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Key takeaways
• Equity markets have
been negatively
impacted by global trade
war concerns, and
investors are also
worried about the
prospects of slowing
economic growth given
tighter monetary
conditions.
• In particular,
opportunities exist in
select cyclical sectors as
many are discounting a
sizable economic
slowdown commensurate
with a recession.
• In our view, historically
low volatility sectors are
expensive, and in some
cases structurally
challenged versus
history.

As we look forward into 2019, we believe there
is continued potential for positive US equity
returns, but slowing economic growth may
mean more frequent downhills — and more
investors losing their way — than during the
market’s climb of recent years. Observing the
weight of the evidence, we have moved into a
late‐cycle environment. In our view, the path
forward will not rely on choosing growth versus
value, or small‐cap versus large‐cap. We believe
it will rely on identifying “share‐takers” (companies that can gain market share from technology‐enabled advantages in their business model
and in consumer behavior) and avoiding
“share‐losers” (companies that have simply
been buoyed in recent years by the expanding
economic environment).
Late cycle, but maybe longer cycle too
While we are late in the cycle, economic data
has continued to look positive and we are not
seeing imminent signs of a downturn. The
gloomy macro headlines of late 2018 are not
materially different from those that we saw
earlier in this nine‐year run, and yet US stocks
are up over 400% since March 2009.¹ In fact,
the economy remains quite healthy, and if
historical precedent holds up, there is still room
to be positive on equities as we move into 2019
and on to early 2020. The previous two secular
bull markets (1942‐1966 and 1982‐2000)
lasted 18 and 24 years respectively, and
delivered over 1000% returns off the prior
market lows.²
Slowing growth and the biggest risk we
see today
Our base case expectation is for slowing
growth over the next 12 to 18 months. The
positive benefits of US tax stimulus and
deregulation are being offset by higher
interest rates, rising labor costs and trade
pressures. While we see a natural deceleration in growth, we do not believe recession
is imminent.
While we see a natural deceleration in
growth, we do not believe recession is
imminent.

The biggest risk to this view is a misstep in
Federal Reserve (Fed) monetary policy.
Today, we believe the Fed is walking a
knife’s edge: It is balancing expected
economic data and the inertia of its
telegraphed rate path against the unknowable impacts of tax reform benefits and the
lagged impact of relatively quick successive
rate hikes. If the Fed tightens too quickly,
higher interest expense could drive corporate earnings growth lower and possibly
drive the economy into a recession by
materially increasing business and personal
financing costs, at the same time that
cyclical growth is naturally slowing.
We believe the market will continue to
favor companies that can produce
growth and compound earnings in
spite of the economic cycle.

The path forward: Identifying
‘share‐takers’
In such an environment, true growth will
likely become an even scarcer commodity,
and thus we believe the market will continue
to favor companies that can produce growth
and compound earnings in spite
of the economic cycle. We believe that
change is the fuel for growth, and that
today is a compelling time to invest in
share‐takers, because it is a period of
massive change, and market share is
shifting rapidly between companies.
Consumer habits and business models are
rapidly changing with the introduction of
new technology. Historically, it has been
rare — almost unheard of — to capture shifts
that are global in nature (versus regional or
market‐specific) over a typical investment
horizon. But today, technology is removing
the barriers for global commerce. In our
view, these changes are producing winners
and losers, and creating an excellent
environment for bottom‐up fundamental
research and stock picking — the keystone of
our investment process on the US Growth
Equities Team.

1 Source: Bloomberg L.P., based on cumulative returns for the S&P 500 Index as of Sept. 30, 2018
2 Source: Bloomberg L.P., based on cumulative returns for the S&P 500 Index

1

Change is the fuel for growth

Here are several areas where technology is
enabling disruption and creating opportunities:
• Connectivity/mobile devices
Mobile devices are driving an inflection
point in internet connectivity; the developed market is spending more time online,
and the emerging market is gaining access
to the internet for the first time, thereby
changing consumer behavior in both
markets. We estimate that over 4 billion
people have access to the Internet globally,
and we expect that another 1.3 billion
people will gain Internet access over the
next three years.³
• Artificial Intelligence
In the health care sector alone, AI‐enabled
advancements such as robot‐ assisted
surgery, virtual nursing assistants, workflow
management, fraud detection, and dosage
error reduction have the potential to save
$150 billion in costs by 2026.4
• E‐Commerce
E‐commerce is at a point of inflection as it
begins to penetrate the largest commerce
verticals of food, consumables and auto.
E‐commerce accounts for just 12% of retail
spending today, and we believe this could
accelerate to more than 30% in the next
few years as additional categories are on
the verge of moving online, including food
and food service, consumables, auto and
auto parts, furniture, appliances and luxury
goods — all of which currently have low
e‐commerce penetration.5
• Digital music
The digital music industry is shifting from a
single‐serve distribution model to a subscription model — which we believe is the ideal
way to capture value.
- 53% of millennials spend over three hours
a day listening to music. 6

- Streaming music revenue has grown
more than 40% year‐over‐year for the
last five years. 6
- Streaming of digital music has created an
inflection point, returning the music
industry to growth after years of decline. 6
• Online advertising
Online advertising spend is still catching up
to traditional media advertising spend, and
has room for continued long‐term growth.
- Mobile devices and personal computers
account for 57% of media time spent by
US adults,7 while online advertising
represents only 44% of ad budgets.8
Online advertising is taking share from
traditional print, radio and television
advertising.
• Video games
Video game companies are well‐positioned
to expand their market and margins through
more downloadable content, increasing
mobile graphics processing power and
eSports momentum.
- The current market of 500 million gaming
consoles is driving video game revenues
and profit margins with
direct‐to‐consumer downloadable games
and upgrades.9
- Smartphone graphics processing power
has just reached the level of the previous
video game console generation, thereby
unlocking years of video game library
content to a total addressable market of
over three billion smartphones.9
• Genomics
The cost of sequencing a human genome
has declined significantly from $100 million
in 2001 to under $1000 in 2017, opening
the door for broad and rapid diagnosis and
treatment of disease.10

3 Sources: Invesco, ITU, Bank of America, as of Dec. 31, 2017
4 Source: Accenture, as of April 30, 2017
5 Source: Bank of America, as of Jan. 9, 2018
6 Source: Edison Research, International Federation of the Phonographic Industry, as of May 30, 2018
7 Source: eMarketer, Invesco, as of April 30, 2018
8 Source: eMarketer, MoffetNathanson Research, as of Jan. 30, 2018
9 Source: Apple, Microsoft, Invesco, as of Sept.20, 2018
10 Source: National Institutes of Health, National Human Genome Research Institute Genome Sequencing Program, as of April 25, 2018
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Important information
This document has been prepared only for those persons to whom Invesco has provided it for informational
purposes only. This document is not an offering of a financial product and is not intended for and should not
be distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is
unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any person without
the consent of Invesco is prohibited.
This document may contain statements that are not purely historical in nature but are forward-looking
statements, which are based on certain assumptions of future events. Forward-looking statements are
based on information available on the date hereof, and Invesco does not assume any duty to update any
forward-looking statement. Actual events may differ from those assumed. There can be no assurance that
forward-looking statements, including any projected returns, will materialize or that actual market conditions
and/or performance results will not be materially different or worse than those presented.
The information in this document has been prepared without taking into account any investor’s investment
objectives, financial situation or particular needs.
Before acting on the information the investor should consider its appropriateness having regard to their
investment objectives, financial situation and needs.
You should note that this information:
•
•
•
•

may contain references to amounts which are not in local currencies;
may contain financial information which is not prepared in accordance with the laws or practices of your
country of residence;
may not address risks associated with investment in foreign currency denominated investments; and
does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be
guaranteed. Investment involves risk. Please review all financial material carefully before investing. The
opinions expressed are based on current market conditions and are subject to change without notice. These
opinions may differ from those of other Invesco investment professionals.
The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into
whose possession this marketing material may come are required to inform themselves about and to comply
with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in
which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or
solicitation.
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