
   “Life is very short and anxious for those who forget the past, neglect the present, and fear the future.” 
  & Seneca, ca. 4 BC – 65 AD, Roman philosopher, statesman, orator, and tragedian 

WHAT A DIFFERENCE A YEAR MAKES 
Based on Dan Millman’s autobiographical novel, the 
2006 movie “Peaceful Warrior” depicts the story of a 
chance encounter between Dan, a talented college 
gymnast who aspires for Olympic glory and a gas station 
attendant nicknamed ‘Socrates’, who becomes his 
mentor. 

In one scene, Socrates takes his protégé on a three-hour 
hike deep into the mountains. On the way up, Dan is 
excited and happy because he anticipates that Socrates 
will show him something important. At the top, Dan asks, 
“What did you want 
to show me?” When 
Socrates points to a 
non-descript rock, a 
visibly disappointed 
Dan complains, “This 
is it? This is what you 
wanted to show me?” 
But after some 
reflection, Dan comes 
to realize that it’s “the 
journey that brings us 
happiness, not the 
destination.” 

We have all heard this 
old adage or some variation of it. T.S. Eliot, for example, 
is often credited for the aphorism “The journey, not the 
destination matters.” What it tells us is that the outcome 
of whatever we are doing is less important than the 
experiences we gain along the way. What few people 
discuss, however, is the reason why the journey is so 
important. 

While we agree with that timeless meme as it relates to 
matters of life, we believe that successful investing is 
both, a journey and a destination. In other words, if 
planning and investing are the journey, and meeting your 
financial goals is the destination, then, in essence, the 
destination is dependent on the journey. 

The journey, of course, are the various financial decisions 
you make during your lifetime in order to 
achieve your life goals, such as saving, adhering 

to a long-term investment strategy, selecting a prudent 
asset allocation, building a diversified portfolio, and 
staying disciplined during times of market volatility. 

And what a remarkable journey the past decade has been 
for investors! In stark contrast to the dismal 2000 to 2009 
decade, which produced two separate recessions and 
accompanying stock market plunges of more than 50 
percent, and is aptly named ‘the lost decade’ for stock 
investors, the ensuing decade from 2010 to 2019 saw a 
remarkable lack of volatility and was dominated by 

outsized returns 
across almost every 
asset class. 

In fact, it was the first 
decade on record 
that the U.S. did not 
suffer a single 
recession and only 
the second not to 
experience a bear 
market (the ‘90s 
being the other). The 
U.S. economy has 
now expanded for an 
unprecedented 126 

straight months, the longest time period in the country’s 
history according to the National Bureau of Economic 
Research (NBER). 

Ten years ago, when the economy was still reeling from 
the effects of the Great Recession, few would have 
guessed that it marked the beginning of the longest bull 
market on record. Today, at 129 months old, the current 
bull market – a period of time where stocks are rising 
without a 20% decline - is the longest-running yet by a 
large margin. The next-longest uninterrupted bull market 
began in 1990 and lasted for 113 months. 

Not every day was smooth sailing, of course. Worries 
from debt problems in Europe to a global trade war and 
gradual interest rate increases by the Fed nearly derailed 

the bull at various points over the past decade, 
but in each instance, the market steadied itself 



before declining 20% - the percentage loss that would 
signal a bear market. 

The nearest the bull market ever came to its demise was 
on Christmas Eve 2018, when the S&P 500 closed down 
19.8% from its September high, just seven points above 
the bear market threshold. That brutal fourth-quarter 
selloff dragged the S&P 500 into negative territory – it 
lost just over 6% - and made 2018 the decade’s only 
down-year with a negative total return (see bottom chart). 
Including dividends, the benchmark index gained about 
250% during the past decade, or 13.4% a year, and it 
happened without the stomach-churning dips the stock 
market has delivered in other periods. 

While there’s never a simple answer to explain what 
triggered stock market 
volatility, the vicious late-
2018 selloff in risk assets 
can at least partially be 
attributed to tightening 
financial conditions – four 
Fed interest rate hikes and 
a reduction of the bonds it 
holds on its balance sheet. 

As we have pointed out 
repeatedly, the Fed has 
played a major role in 
supporting the stock and 
bond markets following the 
Great Recession, first by 
keeping interest rates 
anchored at zero percent 
and later by dramatically 
ballooning its balance 
sheet via quantitative 
easing (QE). 

When it became apparent 
that the domestic economy 
had largely recovered from 
the financial crisis, they 
planned to return to 
‘normal’, which consisted 
of raising interest rates to pre-recession levels and scaling 
back the vast portfolio of bonds on its balance sheet. 
They formally ended QE in 2014 and gradually began 
raising interest rates in 2017. In late 2018, with the stock 
market in freefall, the central bank came to realize that 
it’s impossible to normalize interest rates and expect 
every other asset class whose price is a function of those 
interest rates (i.e. financial markets, housing) to be 
immune. 

In an effort to ease market concerns, the Fed abruptly 
decided to pivot away from raising policy rates to a wait-
and-see stance in early 2019. That U-turn was followed 
by three interest rate cuts in the latter half of the year, 
which led to a notable easing in financial conditions and 

helped counterbalance investor fears of a recession. 
Central banks worldwide have mirrored that policy 
reversal, cutting interest rates a combined 56 times in Q3 
last year, as countries moved to shore up their 
economies. Monetary policy is likely to be on pause for a 
while, with odds favoring the Fed to remain on the 
sidelines during the 2020 election year. 

Overall, the U.S. economy proved remarkably resilient 
last year, defying the much overhyped recession fears 
that dominated media headlines throughout the year. A 
tight labor market, record low unemployment and solid 
wage growth left consumers well positioned to spend. 
Along with a thriving labor market, lower mortgage rates 
gave a boost to the housing market. A preliminary ‘phase 
one’ trade agreement with China in December removed 

the biggest concern 
dominating the economy 
and in turn spurred rallies in 
stocks and bonds 
worldwide. 

2019 came to a close on a 
high note, with equity 
markets around the world 
ending one of their best 
years over the past decade. 
Stock indices from the U.S. 
to Brazil to Germany were 
up more than 20% apiece 
for the year. The 
benchmark S&P 500 index 
rose 29%, it’s best 
calendar-year gain since 
1997, while the Dow Jones 
added 22% and the 
Nasdaq advanced 35%. 

The Barclays Aggregate 
Bond Index, which tracks 
the broad U.S. fixed-
income market gained 
8.5%. A strong rally in 
precious metals helped 
gold log a 19% return last 

year, its strongest performance since 2010. 

In fact, the past decade has been one of the best ever to 
be an investor in the U.S. stock market. A remarkable 
journey indeed! 

Now that the curtain on the past year and the past 
decade has been drawn, investors are eager for clues 
about what the year ahead will bring. Fittingly, this is also 
the time when scores of Wall Street analysts and market 
experts dust off their crystal balls and boldly pronounce 
their unique prognostications for the coming year. Of 
course, any prediction about where investments will end 
up is only a guess, no matter how educated. 



Peter Lynch, legendary investor and former manager of 
Fidelity’s Magellan Fund once said, “If you spend 13 
minutes analyzing economic and market forecasts, you 
have wasted 10 minutes.” 

This is good advice since investment success will not 
depend on predictions, but on your ability to remain 
focused on your long-term objectives and adhere to a 
sound investment strategy. Benjamin Graham eloquently 
made that point in his classic book ‘The Intelligent 
Investor’ when he wrote: “The investor’s chief problem – 
and his worst enemy – is likely to be himself. In the end, 
how your investments behave is much less important than 
how you behave.” 

Nonetheless, heading into a new year is a good time for 
us to survey the landscape and evaluate the issues that 
demand our attention as investors. Below is a summary 
of the key trends we are closely watching for 2020: 

 Monetary stimulus from the Federal Reserve and other
central banks should provide a supportive environment
for moderate global economic growth. While the Fed is
not expected to take further rate action for the
foreseeable future, we believe they will deliver as many
interest rate cuts as necessary to extend the economic
cycle. Low inflation should keep the central bank on hold
during the year.

 A strong labor market and robust wage gains, coupled
with low interest rates should support continued strength
in consumer spending, which accounts for two-thirds of
U.S. economic output and remains the primary driver of
domestic growth.

 Despite assurances to the contrary from the talking
heads on TV and the print media, we steadfastly
maintained throughout the past year that the odds of a
U.S. recession were negligible. The recent trend in the
indicators we are following is still consistent with
continuing albeit moderate growth in the economy. Low
interest rates and a preliminary U.S.-China trade
agreement to reduce some U.S. tariffs should further
support economic activity in 2020, reinforcing our
conviction that the U.S. is not at risk of an imminent
recession.

 Given the upcoming presidential elections, investors
may brace for heightened market volatility, as the results
are sure to have consequential implications on the
economy and financial markets. Generally, the market
has performed well when influenced by pro-growth
policies and suffered from the impacts of restrictive
populist policies. Election years have historically
produced positive equity results, but the divisiveness of
this campaign cycle increases uncertainty and reinforces
investor caution.

 Corporate earnings growth has decelerated
considerably in 2019 due to slowing global economic

growth and trade uncertainty. While the S&P 500 gained 
more than 29% last year, earnings are expected to grow 
a mere 1.4%, according to FactSet. In other words, 
fundamentals became disconnected from returns - the 
entire year of strong positive returns in the S&P 500 was 
mostly based on P/E expansion, not earnings growth. 
That leaves stocks with increasingly stretched valuations 
as fundamentals decoupled from returns. As we have 
stated before, we strongly believe that earnings and 
expectations for earnings growth are a major driver of 
equity prices. Expectations for better corporate earnings 
growth in 2020 along with low interest rates should 
provide valuation support to equities in the new year. 
Besides, the dividend yield of U.S. equities (S&P 500 
currently ~1.8%) remains attractive compared to lower-
yielding fixed-income alternatives. 

 The U.S.-China trade dispute will probably remain the
greatest among the domestic and geopolitical wild cards
this year. This being a presidential election year, we
believe that both China and the U.S. have incentives to
ink a ‘phase one’ trade deal because both presidents
need this for domestic political reasons. A re-escalation
in the trade war could deliver a fatal blow to global
business confidence and undermine market sentiment. It
would further compel the Fed to continue cutting interest
rates.

There is a wide range of other potential trends and risks 
that bear watching for 2020 - such as a chaotic Brexit, 
unrest in the Middle East, North Korean defiance, or a 
weakening U.S. dollar - but unfortunately, our three 
minutes analyzing economic and market forecasts are up. 

After enjoying a stellar performance in 2019, investors 
should be prepared to curb their return expectations and 
brace for increased market volatility in the new year as a 
slew of uncertainties are clouding the outlook. 

History has taught us, however, that investment 
challenges are best navigated with discipline and a 
longer-term perspective. Investment portfolios should be 
diversified to manage risk and structured to meet your 
financial goals. In an uncertain environment, quality 
matters. Investors should focus on U.S. based large-cap 
companies with strong balance sheets and growing 
dividends. Within fixed income, we favor high-quality 
U.S. Treasury, municipal, and corporate bonds, along 
with residential mortgage-backed securities. Periods of 
market volatility should create interesting opportunities 
for active managers like Telos, who have the ability to 
navigate changing market environments.  

As 2020 gets underway, all of us here at Telos want to 
wish you and your loved ones a happy, healthy and 
prosperous New Year! Thank you for your continued trust 
and confidence in our firm – and thank you for being 
instrumental to our success. May the journey ahead be as 
enjoyable and profitable as it was this past decade. 
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