
 
 

4th Quarter 2019     

2019 4th Quarter in Review & Outlook 

“In the business world, the rearview mirror is always clearer than the windshield.” – Warren Buffett 

Markets melt up 

2019 turned out to be a fantastic year for 

bonds and global stocks. Per the broader 

asset class returns chart, the first quarter 

of 2019, not surprisingly, started out 

strong after a year in which 80 percent of 

global asset classes posted negative 

returns. We were not surprised by the 

strong start to 2019 as we felt the market 

was being overly pessimistic in the face of 

a relatively strong U.S. economy and low interest rates. The Federal Reserve reversed its 2018 policy of monetary 

tightening and cut interest rates 3 times in 2019 to combat the effects of a potential trade war between the U.S. and 

China. Other global central banks followed suit as capital investment and manufacturing sector growth slowed. Renewed 

trade concerns surfaced in the 3rd quarter of 2019 resulting in some stock market volatility and a flight to quality due to 

trade uncertainties. U.S. Large cap, REITS, and Bonds posted positive returns while all other asset classes posted 

negative returns in the 3rd quarter. However, in October, the U.S. and China announced a preliminary trade deal to avoid 

the imposition of more tariffs, causing stocks to melt up. 

2019 was a historic year for 

both stocks and bonds in the 

94-year history since 1926. 

Only 4 other years were better 

for both U.S. stocks and bonds 

at the same time. It was the 

18th best year since 1926 for 

stocks and the 19th best year 

for bonds. The year following 

the 4 previous years of strong 

performance for both stocks 

and bonds was generally a 

good year for both with the 

exception of 1989 when U.S. 

stocks posted a -3.1 percent 

return.  
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We believe that a similar follow up performance in 2020 for both asset 

classes will be difficult, primarily for bonds. The yield curve for bonds 

is still near all-time lows. To have a similar total return performance in 

2020 for bonds, bond prices would have to rise, meaning bond yields 

would have to fall. If yields were to fall further from here, that would 

signal weak economic conditions. We believe that current Fed and 

global central bank policy will aid in extending the current economic 

cycle, reinvigorating economic growth and corporate earnings in 2020. 

If this occurs, interest rates will likely rise moderately and bond prices 

will be flat to down, leading to total return performance from fixed 

income driven primarily by coupon yields. Thus, we expect total return 

performance for bonds to be fairly lack luster and favor high quality, 

short duration credit in our fixed income portfolios.  

De-globalization is having an effect on global supply chains, and some analysts believe this could result in some supply 

shocks and spot shortages and a resulting potential uptick in inflation. Although we believe this inflation risk is small, we 

will likely favor an increase in inflation protected bonds in fixed income portfolios as a hedge against this scenario. 

Fund flow anomaly 

For stocks, an interesting occurrence 

happened in 2019 that could bode well 

for stocks this year. According to the 

Blackrock Investment Institute (BII), the 

12-month difference between U.S. 

bond and stock fund flows was at a 

historic high, with bond fund flows 

outpacing stock fund flows (mutual 

funds and ETFs) by more than $400 

billion over the previous 12 months 

(left). One would think that a strong 

year for stocks would be met with net 

inflows into stock funds, but this was not the case. This fund flow data indicates that stock returns in 2019 were not met 

with over exuberance by individual investors which is usually the case at the end of bull markets. Per the chart above, 

average 1-year returns for stocks following such fund flow divergences of $250 billion or more is very positive for stocks 

and not so for good bonds. The opposite is true when fund flow divergences favor stocks by $250 billion or more. 

Long term bull? 

After strong returns in a given year for stocks, people always want to decipher what the next year holds. That is 

impossible to know, and we think investors should temper expectations for 2020. However, for longer term investors, 

the next 20 years could be bright for equity investors. As BII points out in an examination of 20-year rolling returns of 

U.S. stocks since 1945, the average annual return for the S&P 500 has been 10.9%. However, 2019 closed out a 20-year 
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period that was the lowest for stock returns since the 1950s. We calculated the return of the S&P 500 to be an 

annualized 6.1% in the 20-year period ending December 31, 2019.  

The decade of the 2000’s, a 

lost decade for stocks, started 

with 3 consecutive down years 

in 2000-2002 which saw the 

S&P 500 decline -37.6%, 

getting back to positive 

territory by the end of 2006. 

Stocks posted a decline of -

37% in 2008 during the 

financial crisis, which had 

recovered by 2010. But, the 

decade of the 2000s saw a 

total return of -9.1%, or -0.95% 

annualized, for the S&P 500. 

The good news for investors 

with longer time horizons, when you buy stocks when 20-year returns are less than 8%, the average return for the next 

20 years was 14.8% with the minimum return of 11.7% (above). Buying stocks when the past 20-year return was greater 

than 12% resulted in an average return for the next 20 years of 8.5% with a minimum average return of 5.6%. Certainly, 

the next 20 years will see a few different economic cycles and the past is no guarantee of the future, but, given the 

returns of the past 20 years, a younger worker dollar-cost-averaging into a 401(k) plan can look to the future with 

confidence.  

That said, the 2010’s were the 4th 

best decade for U.S. stocks and 

the 5th best decade for U.S. bonds. 

For stocks to achieve their long-

term average rate of return of 

10.9% for the 20-year period that 

includes this past decade, U.S. 

stocks will have to post an 

average rate of return in the 

2020’s of about 8.3%. That is not 

too shabby, but significantly 

below the returns of the past 

decade. So, long term investors 

should expect lower equity 

returns going forward. 

Interestingly, the past decade was the 2nd worst for international stocks since the 1920’s. As we pointed out on page 3 of 

our Summer 2019 newsletter, lower returns for U.S. stocks almost always favor outperformance of international stocks. 
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Thus, you can expect that we will be rebalancing toward international, emerging markets, and ADRs into next year. Most 

importantly, your allocation to equities should be based on your individual circumstances, time horizon, and risk 

tolerance. After such a strong year for global stocks, now is a good time to review your portfolio. 

Looking ahead 

Thus far in January, U.S. benchmarks have gone on to hit all-time highs. On the New York Stock Exchange, 271 stocks 

have hit new 52-week highs and 362 on the NASDAQ. Morningstar has a coverage universe of currently 947 stocks in 

which they formulate fair values of stocks based on discounted cash flow models. Their composite price- to fair-value 

(P/FV) ratio at the end of last week was 1.06, which means the average stock in their coverage universe is 6% over 

valued. The all-time high P/FV ratio was 1.11 in January 2018. The all-time low was 0.62 in February of 2009 during the 

financial crisis. Of those 947 covered stocks, 540 trade at P/FV values of greater the 1.0; 407 are trading at less than 1.0. 

The current run up in stocks since October is starting to have a bit of a speculative, liquidity-driven feel to it. Although 

the accommodative monetary conditions and strong consumer spending bode well for a positive year for stocks, our 

tendency is to rebalance accounts into this strength by increasing fixed income positions in balanced accounts and 

raising some cash to have some “dry powder” for an eventual pull back. We think a near term pull back in stocks would 

be healthy for the market. Increased geopolitical risk from the U.S. military strike that killed Iranian General Qasem 

Soleimani on the second trading day of the year prompted us to take a healthy position in an ETF that tracks the price of 

gold, which generally performs will during geopolitical uncertainty. While Iran responded with a missile strike against 

U.S. targets in Iraq that did little damage, we think the risk of a major escalation with Iran is low as the Iranian leadership 

knows a missile volley with the U.S. would be disastrous for the Iranian infrastructure.  

Looking back on historical data, investors can learn a lot about capital markets and the importance of patience and 

discipline. However, with the future always full of uncertainties, investors should always focus on their own individual 

goals and objectives.  

Please let us know if you have any questions. 

—Dana L. Crosby, CFA, CFP®, Rick Stein, & Scott Wilson 
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