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Fourth Quarter 2019 Market Commentary 
  

We start every market commentary by highlighting an observation from our previous 
commentary.  Here is what we said last quarter regarding the markets: 
 
“There is a lot to be said for the strength of the economy and the resilience of the 
stock market to external shocks.  Investors today understand, perhaps better than in 
the past, that markets ebb and flow.  The losing trade is to try and time the markets, 
while the winning trade is to organize a well-diversified portfolio of quality 
investments and disregard the news of the day.  The economic power that we are 
witnessing in the United States today is a function of good economic policies that are 
“tried-and-true.” 
 

What a Difference Timing Makes 
 
In the history of the S&P 500, going back to 1928, there have been 13 times the S&P 
500 exceeded an annual 30% return.  The year that just ended was the thirteenth time 
it has occurred.  That means only 14% of the returns since 1928, a 91-year stretch, have 
achieved the feat. Here are a few other interesting facts as we move into the second 
decade of the 21st Century: 
 

• During the best year (1954), the S&P 500 gained 53.6%. 
• During the worst year (1931), the S&P 500 lost 38.1%.  2008 was close, but was 

down 36.6% during the financial crisis 
• The S&P 500 experienced a gain of 25% or more in 19 out of 90 years (21.1% 

of years) 
• The S&P 500 experienced a loss of 10% or more in 17 out of 90 years (18.9% 

of years) 
 
All this means is that attempting to time the markets, trying to get out or get back in, 
simply cannot be done.  More importantly, the 19 years of 25% or more gains overcome 
the 17 years of 10% or more losses.  This becomes very important to remember as we 
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get deeper into the year, especially if the market continues to move higher.  A lot of 
people have sat out this market and are waiting for a momentous drop; perhaps they 
try to help the market down by speaking negatively about the it.  On June 13, 2017, the 
former director of the Office of Management and Budget, David Stockman called for 
a 34% drop in the market, with an S&P target of 1,600.  Mr. Stockman, by the way, 
touts a market newsletter, but was using his former status to try and talk down the 
markets, and maybe increase his subscriber base.  We can list chapter-and-verse of such 
calls. 
 
    DOMESTIC EQUITY STATISTICS 

Index 4thQuarter 2019 

S&P Small Cap 7.75% 

S&P Technology Sector 14% 

Dow Jones Average 6.7% 

S&P 500 Index 9.1% 

                                         (Period Ending 12/31/2019.  Source:  S&P Dow Jones Price Weighted Indices) 
 
 
 

SECTOR PERCENTAGE WEIGHT 4th QUARTER 2019 
RETURNS 

   
S&P 500  9.1% 
Energy 4.3% 5.49% 

Materials 2.7% 6.38% 
Industrials 9.1% 5.53% 

Consumer Discretionary 9.8% 4.47% 
Consumer Staples 7.2% 3.51% 

Health Care 14.2% 14.37% 
Financials 13% 10.47% 

Info. Technology 23.2% 14.4% 
Communication Services 10.4% 9.0% 

Utilities 3.3% 0.75% 
Real Estate 2.9% -0.54% 

   
 

Source:  Standard and Poor’s (www.spindices.com), price returns as of 12/31/2019. 

http://www.spindices.com/
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Style Return Box for the Fourth Quarter 2019 

 VALUE CORE GROWTH 

LARGE 9.25% 9.1% 7.91% 

MID 6.83% 6.59% 6.35% 

SMALL 7.28% 7.75% 8.24% 

Source:  Standard and Poor’s (www.spindices.com), price returns. 

 
Domestic Markets 

 
Domestic markets, both stock and commercial, continue to run on four positive 
trends: 
 

• Low unemployment 
• Low Inflation 
• Low energy prices 
• Low interest rates 

 
There can be debate on the subject about each of these with respect to how well an 
individual may be doing in this economy.  But as Winston Churchill said: “The vice of 
capitalism is the unequal distribution of wealth; the vice of socialism is the equal 
distribution of misery”.  We think we used that one last quarter, but it bears repeating 
because not everyone will share in the upsides of the markets as many are trying to 
make ends meet.  However, in every one of the four points listed above, these “lows” 
are a positive for all consumers.  Aside from California, who wants to pay $4 a gallon 
for gasoline?  Regardless of how you imagine this economy benefits a consumer, low 
energy prices, inflation, interest rates and unemployment are very good signs of a 
healthy market. 
 
Not that we are all sunshine and rainbows (thank you Rocky Balboa), there are issues 
that must be dealt with.  The rising deficit due to spending has been with us for quite 

http://www.spindices.com/
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a long time, and the Pols in Washington are going to need to deal with the deficit and 
debt in this country.  With hope, they can form a cohesive group of legislators once 
the Impeachment process is over and get back to the “work of the people”. 
 

Deals, Deals and Deals 
 

We must not forget that the dysfunctional bodies in Washington can, every now and 
again, find common ground.  The new USMCA trade accord with Canada and Mexico 
was passed out of the house and signed.  President Trump was able to land “Phase 
One” of the trade deal with China which should provide a boost to farmers, a key 
driver of our economy.  Finally, there is Europe to deal with on two fronts.  We have 
Brexit and we have a trade spat going on with countries such as Italy and France.  If 
these bi-lateral trade deals can be worked out, it may reposition our economy on the 
growth curve for a very long period.  Fair and honest trade is the hallmark of a robust 
global economy; and a very good approach to help lift people from poverty.   
 

International Markets 
 
The international markets had a very good year in 2019, finally!  International lagged 
the United States yet again, but performed much better than in the past five years. 
Consider that among the widely benchmarked international indexes, the best 
performer was the S&P/TSX 60, which tracks the largest 60 public companies in 
Canada at 28.42%.  It makes sense that the Canadian stock market would have such a 
strong year.  They are the number one trading partner with the United States and due 
to their weaker currency, we were probably buying a lot of goods and services with 
our stronger dollar.   
 
Emerging and “frontier” markets produced 19% and 15%, respectively.  Those are 
respectable numbers and we are glad to see these up-and-coming markets receive 
some attention.  They are always difficult to invest with due to interest rate changes by 
the Federal Reserve, but with the Fed on hold, we can expect another good year from 
this group.  As the Fed drops rates, cheap money flows into emerging and frontier 
markets, when the punchbowl is taken away, the money comes out.     
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Fixed Income  
 

If we could assign a book name to the fixed income market, we would have to go 
with an amalgamation of “Not So Great Expectations.”  For us, it has made it 
difficult to manage cash that should be dedicated to fixed income.  With yields pinned 
in the 1.5-1.7% range, holding cash in a money market fund, with virtually no risk, 
seems to us as a better trade-off.  And we are not fans of going after high yield debt 
because the “spread” to Treasuries is not enough to warrant the default risk, despite 
the economy. 
 
Junk bonds are better when the spread to Treasuries is 700-800 basis points.  That 
pays you for the risk you are taking on.  Today, the spread might be 300 basis points 
over Treasuries, and that’s probably for the “good junk.”  The “junky junk”, we 
would not entertain.  
 
Finally, if we are going to see a market “crack,” then it’s going to show up first in the 
bond market with rising yields.  We keep a share eye on yields, and everyone reading 
this can remember the yield curve inversion of 2019. 2-year bonds were yielding more 
than 10-year bonds.  Fortunately, the Fed recognized that they needed to take back a 
rate cut, and the world calmed down.   
 
The reason the bond market is so important is that they compete with stocks for 
investor money.  Remember, bond prices and yields have an inverse correlation.  As 
prices are bid higher by investors, the yield falls, and vice-versa.  For an easy visual, 
think of a playground “teeter-totter” with yield on one end and price of bonds on the 
other.  It is a two-edged sword.  If yields get too low (prices move higher), it is taken 
as a signal that investors lack confidence in the stock market and are “parking” risk 
assets in safe bonds. As yields move higher, investors are shifting out of bonds and 
into other assets, such as the stock market, perhaps signaling a “hot” market.  If yields 
get too high, investors shift back into bonds to capture high yields with low risk.  At 
the present, that “teeter-totter” is slightly off kilter as yields are low, but not 
historically low.  What might be a reasonable “alarm” to watch for yields?  Previous 
lows were around 1.10% a few years back, while you have to go back to the early 
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1980’s to see rates in the 18-19% range.  We do not profess to know the exact level, 
but it is a fair bet to say if yields move up to 3-4%, that would probably start a pretty 
good panic in the market.  It will take a long time to get to that level given the 
strength of the economy.  In the meantime, stay balanced! 
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