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Fourth Quarter 2019 

A Year to Remember! 

The fourth quarter of 2019 looked drastically different from the fourth quarter of 2018 when the markets experienced a near 20% decline leading up to Christmas Eve.  In the 

last quarter of 2019, markets continued the rally since bottoming out in early October to close at all-time highs. This marked the end of a decade without a recession for the 

first time since the Civil War.  All major U.S. stock indices were solidly higher in Q4 thanks to rising optimism on U.S.-China trade and expectations for a rebound in economic 

growth.  The tech-heavy NASDAQ, which finished the quarter up 12.2% and the year up 35.2%, handily outperformed its U.S. counterparts. The S&P 500, Dow Jones and Rus-

sell 2000 ended the year in positive territory as well returning 28.9%, 22.3% and 23.7%, respectively.  

Foreign markets participated in the optimism of a U.S.-China trade deal in Q4 as well, albeit still underperformed domestic markets.  The MSCI EAFE returned 18.4% in 2019 

and the MSCI Emerging Markets Index, while outperforming the EAFE in Q4 thanks in large part to a pullback in the U.S. dollar, still underperformed developed markets for 

the year, returning just over 15%.   

In the fixed income markets in 2019, returns in longer-dated bonds outperformed shorter-dated bonds.  However, in Q4 we saw outperformance in shorter-duration bonds 

due to the rising expectations for a rebound in global growth.  As growth expectations recover, it tends to push investors out of safe-haven, long-dated Treasuries and more 

into risk assets with the assumption that the Fed will not continue cutting rates.  In the past year, the 10-year treasury rate fell 74 basis points (0.74%) from 2.66% to 1.92%, 

briefly touching below 1.5% in late August.  Again, as global growth expectations began to rise, so too did interest rates as investors eventually came out of hiding and transi-

tioned back into risk assets.   The Barclays U.S. Bond Aggregate returned 8.7% for the year with a large portion of that return attributed to falling interest rates.  

In earlier newsletters this year we pointed out three major concerns that had been driving the markets – trade tensions, an overly aggressive Fed, and the fear of peaking 

earnings growth – all interconnected through the overarching concern of slowing global growth.  We pointed out in those newsletters the market movements were not being 

driven by fundamentals, but instead more by fear. Today we are singing a very similar tune that the market is not aligned with fundamentals, only to the sound of a different 

drum.   

Fundamentals once again have not drastically changed, yet we are reaching all-time market highs. Trade tensions have eased thanks to “phase one” of the U.S.-China trade 

deal and the Fed has literally been the opposite of aggressive in 2019.  Both have been a boon to the markets while the economy has plodded along at just over 2%.  Addi-

tionally, earnings growth has slowed this year.  We expect low to mid-single digits in earnings growth this year as well as into next year, down from mid to high-double digit 

growth in the previous two years.  That is more of a fundamental cause for concern than trade tensions and the Fed.   

Looking at the price-to-earnings (P/E) ratio – a valuation ratio essentially indicating how much are you willing to pay for $1 of a company’s earnings – we can paint a picture 

of how fundamentals are beginning to raise eyebrows.  At the end of 2009, the S&P P/E ratio was at 14.9x and over the next decade the index returned an average of 14% 

per year.  At the end of 1999, the P/E ratio was 24x and over the next decade the index returned an average of -1% per year.  The P/E on the S&P 500 currently sits at 18.2x 

forward earnings – exactly where it was at the beginning of 2018.  While we do not necessarily expect earnings to decline, forward earnings estimates will need to improve in 

order to justify the current level of the market.   
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If the economy has continued to grow at a roughly 2% pace, earnings growth 

has slowed, and manufacturing has been in contraction, then how did the 

market return almost 30% in 2019?  This was largely due to easing trade ten-

sions and a stimulative Fed.  Lowering interest rates below the rate of infla-

tion has again forced investors into riskier assets, raising prices as money 

flows in.  Consumption has propped up the economy as the wealth effect has 

kept a hold on the consumer who has been encouraged to spend.  From a 

trade aspect, businesses are optimistic about phase one of the trade deal 

which could lead to an increase in business spending.  Think of turning the 

resistance down on a stationary bike – you are pedaling hard and feel as if 

you are flying only to look down and realize you have not traveled quite the 

distance you thought you had.  The Fed turned down the damper on the sta-

tionary bike with three rate cuts which led the markets to recover without 

seeing much fundamental improvement.   

That is not to say we are headed toward a recession.  Unemployment is at 

record lows, wages are increasing, and so is inflation (ever so slightly).  Manu-

facturing is trending in the right direction, and while housing and auto sales are down, inventory levels remain stable, easing the risks of a supply glut.  What we are saying is 

that just as there was no real need to panic at the end of 2018 when fear began to set in, there is now no real need to get overextended and let greed set in.  Market extremes 

are driven by fear and greed, which is why attempting to time the market is a fool’s errand.   

We explained that at the end of 2018 it was an opportune time to capture losses and rebalance portfolios back to 

their target weights.  We are on the opposite end of the spectrum now and it may be time to take some profits off 

the table and rebalance out of your winners and into the “losers” (losers is in quotes because while there were no 

real losers in 2019; there were asset classes such as international equities which underperformed their U.S. counter-

parts).   

Past performance is not indicative of future results, and history has shown that a long-term approach combined with 

a well-designed and well-executed investment strategy can overcome periods of heightened volatility, market cor-

rections, and even bear markets.  The strong market performance of 2019 notwithstanding, we remain vigilant to-

wards risks to portfolios and the economy.  Our years of experience in all types of markets (both positive and nega-

tive) have taught us that successful investing remains a marathon, not a sprint.  As many marathon runners will tell 

you, there is a point in the race when they are “in the zone” and everything feels great. That was 2019. However, 

that does not mean the race is over and in fact the most grueling part may still be ahead. We enter 2020 with eyes 

fully open that while the economy is strong, complacency can lead to a stumble for any investor.  
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2019 Performance Figures 

 4th Qtr. YTD 

DJIA (Dow) 6.02% 22.34% 

S&P 500                    8.53% 28.88% 

NASDAQ COMP 12.17% 35.23% 

MSCI EAFE   7.81% 18.44% 

Russell 2000 Small Cap 9.52% 23.72% 

Barclays US Aggregate 
Bond Index 0.18% 8.72% 

MSCI World All Cap 819% 25.19% 

Interest in Digital Assets 

This is a reminder to include in your estate planning designations of all right, title and 
interest in “digital assets” including the power to access, modify, delete, 

control and transfer: 
 

   Frequent flyer, hotel credit card and other mileage awards/points 

   Assets stored on desktop, laptop, tablet, peripheral drive, etc. 

   Internet accounts including email, banking, financials, etc. 

   Online photos, videos, music, documents, social network accounts, tax prep  

                         accounts, and computer backup processes  

   User passwords and other security access to any of the foregoing 

   All similar digital items which currently exist or may exist as technology advances 

You can accomplish this with a written statement or list, signed and dated. 


