep the audience tuning in. Not getting caught

up in the news cycle and having sources that help
provide perspective can make it easier to avoid costly
decisions driven by strong emotions.

depend on corporate earnings growth. If you believe
that companies will continue to grow earnings, you
implicitly believe that stocks are likely to rise in the
long term.

This final point is arguably one of the most
important, and one we'll continue to emphasize
throughout this edition. Our conviction in the
fundamentals supporting the economy and
corporate profits is driving our forecasts for solid
GDP growth and positive stock returns. Yet, many
positive fundamentals could be pressured by
threatening issues such as trade, monetary policy,
or global politics. As a result, we do expect to see
more volatility, and continue to encourage suitable
investors to embrace that volatility for its potential
opportunities, rather than fear it. By managing
our emotions and staying in tune with market
signals, we can position ourselves for any
market environment.

THIS BOOK

Divided into four broad chapters, a foldout
infographic, and interspersed with helpful
sidebars, FUNDAMENTAL: How to Focus on
What Really Matters in the Markets presents
our expectations and guidance for 2019in a
way that's easy to digest. Be on the lookout
for these other elements as you read:

LET'S RECAP: These boxes provide a high-
level summary of what we saw in 2018.

BREAKING IT DOWN: These sections
present our forecasts for bonds and stocks.

HOW TO INVEST: Our high-level
investment recommendations based
on our expectations.

WHAT IF...: We also present a few of

our unexpected scenarios—while these
don’t represent our base case, we offer
some situational details and consequences
in the event of a surprise.

CHAPTER SUMMARY: We wrap it all up

The 2019 edition of LPL Research’s Outlook
provides you the actionable tips and
investment recommendations you can

use in 2019 and beyond. This, together
with the valuable guidance of your trusted
financial advisor, can ensure that you stay
on the right track as you seek to reach
your long-term goals.




