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Worries about slowing global growth,
rising interest rates and trade turmoil
pummeled risk assets around the world.
A frantic fourth-quarter selloff for U.S.
large caps more than erased what had
been a double-digit gain through the
first nine months of 2018. The S&P 500’s
full-year total return was negative for
the first time in a decade.

VOLATILITY TOPPLES STOCKS
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Indexes used: Bloomberg Barclays U.S. Municipal, Bloomberg Barclays U.S. Aggregate Bond, U.S. Benchmark 10Year Govt, Bloomberg Barclays U.S. Credit, Bloomberg Barclays U.S. Corporate High Yield Bond, Standard & Poor’s
500, J.P. Morgan Emerging Markets Bond Index Plus (EMBI+), Russell 2000, MSCI EAFE, MSCI Emerging Markets
Source: Thomson Reuters Datastream as of 12/31/2018

Safety-minded investors piled into longdated Treasuries late in 2018, pushing up
prices and pulling down yields. At yearend, the 1-year bill offered essentially
the same yield as the 10-year. Credit
spreads for investment-grade corporate
bonds widened on greater concern
about downgrade risk given high debt
loads and an economic slowdown.

MARKET OVERVIEW
It’s always tough to forecast what a new year might bring for markets. Trying to peer ahead is proving more difficult than
usual, given what we’ve been seeing over the past few months. As a result, we begin 2019 on the cautious side.
Wild day-to-day swings for stocks, a sharp drop in Treasury yields, plummeting oil prices and an upward spike for gold —
these trends reflect concerns about a slowing global economy. We think an even bigger contributor to recent instability is
erratic words and actions from national leaders and other influential sources. As the well-worn saying goes, “markets hate
uncertainty.” Perhaps even more, “markets hate inconsistency.”

Exhibit A for inconsistency is the Federal Reserve. Investors lately have had trouble getting a coherent story on the Fed’s
interest-rate intentions. Jerome Powell, the chairman, was publicly hawkish about monetary tightening, then he was
dovish, then he was more hawkish again — all in a mere six weeks. It’s not hard to see why these gyrations kicked up
anxiety levels in an already nervous market.
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MARKET'S BIG FEAR: A MONETARY POLICY MISTAKE
FEDERAL RESERVE KEEPS HIKING RATES EVEN AS INFLATION SLOWS
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Then there’s political uncertainty and inconsistency. In the U.S., any progress made on settling the trade standoff with
China seems to quickly evaporate and a last-minute deal to avert a partial government shutdown didn’t survive a single
news cycle. Europe, meanwhile, faces growing separatist movements and yellow-vested resistance to reforms while its
economy struggles for traction.
Contrast to Europe and China, economic conditions in the U.S. look pretty good now. The economy is growing at a nice
clip and job creation remains strong. Wages are rising, and overall inflation is mild. The consumer is still spending freely
and, while corporate earnings growth is off its recent peak, it’s still solid. Markets tend to be forward-looking, however,
which explains why they are so hung up on certainty and consistency.
The worry is that the key uncertainties — interest rates, trade turmoil, tense politics — will cause the U.S. economy to
stumble in 2019. The gloomiest cohort of market watchers envision more than a stumble — they are readying for recession.
They point to the near-flat Treasury yield curve to support their view, as a flattening curve often leads to an inverted
curve in which shorter-maturity bonds offer higher yields than longer-dated bonds — the relationship between the
2-year and 10-year Treasuries is most closely watched. An inverted yield curve is a sign of economic pessimism,
as investors sell risky stocks and seek safety in bonds. Every U.S. recession in the post-World War II era has been
preceded by an inverted yield curve.
However, we don’t see the longest period of economic expansion in U.S. history ending with a recession in 2019, even though
GDP growth will likely ease a bit as money gets tighter and the impact of fiscal stimulus fades. And while the yield curve has
been a reliable indicator for six-plus decades, the lag between inversion and recession has been as long as two years.
Of course, we would have to revisit our cautious but measured outlook if global trade completely unravels or the Fed and
other major central banks go hard on monetary tightening. Fear is running high in the markets as 2019 begins, so there’s
but a slender margin of error for politicians and policymakers to avoid setting off an investor stampede for the exits.

PORTFOLIO MANAGEMENT
Tactical positioning for USAA Managed Portfolios
(UMP) at the end of 2018 favored U.S. equities relative
to emerging markets, given the stronger economic
and earnings growth outlook. Within non-U.S.
markets, however, we see near-term opportunities
in Europe, which is attractively priced and earlier in
its economic cycle (though political turbulence is a
risk). We also maintain a tactical tilt to short-term,
investment-grade credit based on appealing yields at
the short end of the curve and to reduce overall risk.
Among our key asset classes, only municipal bonds
(+1.3%) were able to generate positive absolute
performance for full-year 2018. At the bottom
end were emerging market equities, which posted
double-digit negative returns. Alternative strategies
helped our portfolios by providing downside
protection as intended.
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UMP TACTICAL ALLOCATION
AS OF 12/31/2018
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Our key themes heading into 2019:

U.S. EQUITIES
Just when it seemed the bull market was going to end short of a decade, along comes a “Santa Claus rally” for the S&P
500 (+7% between Christmas and New Year’s Day) to keep the record going. As discussed above, the U.S. economy
faces the prospect of slower growth, but its outlook remains brighter than other corners of the world. While earnings
growth in 2019 is almost certain to fall short of 2018’s stellar numbers, current projections of mid- to high-single-digit
expansion in both revenue and profits can support share prices.

INTERNATIONAL DEVELOPED
Non-U.S. developed market equities were roughed up in 2018, but we still like them based on relative valuation. Also
attractive is that they are earlier in the economic cycle than the U.S., and thus they may have a longer performance
runway. Europe is following the U.S. model by replacing its emphasis on monetary stimulus with greater fiscal spending
to promote economic growth and quell political unrest. Europe’s heavy export reliance on China is a possible weakness,
especially if the U.S.-China trade dispute escalates.

U.S. CORPORATE BONDS
The likelihood of slower GDP growth and possibility of more Fed rate hikes has raised our concerns about credit. Within
investment-grade, the BBB segment (the lowest IG rating) has exploded in size in recent years — it now represents
nearly half of all IG debt outstanding, as companies have borrowed heavily to finance merger activity and share
buybacks. The spike in new BBB debt raises downgrade worries. We have been reducing our exposure to credit within
portfolios, and have focused on moving up in quality to better balance risk and potential reward.
As always, our suggestion to members is to remain focused on the long-term investment plan that you have put so
much thought into. Stay invested, be diversified, and have a balanced portfolio that aligns with your risk tolerance.
USAA Managed Portfolio shareholders who may be uneasy about market risk in general or have concerns about
current asset-class allocations should consider consulting with a USAA advisor.

USAA MANAGED PORTFOLIOS INVESTMENT TEAM
Investment Philosophy
We believe in constructing global, actively-managed portfolios
that aim to capitalize on market opportunities utilizing multiple
asset classes, institutional managers, and investment factors
including value, momentum, and corporate credit. We adhere to our
disciplined research and portfolio construction process, even if it
causes us to deviate from the crowd.
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What We Do
• Build broadly diversified model portfolios to help you achieve your
financial goals

• Set long-term allocations to help reduce risk and volatility along
with a short-term allocation to maximize timely opportunities

• Monitor how investments and managers complement each other

$21.4B
Assets Under Management*

• Rebalance to keep risk in-line
• Employ tax minimization strategies when warranted
We continually focus on global markets, economies and the
geopolitical environment so you can focus on your life goals.

147,000
Active Accounts*

* As of 12/31/18
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Investing in securities products involves risk, including possible loss of principal.
This material is provided for informational purposes only by USAA Asset Management Company (AMCO) and/or USAA Investment Management Company (IMCO), both registered investment advisors. The material is not investment advice and is not
a recommendation, an offer, or a solicitation of an offer, to buy or sell any security, strategy or investment product. The views and opinions expressed in the material solely reflect the judgment of the authors, but not necessarily those of AMCO, IMCO
or any affiliates as of the date provided and are subject to change at any time. All information and data presented herein has been obtained from sources believed to be reliable and is believed to be accurate as of the time presented, but AMCO/IMCO
does not guarantee its accuracy. The information presented should not be regarded as a complete analysis of the subjects discussed. Any past results provided do not predict or indicate future performance, which may be negative. No part of this
material may be reproduced in any form, or referred to in any other publication, without express written permission of AMCO/IMCO and USAA.
Diversification is a technique to help reduce risk. There is no absolute guarantee that diversification will protect against a loss of income.
Past performance is no guarantee of future results.
Asset allocation does not protect against a loss or guarantee that an investor’s goal will be met.
USAA Managed Portfolios — UMP® (UMP) is an advisory service of USAA Investment Management Company (IMCO), a registered investment adviser, offered through its affiliate, USAA Financial Advisors, Inc. (FAI). Brokerage accounts are introduced and
brokerage services provided by FAI and IMCO, both registered broker-dealers and Member SIPC. Clearing, custody and other services provided by National Financial Services LLC (NFS), Member NYSE and SIPC. A full description of the UMP program,
including the investments, risks and applicable fees, is provided in the UMP Brochure. Information about UMP is also available by calling 1-800-531-1345.
Fixed income securities are subject to price volatility and a number of risks, including interest rate risk. Interest rates and bond prices move in opposite directions so that as interest rates rise, bond prices usually fall and vice versa. Interest rates are currently
at historically low levels. Fixed income securities also carry other risks, such as inflation risk, liquidity risk, call risk, and credit and default risks. Lower-quality fixed income securities involve greater risk of default or price changes. Securities of non-U.S. issuers
generally involve greater risks than U.S. investments and can decline significantly in response to adverse issuer, political, regulatory, market and economic risks. Fixed income securities sold or redeemed prior to maturity may be subject to loss. • Investments
in foreign securities are subject to additional and more diverse risks, including but not limited to currency fluctuations, market illiquidity, and political and economic instability. Foreign investing may result in more rapid and extreme changes in value than
investments made exclusively in the securities of U.S. companies. There may be less publicly available information relating to foreign companies than those in the U.S. Foreign securities may also be subject to foreign taxes. Investments made in emerging
market countries may be particularly volatile. Economies of emerging market countries are generally less diverse and mature than more developed countries and may have less stable political systems.
The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance in the global emerging markets. • The MSCI EAFE Index covers 21 developed markets outside of North America:
Europe, Australasia and the Far East. It aims to include in its international indices 85% of the free float-adjusted market capitalization in each industry group within each country. • The MSCI USA Index is designed to measure the performance of the largeand mid-cap segments of the U.S. equity market. The index covers approximately 85% of the free float-adjusted market capitalization in the U.S. • The MSCI World ex USA Index measure large- and mid-cap stock performance in 22 developed markets (U.S.
excluded). The index covers approximately 85% of the free float-adjusted market capitalization in each country. • The Bloomberg Barclays U.S. Municipal Index covers the U.S. dollar-denominated long-term tax-exempt bond market. The index has four main
sectors: state and local general obligation bonds, revenue bonds, insured bonds and pre-refunded bonds. • The Bloomberg Barclays US Corporate High Yield Bond Index measures the U.S. dollar-denominated, high yield, fixed-rate corporate bond market.
Securities are classified as high yield if the middle rating of Moody’s, Fitch and S&P is Ba1/BB+/BB+ or below. Bonds from issuers with an emerging markets country of risk, based on Barclays EM country definition, are excluded. • The Standard & Poor’s 500
Index is an unmanaged index of 500 stocks representing the large cap segment of the market, covering 75% of the U.S. equities market. • The S&P SmallCap 600 Index measures the small-cap segment of the U.S. equity market. The index is designed to
track companies that meet specific inclusion criteria to ensure that they are liquid and financially viable. • The Russell 2000 Index is an unmanaged index that consists of the 2,000 smallest companies in the Russell 3000 Index. It is a widely recognized small
cap index. • The Bloomberg Barclays U.S. Aggregate Bond Index is a widely recognized index used to track the performance of investment grade bonds in the U.S. • The Bloomberg Barclays U.S. Credit Index measures the performance of the investmentgrade, taxable corporate and government-related bond market. It is composed of the Bloomberg Barclays U.S. Corporate Index and a non-corporate component that includes non-U.S. agency, sovereign, supranational and local authority bonds. • The JP
Morgan Emerging Markets Bond Index Plus (EMBI+) tracks total returns for foreign currency-denominated, fixed-income securities issued in emerging markets.
USAA Wealth Management is a service of USAA. USAA means United Services Automobile Association and its affiliates. Financial advice provided by USAA Financial Advisors, Inc. (FAI), a registered broker-dealer, USAA Investment Management Company (IMCO),
a registered broker-dealer and investment adviser, and for insurance, USAA Financial Planning Services Insurance Agency, Inc. (known as USAA Financial Insurance Agency in California, License # OE36312). Investment products and services offered by IMCO and
FAI. Life insurance and annuities provided by USAA Life Insurance Co., San Antonio, TX, and in NY by USAA Life Insurance Co of New York, Highland falls, NY. Other life and health insurance from select companies offered through USAA Life General Agency, Inc.
(known in CA (license #0782231) and in NY as USAA Health and Life Insurance Agency). Banking products offered by USAA Federal Savings Bank and USAA Savings Bank, both FDIC insured. Trust services provided by USAA Federal Savings Bank.
CFA™ and Chartered Financial Analyst™ are registered trademarks owned by CFA Institute. | ©2019 USAA. 258685-0119

