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Fourth Quarter 2019 Market Commentary 

 

Market Performance and Analysis 

2019 closed out this past decade on a high note. Stocks enjoyed their best year since 2013 as investors rallied on the 

heels of 2018’s terrible performance. Every asset class appreciated last year. This was the reverse of 2018 when no 

assets saw positive performance. Not only did investors have an appetite for the riskier segments of the market (growth 

and tech stocks), they also bought up the market’s “safest” investments (bonds and defensive sectors). 

 

 

So, to recap: (1) the stock market rallied to have its best performance in six years, making the previous year’s Christmas 
Eve bear market one of the shortest in history1; and (2) defensive assets rallied together with risk assets to also record 
their best performance in years. 

 
1 The S&P 500 came within .22% of a technical bear market (a drop of 20% or more). Other indexes (Nasdaq, Russell 2000, NYSE 
Composite, MSCI ACWI (global)) all fell over 20%. Because of this, we consider the December 24, 2018 bottom to be a bear 
market. 

Source: Yahoo! Finance (rounded) 
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What’s behind this positive, yet counterintuitive, market behavior? After all, according to the chattering classes, we are 
late in this market cycle, assets are expensive, and the uncertainty now inherent in our global politics should be working 
to discourage further economic growth and investment opportunities. As we intend to show, a combination of external 
market catalysts came together to fuel the bounce-back from the Christmas Eve depths. And following this bounce-back, 
investors gained confidence through, what else, the enduring American economy. Let’s take a look back at the year in 
securities markets for the last year of the 2010s and then take a look at what we may expect in 2020. 

 

Cautious Rebound Followed by Confident Rally 

A close look at the stock market’s price movement last year reveals a clear bifurcation in sentiment. The first three 
quarters saw stocks recover from their steep 20% losses but investors, still reeling from that fall and lacking confidence, 
also piled into safe assets. See the graph below showing performance from Q4 2018 through Q3 2019. We see the S&P 
500 regaining lost ground but not moving much further. At the same time safe haven assets—bonds (orange line), low 
volatility stocks (green line), and defensive sectors (utilities, blue line)—significantly outperformed the broad market 
(the S&P 500, black line). 

Source (both): Koyfin  

 
Sentiment then turned in the fourth quarter as a dovish Federal Reserve and trade war resolution dispelled with these 
lingering uncertainties. Additionally, persistent middle-of-the-road economic data (not overheating but not cooling 
either) was able to lend legitimacy to the ongoing rally and helped to push it even further to new record highs. 

 

Source (both): Koyfin 

S&P 500:  
Best Performance Since 2013 

Aggregate Bond:  
Best Performance Since 2002 

Cautious Rebound 
Nervous investors 
pile into safe havens 
and stocks at the 
same time. 

Risk On Rally 
Confident investors 
push stocks to new 
highs and leave safe 
havens behind. 
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The Fed Taketh Away…and Giveth 

You will recall that the primary instigator of the bear market was the Federal Reserve. Following 2017’s steady stock 
market rise and the boost to growth enjoyed from the Republican/Trump tax cuts, the Fed believed it necessary to begin 
hiking interest rates in order to keep the economy from overheating. Chairman Jerome Powell and the Fed hiked rates 
four times in 2018 and the bear market occurred just three trade days after their fourth and final hike. The market 
ascertained and understood that the economic data was cutting both ways; there was indeed growth in certain 
segments of the economy, but these were counterbalanced by lagging segments elsewhere. GDP growth came in at just 
1.1% in the fourth quarter of 2018 (the Fed hiked rates that December). Hiking interest rates into a slowing economy is 
almost certain to result in a recession. The Fed’s judgment that interest rates should begin to normalize from zero (see 
graph below) is correct; the stock market merely sent the signal that such an endeavor should be eased into and 
evaluated instead of rushed into and letting the chips fall where they may. 
 
Last January the Fed reversed course. Chairman Powell 

struck a dovish tone and asserted that the Fed’s next 

move going forward is “going to depend entirely on the 

data.” The Fed ended up cutting rates three times in 

2019. These were the Fed’s first interest rate cuts since 

2008. Not only did the Fed cut interest rates they also 

paused their balance-sheet reduction and started 

injecting liquidity back into the economy. This one-two 

central bank punch invigorated markets and no doubt 

helped give last year’s bounce-back rally legs. 

Trade War Frustration and Elation  

With investors’ minds at ease about monetary policy, attention then turned to the ongoing trade war. The trade war 

will remain a source of anxiety for investors because it is inherently uncertain—Congress has ceded to the President the 

awesome power to disrupt global economies through the imposition of tariffs. In the past year alone, just to name a 

few, President Trump has threatened tariffs on European cars and wine, on all Mexican imports, and on Argentine and 

Brazilian aluminum and steel. Many at first failed to take the President’s populist plea for fairer trade seriously, thinking 

it just an applause line for rowdy campaign rallies. But 

Trump’s belief that the U.S. is being taken advantage 

of in world trade is firmly held and is one in which he 

has never deviated. And so, the arrival of actual tariffs, 

the threat of tariffs, and the ensuing retaliatory tariffs. 

Thus far the effects of the trade war have been 

confined to manufacturers and farmers instead of the 

public at large. Last year’s two lone prolonged bouts 

of volatility were spurred by the President’s tweets 

announcing additional tariffs (see graph above). These 

market reactions were more of an emotional response 

to their abruptness than to any actual economic 

consequences. 

The tariffs ended up paying dividends in December as the two sides announced an agreement on a “Phase One” deal. 

The deal had been hinted at through the fourth quarter thereby helping stocks to break out to new highs and climb 

Source: Federal Reserve 

Source: Koyfin 
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even higher. The Phase One deal was signed on January 15th in Washington, D.C. Details of the deal are set forth in the 

graphic below. Note the relatively minor American concessions. 

 

 

 

 

 

 

Economy on Firm Footing For Now 

Ultimately last year’s stock market growth found fertile ground in our continuous economic expansion. The American 

economy has now grown for 126 straight months; it is our country’s longest ever economic expansion. While economies 

abroad sputtered to end the decade, the United States defied expectations once again to log another year of growth. 

Many economists and market analysts had predicted a slowdown leading into the early stages of a recession. The 

thinking here being that the global chill would produce a domino effect for economies worldwide. This didn’t happen. 

Growth worldwide did indeed slow—Germany narrowly avoided a recession and China recorded its weakest GDP growth 

in 27 years—but the alarm about contagion never materialized into a substantive blow to the American economy. 

Granted, the 3% annual growth we enjoyed in 2018 reverted to about 2% last year thanks mainly to the diminishing 

returns from the Republican tax cuts, and thanks to the effects of Trump’s tariffs. But the economy grew nonetheless.  

American farmers and manufacturers bore the brunt of the tariffs. Ahead of signing the Phase One deal China had 

reduced their imports of American agricultural products from $25 billion down to $7 billion. This drastic reduction 

necessitated a government bailout of farmers to the tune of $29 billion. We will see whether China’s promise to more 

than double their agricultural purchases comes to fruition. Meantime one measure of manufacturing activity is signaling 

significant contraction with its worst recorded readings since 2009. Yet, confusingly, another measure of manufacturing 

is showing the opposite. The truth is probably somewhere in between: manufacturers have been suffering from the 

global slowdown but may be picking up as tariffs ease and especially as global growth is expected to expand in the 

coming year. 

The unsung heroes of this expansion are American 

consumers. In spite of all the doom and gloom of the 

financial media (which seems to be actively rooting 

for a recession), consumers have remained level-

headed. In fact, surveys of consumer sentiment, 

confidence, and comfort are all at record-high levels. 

There can be little doubt that this sustained level of 

good feelings is related to the incredible persistence 

of the growth in employment. The unemployment 

rate is at a 50-year low and participation is on the upswing. African-American and Hispanic unemployment levels have 

never been lower. And, like our economic growth, this stretch of jobs gains is the longest we have ever seen. We have 

had monthly net job gains for the past 111 months. 

U.S. Concessions China Concessions 

Cancel new round of 
tariffs on $156 billion 
of mostly consumer 
goods 

✓ Increase purchases from American farmers to total $40 billion over 
the next two years. 

o China promising to increase to $50 billion. 
o Remove restrictions on GMO agricultural products. 

✓ Increase imports from U.S. by $20 billion. 
✓ Stop intellectual property abuses of American companies that seek 

to do business in China. 
o China had required businesses to hand over their intellectual 

property as a condition of doing business there. 
✓ New patent protections for American companies alleging 

infringement by Chinese counterparts. 

The Formidable American Consumer 
• Consumption is 68% of GDP 

• Sentiment highest average since late 1990s. 

• Confidence highest average since early-2000s. 

• Comfort highest since 2000. 

• Unemployment rate lowest since 1969. 

• Broad unemployment rate lowest on record. 

• Lowest ever African-American unemployment. 

• Lowest ever Hispanic unemployment. 
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Looking Ahead to 2020 

We maintain a bullish stance for markets heading into the new year and the new decade. As we outlined above, the 

Federal Reserve has not only committed to a wait-and-see approach to rates, they’ve also begun to expand their balance 

sheet. This injection of liquidity into markets that started in the fourth quarter we think is likely to help juice growth and 

business expansion in the near-term. Additionally, the early stages of resolution to the trade war indicate to us that both 

sides are willing to sit down at the negotiating table and hash out a deal. President Trump pays close attention to the 

behavior of the stock market and no doubt knows that it would be unusual for an incumbent president to lose reelection 

while presiding over a successful economy. For this reason, we believe the President will be motivated to remove the 

uncertainty of the trade war before November’s election. 

 

We expect the economy to continue its low and slow growth. Heightened consumer animal spirits will remain a bulwark 

against potential negative domestic economic developments. The uptick in global growth should help to alleviate the 

manufacturing contraction and the Phase One deal with China should bring some relief to America’s farmers. What’s 

more, the replacement deal for NAFTA, the USMCA, has passed the House of Representatives and should pass the senate 

very soon. This will give multi-nationals some much-needed certainty as to the new rules surrounding our top trade 

partners Canada and Mexico.  

There are several known unknowns that have the potential 

to trigger some volatility in the months ahead. Primary 

among these is this year’s presidential election. President 

Trump is the market’s known and favored entity; his 

deregulation and tax cuts have been boons to American 

business notwithstanding the occasional disruption of his 

tweets and tariffs. On the Democratic side Bernie Sanders 

and Elizabeth Warren frighten markets the most. Their plans 

for heightened regulation, massive tax increases, and the 

reordering of health insurance (i.e., getting rid of private 

health insurers entirely) are viewed as fundamentally 

negative changes to the American economy. As you can see 

from the graphs nearby the performance of the health care 

sector tracked well with Warren’s odds of winning: health 

stocks shot up as Warren’s odds of winning flamed out. 

Should either of these left-wing candidates secure the 

Democratic nomination we can expect market 

reverberations every time a new poll is released in the run 

up to the election. 

So far, the market has taken impeachment and geopolitics in 

stride. There was minor volatility on some of the more 

colorful Ukraine testimony this past fall but, for the most part, the market simply does not care. The market’s assessment 

of impeachment is the same as its assessment of the government shutdown last January: political posturing with a 

foregone conclusion and with no implications for the broad stock market. The President’s ordered killing of Qassem 

Soleimani seems to have had its desired deterrent effect on further Iranian escalation. Markets breathed a sigh of relief 

after Iran retaliated with a face-saving launch of a handful of rockets seemingly aimed at not hurting any Americans. The 

situation remains precarious, however, so further disruption in the Middle East has significant market-moving potential. 

Warren (brown line) 
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Our outlook for 2020 is positive and realistic. The economy is poised to keep chugging and American companies should 

be able to take advantage of this pro-growth, liquidity-rich business environment. Of course, there are risks, expected 

and unexpected, so it is important that we have the ability both to capture opportunities for growth and prepare 

ourselves for the inevitable arrival of volatility and market shocks. Our investment strategy uses a quantitative process 

to evaluate market movement within your diversified, risk-appropriate portfolio. This process avoids the pitfalls of 

reactive emotional investing by allocating based on an objective analysis of what the market is doing and not on a 

subjective determination of what may happen in the future.  

 

Performance Disclaimer 

No investment strategy or methodology can guarantee profits or protect against losses. Investment risk is inherent in every 

individual portfolio and no computer model or modeling program used or relied upon in making investment choices for a portfolio can 

eliminate risk 
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