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2018 RECAP
Volatility is back. In 2018, the markets were met with worries over trade disputes, a tightening labor market, rising interest rates and some 
vivid signs that the economic cycle may be nearing its end. While some of the major themes that emerged in 2018 were tough to anticipate, 
we did finish the year with most of the ideas we shared last year playing out as expected.

INVESTMENT PRODUCTS: • NOT FDIC INSURED • NO BANK GUARANTEE • MAY LOSE VALUE

1 Macquarie Group, October 2018.  2 Bank of America Merrill Lynch, November 2018.  3 Bank of America Merrill Lynch, November 2018. 
4 J.P. Morgan Securities, “Global Data Watch,” November 2018.
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Looking ahead, we expect downward earnings revisions, margin compression, tighter monetary policy and fading fiscal stimulus to challenge 
equity returns. Here are our five top ideas for 2019:  

Through the end of October, one thing was 
clear: Large-cap companies of higher quality 
and with lower risk outperformed their lower-
quality, higher-risk, small-cap counterparts. 
Drilling deeper, high-quality outperformed 
low-quality by 1.2% from January to October, 
and by a much wider 4.3% in October alone.3 
This is consistent with the factors that we expect 
to typically outperform in the late stages of 
an economic cycle when growth is still above 
average, but there are signs of slowing. Indeed, 
our economists expect U.S. GDP to grow at an 
above-average 2.4% in 2019—slowing from 
2.9% growth in 2018.4

Here were our themes: 

• Electric vehicle (EV) adoption would accelerate: While overall 
vehicle sales were flat to lower globally year-over-year, sales of 
EVs surged 74% in China and 109% in the United States through 
October.1 We expect this growth to continue.

• The shift to value-based healthcare would benefit managed-
care companies: This industry group outperformed the S&P 
500 by double digits through November as more people became 
insured and a split Congress made it more difficult to roll back 
Medicaid expansion. We think these insurers are well positioned 
in what’s likely to be a more challenging equity market in 2019. 

• A more balanced oil market: This also came to fruition, with 
markets actually moving into deficit for much of the year. 
Inventories were drawn to their seven-year averages, helping to 
lift prices as much as 27% from December through September. 

But as a surplus emerged on robust U.S. supply and still-present 
Iranian oil, prices collapsed. We expect oil to trade toward the 
bottom of the $60–$80 per barrel range this year.

• Challenges for the auto industry: Slowing sales, rising 
costs and tariff uncertainties weighed on the sector, which 
significantly underperformed the broader market. Growth in 
U.S. auto loans slowed measurably, and we don’t see much 
cyclical upside from here.

• Global capex would continue to rise: This idea did NOT play out 
as we thought. And as capex acceleration failed to materialize, 
so did the expected upside in commodities. But there was one 
bright spot: the intangible capex. Cloud capex for the biggest 
tech companies grew by 50% in 2018, a growth rate that will 
likely moderate in 2019.2
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5 J.P. Morgan Securities Economics Research, November 2018.
6 Morgan Stanley, October 2018.
7 Morgan Stanley, October 2018.
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We see multiple potential headwinds for margins this year, but 
our focus is on wage pressures amid a tight labor market. Our 
economists expect average hourly earnings to rise by 3.3% this 
year, up from 2.8% in 2018.5 Most recently, the employment cost 
index rose by 3% to its highest level since the end of 2008—with 
the underlying details showing broad wage gains. 

We also see it in the headlines—whether it 
be increased political scrutiny on companies’ 
compensation or moves such as Amazon’s 
decision to increase its minimum wage to $15 
an hour. Further, analysis of 400 earnings 
transcripts during the third quarter found that 
wages were the most widely discussed cost 
pressure, with 17% of companies singling them 
out.6 Overall, 45% of the S&P 500 companies 
mentioned at least one cost headwind.7 This 
makes us skeptical of the consensus expectation 
that operating margins will rise across the S&P 
500 for the third year in a row. We think, at best, 
margins will remain at current levels.

As wage growth continues to accelerate, industries and stocks 
with low revenue per employee and low operating margins, and 
where top line growth could face pressure, are vulnerable to 
margin compression. Industries that fit the bill include consumer 
discretionary and staples, trucking and transportation, and 
health care services. We are cautious on these sectors into 2019.

WAGE INFLATION IS LIKELY TO ACCELERATE, PRESSURING MARGINS IN SOME SECTORS 

In an environment where we expect lower risk-adjusted returns from 
equities, we favor companies that have strong balance sheets, higher 
ROEs, higher earnings visibility, lower betas, and growing dividends. 
Sectors that could hit the mark include healthcare, defense, 

consumer staples and utilities—and we are optimistic on select 
stocks within these sectors. Importantly, the same factors used to 
come up with this late-cycle quality screen are also those that tend to 
outperform in an end-of-cycle recession scenario.  

Our Economics team sees recession 
probabilities rising in 2020, and we expect 
2019 equity returns to be challenged by 
peaking profits and fading fiscal and monetary 
accommodation concerns. Trade issues are still 
outstanding, and the degree to which the Fed 
will tighten is uncertain (the markets price in 
no rate hikes this year, while we foresee two). 
Therefore, conversations about portfolio crash 
protection should be timely. 

What’s more, the market’s microstructure 
changed in many ways following the Global 
Financial Crisis. For example, dealers must 

03 TACTICAL CRASH PROTECTION WILL LIKELY BE NEEDED DUE TO VOLATILITY AND THIN LIQUIDITY

WAGE INFLATION IS ON THE RISE
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China’s economy is starting the year on a 
sluggish note. We expect the property market to 
continue to slow, trade tensions with the United 
States to weigh on sentiment, and consumer 
growth could be slow to rebound, given the 
buildup in consumer leverage and slowing 
wage growth. All of this could lead to further 
downside EPS revisions for China in 2019.

However, we think the government will boost 
measures to cushion this slowdown, with 
personal and corporate tax cuts part of the 
effort. Importantly, we expect that infrastructure 
fixed asset investment, which perked up late 
in 2018, could rebound further, given the 
easing measures put in place, such as easier access to financing and faster project starts. Any such rebound, pro-growth measures or an 
unexpected resolution to U.S.-China trade tensions could be beneficial to deep-value cyclicals in China, and globally. This makes China our 
2019 contrarian idea, and we prefer to use derivatives to express any directional views cost-efficiently. 
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CHINA STIMULUS MEASURES COULD FURTHER SUPPORT INFRASTRUCTURE

04 CHINA’S INFRASTRUCTURE GROWTH SHOULD INCREASE

carry less risk due to new regulations, and there are now 13 
exchanges operating in the United States. The “flash crashes” and 
illiquid trading seen during 2018 drawdowns show how liquidity can 
evaporate as volatility rises at the very same time as the demand for 
instantaneous liquidity from markets participants such as Commodity 
Trading Advisors (CTAs), risk parity funds and quant funds increases. 
This dynamic can exacerbate the moves to the downside.

Owning equity index crash protection can help insulate portfolios 
during these episodes, and it can act as an added buffer should the 
market begin to price in the rising risks that will be associated with 
the next recession. Alternatively, should the Fed pause its rate hiking 
cycle or should the markets pull forward recession expectations, we 
expect U.S. long-term rates to rally. Given the low implied volatility 
on U.S. Treasury ETFs, buying upside optionality on longer-dated 
Treasuries could also provide portfolio protection.

05 DESPITE TECH UNCERTAINTY, DATA PRIVACY REGULATION AND 5G SHOULD ACCELERATE
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Concerns over weaker foreign demand amid 
U.S. dollar strength and trade wars have 
weighed on the hardware and semiconductor 
industries, and we expect that to continue. 
Also, worry about slowing tech spending 
in 2019 has begun to weigh on technology 
more broadly. Gartner forecasts suggest tech 
spending may slow from a standout 4.5% 
growth rate in 2018 to a more subdued (and 
normal) 3.2% in 2019. That said, enterprise 
software is expected to grow at a robust 8.3% 
(down from 9.9% in 2018), and cloud software 

CHINA STIMULUS MEASURES COULD FURTHER SUPPORT INFRASTRUCTURE

DATA AND CLOUD SECURITY POISED TO LEAD OVERALL IT SPENDING GROWTH
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spending is pegged to grow at a 22% clip. So clearly areas of tech 
strength remain, and we see two in particular:

• Data privacy protection: In spite of a split U.S. Congress, 
data privacy concerns are shared across the aisle. After 
years of data breaches and intense scrutiny of companies 
such as Facebook, Yahoo and Equifax, both Democrats and 
Republicans have expressed interest in taking action. With 
the passages of GDPR in Europe and the California Consumer 
Privacy Act in 2018, we believe new legislation to regulate data 

privacy in the United States is likely coming. Select software 
providers should benefit from this increased focus on 
consumer data privacy in the United States. 

• Buildout of 5G: Verizon already launched commercial 5G 
service in 2018 in four cities, and South Korea and Japan are 
expected to follow with commercial launches this year. Apple 
and Samsung are gearing up to launch 5G mobile phones 
by 2020. We expect 2019 to be the year that 5G buildout 
accelerates globally, with hardware and software players 
reaping the benefits.

We look forward to discussing these ideas with you in more detail in the weeks ahead. As always, thank you for your continued trust in 
and partnership with GIO. We stand ready to help you navigate these increasingly more complex and volatile markets, and wish you a 
prosperous and successful 2019. 

Roy Salamé is Managing Director and Head of GIO at J.P. Morgan Private Bank. Prior to GIO, Mr. Salamé held 
a number of senior roles in Global Commodities, including Global Head of Sales and Structuring, and most 
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Mr. Salamé spent nearly 14 years at Goldman Sachs, where he was Head of Oil, Metals, Mining and Forest 
Products for the United States and Latin America. Mr. Salamé’s extensive experience also includes serving 
as Head of Global Natural Resources Sales at Lehman Brothers and Head of Marketing for the Financial 
Institutions Group in the Middle East and Africa division at Citicorp. Mr. Salamé holds a B.A. in Economics 
“With Distinction” and an M.B.A. in Finance and Investment, both from George Washington University.
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This material contains general information on a type of investment product that may 
be issued by various Issuers. This material does not relate to a particular investment 
product issued by a particular Issuer. The terms, conditions and risks of any such 
investment product will vary. Please refer to the specific materials in relation to 
any particular investment product or Issuer. This material is distributed with the 
understanding that it is not rendering accounting, legal or tax advice. Consult your 
legal or tax advisor concerning such matters. Investors are urged to carefully consider 
whether derivative products are suitable for their needs. This information is not 
intended as an offer or solicitation for the purchase or sale of any financial instrument. 
Products may not be suitable for all individual investors and are subject to investment 
risks. Typically, such investment ideas can only be offered to suitable investors 
through a confidential offering document which fully describes all terms, conditions 
and risks. Investors may get back less than they invested. Structured products: This 
is a structured product that involves derivatives. Do not invest in it unless you fully 
understand and are willing to assume the risks associated with it. If you are in any 
doubt about the risks involved in the product, you may clarify with the intermediary or 
seek independent professional advice.

Risk Consideration
Past performance is not indicative of future results. The prices and rates of return 
are indicative as they may vary over time based on market conditions. Additional risk 
considerations exist for all strategies. The information provided herein is not intended 
as a recommendation of or an offer or solicitation to purchase or sell any investment 
product or service. The investment products or strategies herein may not be suitable 
for all clients. Opinions expressed herein may differ from the opinions expressed 
by other areas of J.P. Morgan. This material should not be regarded as investment 
research or a J.P. Morgan investment research report.

This material is intended as a general market commentary, and not intended to be a 
forecast of future events. All companies referenced are shown for informational 
purposes only, and are not intended as a recommendation or endorsement 
by J.P. Morgan in this context. The views contained herein are not to be taken as 
advice or a recommendation to buy or sell any investment in any jurisdiction, nor 
are they a commitment to participate in any of the transactions mentioned herein. 
This information may differ from those expressed by other areas of J.P. Morgan, 
views expressed for other purposes or in other contexts, and this material should 
not be regarded as a research report. Outlooks and past performance are not 
guarantees of future results. Please read all Important Information at the end of 
the material.

IMPORTANT INFORMATION

Purpose of This Material
This material is for information purposes only and intended as general market 
commentary. J.P. Morgan Global Investment Opportunities’ views may differ from 
those of other JPMorgan Chase & Co. (“JPM”) affiliates and employees. This constitutes 
our judgment based on current market conditions, which are subject to change without 
notice. There is no guarantee that any outlooks and views will occur in the future.

The information contained herein should not be relied upon in isolation for the purpose 
of making an investment decision. More complete information is available, including 
product profiles, which discusses risks, benefits, liquidity and other matters of interest. 
Contact your J.P. Morgan representative for additional information concerning your 

personal investment goals. You should be aware of the general and specific risks 
relevant to the matters discussed in the material. You will independently, without any 
reliance on JPM, make your own judgment and decision with respect to any investment 
referenced in this material.

This material is not a product of the J.P. Morgan Research Department and is 
not a research report, although it may refer to a research report or research 
analyst. This presentation should be reviewed in conjunction with U.S. research 
published by J.P. Morgan Securities LLC to the extent that such research exists. 
The opinions and ideas expressed herein do not take into account individual client 
circumstances, objectives and needs. Transactions in any securities that may be 
referenced herein may not be suitable for all investors.

This material is confidential and intended for your personal use. It should not be 
circulated to or used by any other person, or duplicated for non-personal use, without 
our permission.

Legal Entity and Regulatory Information
In the United States, JPMorgan Chase Bank, N.A. and its affiliates (collectively 
“JPMCB”) offer investment products, which may include bank-managed accounts 
and custody, as part of its trust and fiduciary services. Other investment products and 
services, such as brokerage and advisory accounts, are offered through J.P. Morgan 
Securities LLC (“JPMS”), a member of FINRA and SIPC. JPMCB and JPMS are affiliated 
companies under the common control of JPM. Products not available in all states.

In the United Kingdom, this material is issued by J.P. Morgan International Bank 
Limited (JPMIB) with the registered office located at 25 Bank Street, Canary Wharf, 
London E14 5JP, registered in England No. 03838766. JPMIB is authorized by the 
Prudential Regulation Authority and regulated by the Financial Conduct Authority 
and the Prudential Regulation Authority. In addition, this material may be distributed 
by JPMorgan Chase Bank, N.A. (“JPMCB”), Paris branch, which is regulated by 
the French banking authorities Autorité de Contrôle Prudentiel et de Résolution and 
Autorité des Marchés Financiers or by J.P. Morgan (Suisse) SA, which is regulated in 
Switzerland by the Swiss Financial Market Supervisory Authority (FINMA). 

In Hong Kong, this material is distributed by JPMCB, Hong Kong branch. JPMCB, Hong 
Kong branch is regulated by the Hong Kong Monetary Authority and the Securities and 
Futures Commission of Hong Kong. In Hong Kong, we will cease to use your personal 
data for our marketing purposes without charge if you so request. In Singapore, this 
material is distributed by JPMCB, Singapore branch. JPMCB, Singapore branch is 
regulated by the Monetary Authority of Singapore. Dealing and advisory services and 
discretionary investment management services are provided to you by JPMCB, Hong 
Kong/Singapore branch (as notified to you). Banking and custody services are provided 
to you by JPMIB and/or JPMCB Singapore Branch. The contents of this document have 
not been reviewed by any regulatory authority in Hong Kong, Singapore or any other 
jurisdictions. You are advised to exercise caution in relation to this document. If you are 
in any doubt about any of the contents of this document, you should obtain independent 
professional advice. For materials which constitute product advertisement under the 
Securities and Futures Act and the Financial Advisers Act, this advertisement has not 
been reviewed by the Monetary Authority of Singapore.
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In Australia, JPMCB (ABN 43 074 112 011/AFS Licence No: 238367) is regulated by 
the Australian Securities and Investment Commission and the Australian Prudential 
Regulation Authority. JPMS is a registered foreign company (overseas) (ARBN 
109293610) incorporated in Delaware, U.S.A. Under Australian financial services 
licensing requirements, carrying on a financial services business in Australia requires 
a financial service provider, such as JPMCBNA and JPMS, to hold an Australian Financial 
Services Licence (AFSL), unless an exemption applies. JPMS is exempt from the 
requirement to hold an AFSL under the Corporations Act 2001 (Cth) (Act) in respect 
of financial services it provides to you, and is regulated by the SEC, FINRA and CFTC 
under U.S. laws, which differ from Australian laws. Material provided by JPMCBNA and/
or JPMS in Australia is to “wholesale clients” only. The information provided in this 
material is not intended to be, and must not be, distributed or passed on, directly or 
indirectly, to any other class of persons in Australia. For the purposes of this paragraph 
the term “wholesale client” has the meaning given in section 761G of the Act. Please 
inform us immediately if you are not a Wholesale Client now or if you cease to be a 
Wholesale Client at any time in the future.

With respect to countries in Latin America, the distribution of this material may be 
restricted in certain jurisdictions. Receipt of this material does not constitute an offer 
or solicitation to any person in any jurisdiction in which such offer or solicitation is 
not authorized or to any person to whom it would be unlawful to make such offer or 
solicitation. To the extent this content makes reference to a fund, the Fund may not be 
publicly offered in any Latin American country, without previous registration of such 
fund’s securities in compliance with the laws of the corresponding jurisdiction. Public 
Offering of any security, including the shares of the Fund, without previous registration 
at Brazilian Securities and Exchange Commission—CVM is completely prohibited. Some 
products or services contained in the materials might not be currently provided by the 
Brazilian and Mexican platforms.

Non-reliance
We believe the information contained in this material to be reliable and have sought 
to take reasonable care in its preparation; however, we do not represent or warrant 
its accuracy, reliability or completeness, or accept any liability for any loss or damage 
(whether direct or indirect) arising out of the use of all or any part of this material. 
We do not make any representation or warranty with regard to any computations, 
graphs, tables, diagrams or commentary in this material, which are provided for 

illustration/reference purposes only. The views, opinions, estimates and strategies 
expressed in it constitute our judgment based on current market conditions and are 
subject to change without notice. We assume no duty to update any information in this 
material in the event that such information changes. Views, opinions, estimates and 
strategies expressed herein may differ from those expressed by other areas of JPM, 
views expressed for other purposes or in other contexts, and this material should not 
be regarded as a research report. Any projected results and risks are based solely 
on hypothetical examples cited, and actual results and risks will vary depending on 
specific circumstances. Forward looking statements should not be considered as 
guarantees or predictions of future events. Investors may get back less than they 
invested, and past performance is not a reliable indicator of future results.

Risks, Considerations and Additional Information
There may be different or additional factors which are not reflected in this material, 
but which may impact on a client’s portfolio or investment decision. Nothing in this 
document shall be construed as giving rise to any duty of care owed to, or advisory 
relationship with, you or any third party. Nothing in this document shall be regarded as 
an offer, solicitation, recommendation or advice (whether financial, accounting, legal, 
tax or other) given by JPM and/or its officers or employees, irrespective of whether 
or not such communication was given at your request. JPM and its affiliates and 
employees do not provide tax, legal or accounting advice. You should consult your 
own tax, legal and accounting advisors before engaging in any financial transactions. 

J.P. Morgan may hold a position for itself or our other clients which may not be 
consistent with the information, opinions, estimates, investment strategies or 
views expressed in this document. JPM or its affiliates may hold a position or act as 
market maker in the financial instruments of any issuer discussed herein or act as an 
underwriter, placement agent, advisor or lender to such issuer. 

References in this report to “J.P. Morgan” are to JPM, its subsidiaries and affiliates 
worldwide. “J.P. Morgan Private Bank” is the brand name for the private banking 
business conducted by JPM.

If you have any questions or no longer wish to receive these communications, please 
contact your J.P. Morgan representative.
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