
said, a more challenging late-cycle economic environment and 
fourth quarter equity market plunge has already clipped the 
wings of equity valuations, thus increasing the odds that earn-
ings growth will translate into commensurate levels of equity 
appreciation in 2019.

Amid superior U.S. growth, our move to overweight interna-
tional equities last year failed to pay off. However, a less-ag-
gressive Fed could serve to weaken the dollar in 2019 and put 
international equities back in the win column. In the absence 
of inflationary pressure, we believe bonds are “free to move 
about the cabin” as our expectation for only slightly higher 
interest rates should result in positive, albeit modest fixed in-
come returns in 2019.

While we do not see a recession in the offing, a later-cycle econ-
omy sets the stage for seeking “calmer air” for client portfolios 
through opportunistically reducing risk as the year unfolds.  

THE SEAT BELT SIGN IS ON
Macro Strategy and Domestic Equities

 by George Hosfield, CFA 
 Director and Chief Investment Officer 

After six years of exceptionally low “turbulence,” volatility 
returned with a vengeance last year. We expect this bumpy 
flight path to persist as investors digest slowing economic ex-
pansion, materially lower earnings growth and broadening 
trade and political tensions.

Benefiting from last year’s tax cuts and abundant jobs, the U.S. 
consumer remains key to driving an ongoing economic expan-
sion that we see becoming the longest on record in July. While 
incremental stimulus from the Tax Cuts and Jobs Act of 2017 
will be less impactful this year, reduced tax burdens at both 
the consumer and corporate level should help to further boost 
consumption spending and investment.

With GDP growth accelerating to rates exceeding 4 percent 
last year, the labor market has tightened and prices have fi-
nally achieved the Central Bank’s 2 percent inflation target. 
While some fear the Fed will go too far in raising rates, with 
little evidence that moderate wage growth is translating into 
faster rates of inflation, we expect the Fed will be increasing-
ly judicious about moving rates materially above the targeted 
level of inflation.  

As the accompanying chart shows, trade policy poses an in-
creased risk to the economy as already-enacted tariffs could 
nearly double if additional actions are taken against Chinese 
imports. Yet, in our view, the simmering trade disputes will be 
resolved short of a full-blown trade war. While tighter mon-
etary policy, waning fiscal stimulus and troublesome tariffs 
have our attention, rather than grounding the plane, we see 
the economy remaining aloft in 2019.

With GDP tailwinds intact, we expect rising corporate earn-
ings this year, but at a mid-single digit pace that is much slow-
er than the north of 20-percent-growth enjoyed last year. That 

Outlook 2019

A n  A n n u A l  P u b l i c A t i O n    O f  f e r g u s O n  W e l l m A n

01/23 Boise, Idaho
01/24 Twin Falls, Idaho
01/24 San Francisco, California
01/31 Corvallis, Oregon

01/31 Eugene, Oregon
02/05 Spokane, Washington 
02/06 Salem, Oregon 
02/07 Portland, Oregon
 (Ferguson Wellman) 

02/12 Vancouver, Washington
02/12 Portland, Oregon 
 (West Bearing)
02/13 Bellevue, Washington
02/13 Seattle, Washington 

02/19 Medford, Oregon
02/26 Bend, Oregon 
03/13 Palm Springs, California 

O U R  2 0 1 9  I N V E S T M E N T  O U T L O O K  E V E N T S

Tariffs:  
Moving from Psychological to Economic

Source: Strategas



FIXED INCOME

 by Marc Fovinci, CFA, Principal 
 Fixed Income Strategy and Portfolio Management

The great bond bear market is close to an end. Did you notice 
we were in a bond bear market? You probably did not, because 
bond bear markets do not produce steep declines in prices. The 
worst year in the history of the Bloomberg Aggregate Bond In-
dex was 1994 when the return was -2.9 percent. This index goes 
back to 1975, so it includes the late 1970s and early 1980s era of 
spiking interest rates. The worst year in that period was 1978, 
+1.9 percent. The moral of the story is that as interest rates go 
up, bonds more quickly earn interest, negating much or all of 
the loss in price as time passes. As we write these words, the 
Aggregate Index looks to end 2018 with a negative 1-percent 
return. This is not an anxiety-inducing number.

Though we expect the bond bear market to continue in the 
coming months, we think most of its pain is in the rearview 
mirror. In prior market cycles, the 10-year U.S. Treasury bond 
has typically moved over 2 percent from its low to its high. 
Currently, it is 1.4 percent up from its cycle low of 1.4 per-
cent in July 2016. Given the momentum of current economic 
growth, we believe this interest rate cycle will play out simi-
larly to past ones.As such, we expect the 10-year U.S. Treasury 
will rise 0.5 percent in yield in 2019. This would leave invest-
ment-grade bonds with a meager  +0.5 percent return for 2019, 
but poised to return 4 percent in 2020 and forward.

Continued economic growth in an economy already at full em-
ployment underpins a forecast for a mild increase in interest
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Source: U.S. Bureau of Labor Statistics

Fed Funds Returns to Normal Levels

Source: Bloomberg

Unemployment Lowest Since 1969

A n  A n n u A l  P u b l i c A t i O n    O f  f e r g u s O n  W e l l m A n

W
ee

kl
y 

In
iti

al
 Jo

bl
es

s 
C

la
im

s

rates. The current unemployment rate at 3.7 percent is the low-
est rate since 1969. Inflation measures have reached the Feder-
al Reserve’s target of 2 percent. With a strong job market there 
is greater risk of inflation ticking up rather than down. Tariff 
fears have brought down interest rates recently. However, we 
expect trade tensions to diminish in coming months, allowing 
interest rates to creep upward again. In the long run, tariffs are 
damaging to all parties involved so we believe agreements will 
be reached.

Fed Chairman Jay Powell’s recent statements have played 
down the need to raise the federal funds rate. Now that the 
fed funds rate is about even with the inflation rate (see accom-
panying graph), the Fed is not in a rush to raise rates. Powell 
likened the situation to walking into a pitch-black room filled 
with furniture. He said, “You slow down. You maybe go a lit-
tle less quickly. You feel your way. Under uncertainty of this 
kind, you be careful.” While still vigilant for accelerating in-
flation, the Fed wants to avoid choking off economic growth. 
Now that the Fed has returned the funds rate to a normal level, 
we expect the Fed to move gradually for now, giving us only 
one hike in the funds rate during 2019.

While our return expectation for bonds for 2019 is modest and 
a recession is off in the unforeseeable future, bonds continue to 
be good insurance against equity bear markets. The defensive 
nature of bonds and constant earning of interest makes them 
an integral part of client portfolios.



REAL ESTATE INVESTMENTS 

 by Brad Houle, CFA, Executive Vice President
 Fixed Income Research and Portfolio Management

The primary vehicle we employ for providing clients with 
exposure to real estate is the Versus Capital Multimanager 
Real Estate Income Fund. Our partner Versus Capital pio-
neered a mutual fund structure that affords individual in-
vestors access to private real estate that heretofore required 
a minimum investment of tens of millions of dollars. The ad-
vantage of investing in private real estate rather than public-
ly-traded real estate investment trusts (REITs) is that the re-
turn characteristics of private real estate more closely match 
the returns available from underlying real estate holdings. 
 
While not an undiscovered asset class, commercial real es-
tate remains a compelling investment from a risk-reward 
perspective. Overbuilding, lack of demand and poor cred-
it quality can be problematic for commercial real estate in-
vesting. Despite the number of building cranes in the Pacific 
Northwest, commercial real estate has not been overbuilt this 
cycle on a national-basis. The percentage of new capacity 
added relative to the existing stock is well under where it has 
traditionally been at this stage of the economic cycle. With 
a 50-year-low in unemployment and steady new household 
formation, the demand for commercial real estate remains 
supportive. 

Lastly, credit quality and credit underwriting remain 
healthy. The real estate world runs on borrowed money. Fi-
nancial company legislation that followed the financial crisis 
encouraged banks to lend in a responsible manner. In addi-
tion, underlying managers in the Versus Capital Fund use 
low-leverage on stable real estate to earn returns that have 
favorable risk-and-reward characteristics. 

We remain watchful of real estate market fundamentals. In 
the context of the challenging capital market returns of other 
asset classes in 2018, we are pleased with the low volatility, 
single-digit returns that Versus Capital Real Estate Fund has 
provided for clients. 

MUNICIPAL BONDS

 by Joe Brooks, Vice President
 Fixed Income Trading and Analysis

A sharp decrease in supply and steady, constant demand 
helped municipal bonds outperform taxable bonds in 2018. 
Municipal bond issuance reached a record high of $64.1 billion 
in December 2017 as state and local governments rushed to 
beat the deadline imposed by the passage of the Tax Cuts and 
Jobs Act of 2017 to issue tax-exempt refunding bonds. Munic-
ipal issuance in 2018 hit a four-year low and is down about 30 
percent year-over-year. On the other hand, strong demand for 
municipal bonds is attributed to the newly imposed limits on 
the deductibility of state and local taxes. Municipal issuance is 
expected to increase 15-to-20 percent in 2019, relieving some of 
the demand/supply imbalance we saw last year. 

Natural disasters caused $10.5 billion worth of damage thus 
far in 2018, with damage costs from Hurricane Florence and 
California wildfires still to be calculated. In 2017, damage 
from natural disasters set a new record of $306 billion. Hur-
ricane Katrina remains the single most costly natural disaster 
in United States history, with $160 billion in damages. Katrina 
brought total damages in 2005 to $215 billion, $91 billion less 
than the devastating losses of 2018. 

Although these losses are significant, the overall long-term 
impact to municipal bonds is negligible. Disaster relief funds 
from Federal and state agencies as well as insurance compa-
nies help communities to rebuild and restore day-to-day oper-
ations. Interestingly, natural disasters have not been the cause 
of a single default in U.S. municipal bond history. 

Municipal bond yields are at their highest since early 2014. 
With anticipated Fed rate hikes as well as increased munic-
ipal bond issuance, we anticipate slightly higher municipal 
bond yields in 2019. Municipal bonds tend to perform well in 
a rising interest rate environment and offer a degree of sta-
bility when other capital market sectors become increasingly 
volatile. We continue to see value and opportunity in own-
ing municipal bonds. The diversification they add as well as 
the safety and tax advantages are beneficial to constructing a 
well-balanced portfolio. 
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DIVIDEND VALUE

 by Jason Norris, CFA, Executive Vice President 
 Equity Research and Portfolio Management

Uncertainty reared its ugly head in the fourth quarter of 2018 
and Ferguson Wellman’s Dividend Value Strategy was not im-
mune to the volatility. Concerns of slowing global economic 
growth and tariff issues with China were major headwinds for 
equities, particularly for cyclical stocks. While we pulled back 
on our cyclical tilt throughout 2018, it wasn’t enough to avoid 
participating in the market weakness.

As we look toward 2019, volatility should continue as glob-
al uncertainty persists and we move closer to the end of this 
growth cycle. One of the attributes that helps alleviate some 
downside volatility is our emphasis on dividend growth. 
While the yield on the portfolio is currently 3.8 percent, the 
expected dividend growth rate for the portfolio is a handsome 
10-to-12 percent for 2019. The 2017 Tax Cuts and Jobs Act was 
a great catalyst, though, and a strong U.S. economy coupled 
with record profitability has led to healthy dividend increases. 
The table below highlights the top 10 dividend increases in the 
Dividend Value Strategy last year.

The balance between a strong dividend yield coupled with  
healthy dividend growth has historically resulted in lower 
volatility relative to the broad market. The next chart high-
lights historic risk and return metrics relative to the S&P 500, 
as well as the Russell 1000 Value. 

It is significant to note that while our Dividend Value Strategy 
has delivered above-market returns from inception, the beta 
and volatility, as shown by standard deviation, is lower. These 
factors have provided investors the compelling combination 
of higher-than-average returns alongside lower risk.

One risk for 2019 is rising interest rates. Since Dividend Value 
has a higher yield than the broad market, rising interest rates 
have typically presented a headwind to relative performance. 
Historically, when the yield on the 10-year U.S. Treasury in-
creases, Dividend Value will trail the broad market by roughly 
0.3 percent per quarter. With our expectation of 0.50 percent 
increase in the 10-year U.S. Treasury yield in 2019, we may see 
some headwinds to the strategy; however, the growth compo-
nent should allow investors to continue to enjoy an increase in 
their income stream.

The portfolio will continue to remain overweight healthcare 
and technology due to healthy secular trends in these sectors. 
Also, they generate strong cashflow which provides the op-
portunity to increase dividends. 

DIVIDEND VALUE STOCKS: 
YEAR-TO-DATE RETURNS

Source: FactSet 
As of November 2018

TOP 10 DIVIDEND VALUE STRATEGY 
HOLDINGS DIVIDEND INCREASES
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Past performance is not indicative of future results. 
The above chart uses GIPS-compliant returns for the Ferguson Wellman Large-Cap Dividend Value Composite.

12-Month Increase Yield

SunTrust Bank, Inc. 51.5% 3.2%

JPMorgan Chase & Co. 50.9% 2.9%

AbbView, Inc. 46.0% 4.9%

Texas Instruments Incorporated 45.3% 3.3%

Morgan Stanley 33.3% 2.6%

BB&T Corporation 28.6% 3.3%

Altria Group, Inc. 26.0% 4.9%

Blackrock, Inc. 25.2% 3.0%

Honeywell International Inc. 19.7% 2.3%

Six Flags Entertainment Corporation 19.1% 5.8%

9.32

8.07
9.03

2.16

0

1.49

13.25
14.93 14.35

0.82

1.00
0.89

Returns Alpha Standard Deviation Beta

 Ferguson Wellman  Russell 1000 Value  S&P 500

January 1, 2004 - June 30, 2018

Beating Returns Lower Volatility



INTERNATIONAL EQUITY

 by Ralph Cole, CFA, Director 
 Equity Strategy and Portfolio Management

What a difference a year makes. Last year at this time, econom-
ic indicators around the world were increasing, central banks 
were still flooding economies with liquidity and the best per-
forming assets were outside of the U.S. With the passage of the 
2017 Tax Cuts and Jobs Act, the performance between the U.S. 
and other countries began to change. Specifically, U.S. growth 
began to accelerate, while growth outside of our borders be-
gan to wane. 

This change in relative growth rates drove the dollar higher 
and drained capital from emerging markets. Often, it is not 
the absolute growth rate that matters, but rather the change in 
growth rates that drives currencies. The fiscal stimulus in the 
U.S. will be smaller in 2019, which should lead to slower GDP 
growth. At the margin this should slow, if not reverse, the rise 
in the dollar.

Brexit, Quitaly and Grexit
Since the creation of the Eurozone, there has been great skep-
ticism that a single currency could function across multiple 
countries with their own fiscal policies. These strains of the 
potentially fatal flaw are continuously evident throughout the 
continent. We believe those strains will continue to be a source 
of episodic volatility in the coming years.

Brexit is a different story because when the U.K. joined the 
European Union it maintained their own currency. There were 
clear trading benefits to being part of the EU, but the open 
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immigration policies created tension among voters who con-
cluded that the negatives of being in the EU outweighed the 
positives. 

In our opinion, Brexit and future displeasure with the Euro-
zone will lead to increased volatility and lower growth for the 
entire region. We believe that discounted valuations in Europe 
appropriately reflect the complications that come with a mon-
etary union. 

Opportunities
Southeast Asia remains one of our favorite regions for inve-
setment. Early in 2018, we added the Matthews Pacific Tiger 
Fund to our international portfolios. The fund has focused in-
vestment in the Asia ex-Japan region since 1994, with the larg-
est regions including China/Hong Kong  at 36 percent, India 
at 20 percent and South Korea at 12 percent. Going forward, 
these regions will become a larger part of the emerging mar-
ket indices. The natural tendency for most investors is to focus 
on the known problems in China, i.e., Chinese style capital-
ism, corporate debt, ghost cities, etc. We believe the Chinese 
government is aware of these issues and are trying to address 
them rationally. More importantly, we think the opportunities 
in Asia outweigh their risks.    
 
We believe we are on the precipice of a paradigm shift for 
global consumer companies. Today, brands focus on the U.S. 
and European markets, and then adapt their products to the 
Asian consumer. In the not-too-distant future, companies will 
design and market specifically for the Asia Pacific market, and 
when the opportunity arises, they will sell to the West. Com-
panies will no longer need to penetrate the U.S. or European 
markets to be successful. With the rise in the Asian middle 
class as seen in the chart, the growth opportunities in south-
east Asia are plentiful.

We remain modestly overweight international stocks in bal-
anced portfolios. Within our international portfolios we have 
a slight overweight to Canada, Europe and southeast Asia. 
Finally, while we are neutral toward emerging markets, we 
think the Asia Pacific region offers the best long-term growth 
story as we look at opportunities across the globe.

MIDDLE CLASS SPENDING

Source: Brookings Institute  
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GLOBAL SUSTAINABLE 
INVESTING

 by Peter Jones, CFA,  Vice President
 Equity Research and Analysis

Environmental, Social and Governance (ESG) investing has 
emerged as the predominant way for investors to align their 
assets with their values. Before the rapid growth in ESG in-
vesting, it was common to express values by divesting a com-
pany or industry group that was not aligned with an individ-
ual’s or institution’s belief set. ESG, on the other hand, takes 
a different approach from these so-called “negative” screens. 
ESG seeks to find investments that stand out from their peers 
through environmental, social and governance policies. Thus, 
ESG pursues the best operators across industry groups while 
at the same time attempting to achieve the same-or-better re-
turns than traditional investment strategies. 

In May, we launched our own ESG strategy, Global Sustainable 
Investing (GSI). This new approach is a hybrid that applies the 
same rigorous fundamental analysis we carry out in our other 
investment strategies. Global Sustainable Investing covers U.S. 
equity, international equity and fixed income securities with 
the objective of generating the same risk-return profile of tra-
ditional Ferguson Wellman portfolios. Our belief is that val-
ues are inherently subjective and as such, we do not exclude 
any industry groups for potential investment. We utilize the 
industry and global standard, MSCI Rankings, to determine 
eligible securities. Once our list is narrowed to companies with 
strong ESG ratings as defined by MSCI, we fundamentally an-
alyze securities for their investment merit. As always, our use 
of individual stocks and bonds enables clients to tailor portfo-
lios so they are aligned with their principles. 

ALTERNATIVE INVESTMENTS 

 by Dean Dordevic, Principal
 and Portfolio Management

Market volatility has been significantly more pronounced last 
year, and our Alternative Investments have helped both diver-
sify portfolios and reduce volatility. While we do not believe 
we will realize the outsized returns seen in years past, we have 
added tactically and selectively to portfolios. We continue to 
focus on finding partners we consider to be “best-of-breed,” 
providing us with diverse and well-managed funds. An exam-
ple was our addition last year of Versus Capital Real Assets 
Fund to our portfolios. Our strong relationship with Versus 
Capital allowed our clients to enter their new Real Assets Fund 
upon its inaugural launch. This fund was added to reduce ex-
posure to the financial markets in the later stages of the eco-
nomic cycle. Last year’s returns have been muted yet positive 
and have demonstrated the low correlation to other markets 
that we seek.

Below is a brief summary of the offerings that we have chosen 
to participate in as of December 2018. The 2017 Tax Cuts and 
Jobs Act created a new class of investments called “Opportu-
nity Zone” funds. These funds are targeted geographically by 
state and, among other things, provide investors a variety of 
tax-related benefits. Our primary goal in 2019 will be to suc-
cessfully complete our due diligence on one or more of these 
investments.

Versus Capital Real Assets Funds provides exposure to in-
stitutional-quality private infrastructure, private farmland and 
private timberland. A majority of the fund is invested in pri-
vate, institutional funds while the remainder employs liquid 
public investments.

The Partners Group is a globally-diverse evergreen private 
equity fund-of-funds. The portfolio is diversified across trans-
action types, regions and vintage years. The evergreen nature 
of the fund allows select clients to be fully invested in private 
equity. The Partners Group is a core private-equity solution.

Ironwood Multi-Strategy Fund is a multi-strategy fund-
of-hedge funds of market-neutral and market-uncorrelated 
investment strategies. Ironwood focuses on managers with 
strong operations who invest in historically uncorrelated strat-
egies. Ironwood Multi-Strategy Fund is a core hedge fund 
solution. 
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