
 
 
4th Quarter 2019 
As we turn the page on another year and start a new decade, it’s good to look back and reflect a bit. It’s 
amazing how much things change in the span of a decade. Just as an example, this author started the 
decade as a young, single, happy guy with the world at his fingertips just living the dream and is ending 
the decade as a married father of two…. young, happy with the world at his fingertips and living the 
dream (I remembered my wife does read these). From an investor standpoint we started the decade 
coming off the worst financial recession since the great depression, and are ending the decade with the 
longest economic expansion in American history. The market was up 9 out of 10 years during the 2010’s, 
with 6 out of 10 years up double digits. It was a good decade for investors. 
 
This will be the first quarterly update for the 2020’s and marks the 25th quarterly update you have 
received from us. As we turn the page on a new decade, we thought we would change things up a bit 
with these commentaries (before you get too excited we are not discontinuing these updates). We will 
continue to update you quarterly with the important information regarding the markets and provide 
you with our thoughts on what that means for you. However, we will try to do this in a more concise 
manner, or to be honest, try to make them a bit shorter. We realize your time is important, and 
sometimes we have the tendency to ramble, but will make an effort to be a bit more conscious of your 
time and keep our comments focused on what’s important. With that in mind our traditional format will 
change a bit. Given this is the end of year commentary it will be slightly longer than our typical quarterly 
comments moving forward, but hopefully we can still make this quick. In addition, you will likely be 
hearing more from us during the quarter as developments arise that impact you and your portfolio. 
Again these updates will likely be brief, but we will try to shed light on current happenings in the market 
as they occur. We hope you still find these updates valuable and would welcome your comments or 
critiques on how to improve these in the future.  
 
Market Returns 
  

2018 4Q 
Large Cap (S&P 500) 31.5% 9.1% 
Mid Cap (Russell Mid Cap) 30.5% 7.1% 
Small Cap (Russell 2000) 25.5% 9.9% 
Developed International (MSCI EAFE) 22.7% 8.2% 
Emerging Markets (MSCI EM) 15.4% 11.4% 
Fixed Income (Barclays Agg) 8.7% 0.2% 
Real Estate (Dow Wilshire REIT) 18.6% -2.2% 
Commodities (Bloomberg Commodity Index) 17.6% 8.3% 
MLP (Alerian MLP Index) -2.0% -6.3% 
   

 
* Index returns source Black Diamond Performance Reporting  
 



 
 
Overview 
Last year, like we do every year, we gave you our predictions for 2019 and how we thought the year 
would play out. Below is the summary of what we wrote a year ago. 
 
As a summary for what we see in the year ahead: 

• No recession but slower growth 
• Positive equity performance (if we avoid a recession) 
• Slightly higher interest rates 
• Flat fixed income performance 
• Still recommend international exposure for clients 
• Recommend looking at alternatives in your portfolio 

 
We will give ourselves a B minus/ C plus on our predictions. We didn’t have recession in 2019, and in 
fact this is the only decade in history where we didn’t see a recession. And while we were right on the 
positive performance for equities, we were surprised by the magnitude. We wrote in the last quarter’s 
commentary that most of the performance this year came from multiple expansion as US companies 
saw very little earnings growth but saw the P/E multiple expand from 14.4 times forward earnings at the 
end of 2018 to 18.2 times at the end of 2019. Again we were spot on with our interest rate prediction 
(kidding of course). We were surprised to see the Fed cut rates in an effort to stave off a recession in the 
face of slowing growth. The Fed likened it to an insurance policy on growth, but in our opinion it did very 
little except propel equity markets. However, because rates moved lower in the year, fixed income had 
its best performance since 2002, a far cry from being flat. Investors experienced strong absolute 
performance in non US equities, but underperformed on a relative basis. And alternatives for the most 
part were as expected. 
 
The Year Ahead 
We will go out on a limb, and make the bold prediction that 2020 will not be as good as 2019. Below are 
our thoughts for the year ahead. 

• From an equity standpoint investors should expect returns to be more muted. With the market 
trading at a multiple above its long term average and earnings growth looking to come in 
around 3.5%, there are not a lot of catalysts to move markets significantly higher in 2020 
without either seeing earnings accelerate or multiples expand further. Both of which we think 
will be difficult in 2020. In addition, there are significant risks to equity markets in 2020. We are 
seeing things heat up geo-politically, and this is an election year with the potential for big policy 
changes on the horizon. Each of these could have an effect on equity markets, especially in light 
of elevated valuations. 

• We don’t think we will see a recession in 2020. The data continue to look stable (note we are 
not saying strong), and outside of an exogenous event disrupting the current status quo, we 
think the record long recovery continues. Employment is strong, interest rates and inflation are 
low, there don’t appear to be any parts of the economy that are running extremely hot which 
means we don’t see any big bubbles bursting, and with trade concerns abating a bit, 
manufacturing may stabilize in 2020. All of these things point to a continued positive growth 
story for 2020. 



• We are finished making predictions on interest rates. We mean it this time, we are done (after 
compliance proof read this commentary we have been instructed to once again include a 
section on interest rates). There is no doubt our predictions on rates have been less than 
accurate over the last few years, but we certainly haven’t been alone on our inaccuracy. We 
have been among the consensus. We were wrong on where current rates ended up, however, 
we think we are right in our thoughts on where rates should be given the current environment. 
We didn’t think the Fed needed to cut rates to stave off a recession, and given where 
employment and inflation are, feel the rate environment should be higher. As long as the 
economy continues to grow we probably won’t experience any negative consequences from 
low rates besides yields on cash and fixed income that are below inflation (which we would 
point out is a negative consequence). However, if things do slow and the economy does fall into 
a recession, the Fed will have little ammunition to pull us out of it. That concerns us, and we 
would like to see the Fed get rates to more normalized levels while the economy is still growing. 
However, given what we have seen out of the Fed the last few years we don’t think we will see 
them raise rates in 2020. In fact, the market expects rates to move lower this year. 

• Without any significant movement in rates we feel fixed income investors will essentially clip 
coupons this year which would mean low single digit returns in bonds.  

• We know we sound like a broken record but we still feel investors should allocate to non-US 
equities. Non US equities have been a disappointing place to allocate capital relative to US 
stocks for the better part of this recovery. With valuations looking more attractive in non US 
equities versus US equities, and given the long term positive demographics facing many 
international economies, we feel that investors who continue to stick to a diversified approach 
including non US equities in their overall portfolio allocation will be rewarded. 

• Given the strength of returns this last year and for much of the last decade, we want to remind 
investors that markets don’t go up all the time, but do rise over time. We only say this to make 
the point that if and when (okay, when, not if) we do see volatility and a pullback in the market, 
that investors understand this is normal and not panic. As you have heard us say before, we 
unfortunately cannot tell you when that will occur, but it will at some point. That’s why it’s 
important to understand your risk tolerance, time horizon, and liquidity needs and allocate 
appropriately so that when a down market does happen you have the confidence to weather 
the storm knowing that you are positioned correctly. 

 
We could have obviously written more and gone into greater detail on 2019. In addition, we could have 
provided you more color on what we think about 2020.  However, in an effort to be more “concise” we 
will likely do this one on one during our upcoming conversations and will end our commentary here. As 
always, we would like to thank you for the trust and confidence placed in us ……. and for the record, this 
author does in fact end the decade as married father of two, happy, world at his fingertips just living the 
dream, only not quite as young. 
 
Wishing you a Happy New Year 
 
Tim & Scott 
 
 
 


