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Synopsis

U.S. Federal Reserve tightening, trade wars, China

uncertainty, Italy’s budget standoff with the European

Commission and Brexit imply that 2018’s volatility should
continue into 2019. We believe that 2020 marks the danger
zone for a U.S. recession, which gives equity markets some

upside in the year ahead. However, late-cycle risks are

rising—and monitoring these risks will be critical to avoid

buying a dip that turns into a prolonged slide.

Key market themes

We believe 2019 will feature volatile equity markets that
deliver mid-single-digit returns, with better potential in
Europe and Japan than the U.S. We have an underweight
preference for U.S. equities, mostly driven by expensive
valuations. The market cycle is broadly neutral but is
likely to be under downward pressure later in 2019.
The sell-off in late 2018 has triggered some contrarian
oversold signals, so there is scope for a tactical bounce.
We expect the U.S. Federal Reserve (the Fed) to follow its
December rate rise with three to four additional hikes in
2019, which will probably lead to an inversion of the U.S.
Treasury yield curve.

In eurozone equity markets, we expect 8% growth in
earnings per share in 2019, which would be a

positive outcome for investors relative to what they have
experienced over the past two decades. To achieve that
profit increase, eurozone gross domestic product (GDP)
growth needs to stay at or slightly above the long-

run potential of around 1.5%, which we think is very
achievable. The main risks to the benign cycle view
are the budget conflict between Italy and the European
Union, a disorderly Brexit and an escalation of the
global trade war. Our base case is for these three risks
to fade during the course of 2019.

As UK equities have effectively traded sideways over
2018, they continue to look slightly cheap on our
scorecard moving forward. At 1.4%, 10-year gilts are
still long-term expensive, and indeed more expensive
now than this time last quarter given our higher forecast
for the UK base rate.

In Asia Pacific, we foresee another solid year. We expect
emerging Asia to deliver over 10% in earnings growth,
while we view Japan as well-placed to exceed modest
industry consensus expectations. Across the region,

we think valuations are fair to attractive. Japanese and
Chinese equities stand out as attractive, while Australian
equities are close to fair. With inflation and wages
gradually rising in Australia, and the labour market at
full employment, we think the Reserve Bank of Australia
will have the scope to raise rates once in 2019. The New
Zealand economy continues to face the challenges of
falling population growth, a slowing housing market and
depressed business confidence, which is being driven by
uncertainty around future government policy.

We see the downturn in Canadian commodity prices, led
by oil in particular, as an ominous sign for future earnings
growth. However, the cycle is still modestly positive and
relative value is encouraging. Overall, we are slightly
positive on Canadian equities, especially relative to U.S.
equities, due to the sizeable valuation and yield advantage.

2/

Anticipate / Russell Investments



Economic indicators

* An important reason for the strength in the U.S.
economy and corporate earnings in 2018 has been
the Trump administration’s fiscal stimulus. We
believe that the peak economic boost from the fiscal
stimulus will last into early 2019, before it becomes a
drag on the economy in 2020.

e The current U.S. expansion will become the
longest on record if it continues to July 2019,
which seems likely. That said, we believe U.S.
GDP and corporate profit growth will slow, while
inflation pressures build.

Asset class views

Equities: Broadly neutral

Our cycle, value and sentiment investment process
results in an overall neutral view on global equities.
While we are underweight U.S. equities, we're more
positive on non-U.S. developed equities. We like the
value offered by emerging markets equities, but the
threat of trade wars, slowing economic growth in China
and further U.S. dollar strength keeps us at a neutral
allocation. A stronger contrarian sentiment signal
that investors are turning negative on emerging
markets would be a reason to increase allocations.

Fixed income: Fair value at 2.7% in the U.S.

We like the value offered by U.S. Treasuries. Our models
give a fair-value yield of 2.7% for the U.S. 10-year
bond. We see German, Japanese and UK bonds as very
expensive, with yields well below fair-value. The cycle is
a headwind for all bond markets as inflation pressures
build and central banks tighten further, such as the
Fed and Bank of England, or move away from extreme

- Japan and Europe aren't likely to grow faster than
the U.S. in 2019, but we believe they have the
potential to outperform pessimistic expectations.

+ China’s economy is on track for GDP growth of
around 6.5% in 2018, its slowest since 1990. It
faces headwinds from high indebtedness, slowing
property construction, poor demographics and the
trade war with the U.S. As a result, fiscal stimulus is
underway, which should be enough to keep growth
near 6% in 2019.

stimulus, such as the European Central Bank and Bank

of Japan (BOJ). High yield credit is expensive and losing
cycle support, as is typical late in the cycle, when profit
growth slows and there are concerns about defaults.

Currencies: Preference for Japanese yen

The yen is our preferred currency. It’s significantly
undervalued, getting cycle support as the BOJ becomes
less dovish and has contrarian sentiment support from
extreme market short positions.

The euro and British sterling appear undervalued as we
move into 2019. The recovery in European economic
indicators should support the euro. Sterling will be
volatile around the Brexit negotiations, but should
rebound if a deal is agreed with the European Union. We
think it has more upside potential than the euro. We also
believe that the U.S. dollar has modest upside potential.

Please visit russellinvestments.com to read
the complete 2019 Global Market Outlook.
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IMPORTANT INFORMATION

Russell
1. Investments

The views in this Global Market Outlook report
are subject to change at any time based upon
market or other conditions and are current as of
December 5, 2018. While all material is deemed
to be reliable, accuracy and completeness
cannot be guaranteed.

Please remember that all investments carry
some level of risk, including the potential loss of
principal invested. They do not typically grow
at an even rate of return and may experience
negative growth. As with any type of
portfolio structuring, attempting to reduce risk
and increase return could, at certain times,
unintentionally reduce returns.

Keep in mind that, like all investing, multi-
asset investing does not assure a profit or
protect against loss.

No model or group of models can offer a
precise estimate of future returns available
from capital markets. We remain cautious
that rational analytical techniques cannot
predict extremes in financial behaviour, such
as periods of financial euphoria or investor
panic. Our models rest on the assumptions

of normal and rational financial behaviour.
Forecasting models are inherently uncertain,
subject to change at any time based on a
variety of factors and can be inaccurate.
Russell believes that the utility of this
information is highest in evaluating the
relative relationships of various components
of a globally diversified portfolio. As such, the
models may offer insights into the prudence
of over or under weighting those components
from time to time or under periods of extreme
dislocation. The models are explicitly not
intended as market timing signals.

Forecasting represents predictions of market
prices and/or volume patterns utilising
varying analytical data. It is not representative
of a projection of the stock market, or of any
specific investment.

Investment in global, international or
emerging markets may be significantly affected

by political or economic conditions and
regulatory requirements in a particular country.
Investments in non-U.S. markets can involve
risks of currency fluctuation, political and
economic instability, different accounting
standards and foreign taxation. Such
securities may be less liquid and more volatile.
Investments in emerging or developing
markets involve exposure to economic
structures that are generally less diverse

and mature, and political systems with less
stability than in more developed countries.

Currency investing involves risks including
fluctuations in currency values, whether the
home currency or the foreign currency. They
can either enhance or reduce the returns
associated with foreign investments.

Investments in non-U.S. markets can involve
risks of currency fluctuation, political and
economic instability, different accounting
standards and foreign taxation.

Bond investors should carefully consider risks
such as interest rate, credit, default and
duration risks. Greater risk, such as increased
volatility, limited liquidity, prepayment,
non-payment and increased default risk, is
inherent in portfolios that invest in high yield
(“junk”) bonds or mortgage-backed securities,
especially mortgage-backed securities with
exposure to sub-prime mortgages. Generally,
when interest rates rise, prices of fixed income
securities fall. Interest rates in the United
States are at, or near, historic lows, which may
increase a Fund'’s exposure to risks associated
with rising rates. Investment in non-U.S. and
emerging market securities is subject to the
risk of currency fluctuations and to economic
and political risks associated with such
foreign countries.

Performance quoted represents past
performance and should not be viewed as a
guarantee of future results.

Indexes are unmanaged and cannot be
invested in directly.

The information contained in this publication
was prepared by Russell Investment Group
Limited on the basis of information available
at the time of preparation. This publication
provides general information only and should
not be relied upon in making an investment
decision. Before acting on any information,
you should consider the appropriateness of
the information provided and the nature of
the relevant Russell Investments’ fund having
regard to your objectives, financial situation
and needs. In particular, you should seek
independent financial advice and read the
relevant Product Disclosure Statement or
Information Memorandum prior to making

an investment decision about a Russell
Investments’ fund. Accordingly, Russell
Investment Group Limited and their directors
will not be liable (to the maximum extent
permitted by law) for any loss or damage arising
as a result of reliance being placed on any of
the information contained in this publication.
None of Russell Investment Group Limited, any
member of the Russell Investments group of
companies, their directors or any other person
guarantees the repayment of your capital

or the return of income. All investments are
subject to risks. Significant risks are outlined
in the Product Disclosure Statements or the
Information Memorandum for the applicable
Russell Investments’ fund. The Product
Disclosure Statements or the Information
Memorandum for the Russell Investments’
funds (as applicable) are available by contacting
Russell Investment Group Limited on 09 357
6633 or 0800 357 6633.
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