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FORECAST 2020
The content and opinions voiced in this material are for general information only and are not intended to
provide specific advice, an endorsement, or recommendations for any individual. All performance referenced
is historical and past performance is no guarantee of future results. All indices are unmanaged and cannot be

invested into directly. To determine which investment(s) may be appropriate for you, consult your financial
advisor prior to investing.
Risk Considerations: The economic forecasts set forth in this presentation may not develop as predicted and
there can be no guarantee strategies promoted will be successful or protect against loss. Stock investing

involves risk including loss of principal. Bonds are subject to market and interest rate risk if sold prior to
maturity. Bond values will decline as interest rates rise and bonds are subject to availability and change in
price. International and emerging market investing involves special risks such as currency fluctuation and
political instability and may not be suitable for all investors.

Ready For Anything
Where We’ve Been
Where We Are
Where We May Be Going

In the U.S., cold, wet weather may
cause a shortage of:
• Umbrellas
• French Fries

• Dry socks
• All of the above

French fries
“The weather was worse for fries
than for other products, like fresh
potatoes or chips, because the
potatoes used for fries are often
harvested a little bit later in the year
and were more likely to be exposed
to that fatal chill.”
-- Kevin MacIsaac, General Manager,
United Potato Growers of Canada, quoted
in The New York Times, December 4, 2019

Source: The New York Times

A new invention could save
thousands of frogs. What is it?
• Synthetic frog cadavers
• Lakeside frog pergolas

• Antifungal frog cream
• All of the above

Synthetic frog cadavers
“...has created a synthetic frog which
mimics the look and feel of a real female
frog. This is intended to replace the
dead, formalin-preserved frogs common
in science classroom dissections.”
-- Tampa Bay Business Journal,
November 21, 2019

Source: Tampa Bay Business Journal

Which of these products is produced
using recycled coffee grounds?
• High-quality milk
• Fireplace logs and pellets

• Odor-resistant sneakers
• All of the above

All of the above
Coffee grounds are being used for:
•
•
•
•
•
•
•
•

High-quality milk
Fireplace logs and pellets
Odor-resistant sneakers
Biodegradable coffee cups
Building materials for roads
Oyster mushroom fertilizer
Capturing greenhouse gases
Cleaning products

Sources: World Economic Forum, The Guardian, and Bold Business

The Tennessee aquarium’s Christmas Tree
lights demonstrated an unusual energy
source.
• Coffee grounds

• Electric fish
• Electric eel

• All of the above

An electric eel
“Probes in the water detect the Electric
Eel’s discharge. The leads are
connected to an amplifier and LED
meter to give our guests a better
understanding of how the eel varies
these bursts of electricity…So, even
though the eel is not powering the
speaker or the lights, this display directly
correlates to the electricity discharged by
this animal.”
-- Tennessee Aquarium website
Source: Tennessee Aquarium

Where We’ve Been

2019 was a remarkable year
“From stocks to government debt to corporate
bonds to commodities, no matter where you went,
you reaped a profit this year. The S&P 500 is up
more than 25% and counting. Treasuries, which
tend to fall when risk assets rally, also gained in
2019. Oil, gold, and corporate bonds all scored
double-digit returns.”
-- Yun Li, CNBC, December 2, 2019

Asset Class Performance

Source: Factset

Best and worst global stock markets
(as of December 31, 2019)
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35.0%

35.1% 34.7%

29.1%

15.0%
-4.5%

-5.2%

-8.2%

-18.6% -22.7%

-5.0%
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Source: MSCI

When it
comes to
money
decisions,
people are
not always
rational.

"The fact that people are fallible is your biggest
enduring advantage in the accumulation of greater
wealth. The fact that you are just as fallible is the
biggest impediment to that very same goal."
-- Daniel Crosby, The Laws of Wealth: Psychology
and the Secret to Investing Success

The top mental mistakes
1. Confirmation bias

2. Information bias
3. Loss aversion / endowment effect

4. Oversimplification tendency
5. Hindsight bias
Source: Hamish Douglass, Chairman and CIO, Magellan Group, July 2019

Invest to
reach
financial and
life goals

When fear of loss drives investment decisions
“The S&P 500 is having its best run in
six years, but individual investors are
fleeing stocks at the fastest pace in
decades…Analysts say the trend
highlights investors’ apprehension
toward a stock market buffeted by the
long-running U.S.-China trade war
and lingering worries about a potential
recession.”
-- Michael Wursthorn,
The Wall Street Journal,
December 8, 2019
Source: S&P Dow Jones Indices LLC, S&P 500 [SP500], retrieved from FRED, Federal Reserve
Bank of St. Louis; https://fred.stlouisfed.org/series/SP500, December 2, 2019.

Making changes for the wrong
reasons can hurt performance
Hypothetical growth of $10,000 invested in the S&P 500 Index from 1/1/1988 to 12/31/2019
This content is for general information
only and is not intended to provide
specific advice, an endorsement, or
recommendations for any
individual. Past performance is no
guarantee of future results. All indices
are unmanaged and may not be invested
into directly. Investing involves risk,
including possible loss of principal. No
strategy assures success or protects
against loss. To determine what is
appropriate for you, consult a qualified
professional. The hypothetical example
assumes an investment that tracks the
returns of the S&P 500 Index and
includes the dividend reinvestment but
does not reflect the impact of taxes or
fees, which would lower these figures.
“Best days” were determined by ranking
the one-day total returns for the S&P
Index within this time period and ranking
them from highest to lowest.

Source: Carson Group

• Focus on your financial goals

INCREASE WEALTH

Investment Objective

Grow your assets

INCREASE AND SPEND WEALTH
Buy a house, Pay for college, Start a business

INCREASE AND CONSERVE WEALTH
Prepare for retirement

CONSERVE AND SPEND WEALTH
Generate income in retirement

Age

Source: Carson Coaching

There are good reasons to make
changes to investment portfolios
• Your goals have changed

• Your risk tolerance has changed
• You’ve had a major life event

• It’s time to rebalance your asset allocation
• A better relative opportunity is identified
• Fundamentals have changed

Fundamental analysis tells a
company’s story

EARNINGS

PRICE/
EARNINGS
RATIO

DIVIDENDS

Source: Barron's, Investopedia
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Source: FactSet

Earnings Growth Rate of the
S&P 500 Index (by revenue source)
0.6%

-7.4%
More than 50% of revenue in the U.S.
Less than 50% of revenue in the U.S.
• As of 3Q
2019
Source: FactSet

P/E ratios help us understand
whether a stock is a good value
P/E Ratio S&P 500 Index 1/3/2020
P/E Ratio =

Price per share
Earnings per share

31.01

Historic average P/E Ratio S&P 500 Index = 16.68
Source: Multpl.com

“Far more money has been lost by investors
preparing for corrections, or trying to
anticipate corrections, than has been lost
in corrections themselves.”
-- Peter Lynch, Investing legend

Bond markets surprised investors in 2019
10% tariff on remaining
Chinese imports

Tariffs placed on most
Chinese imports

Phase
one talks

China retaliates. U.S
promises higher tariffs.
Rate cut 3

Fed pivots from
rate hikes

Rate cut 2
Tariffs on Mexico
proposed

Rate cut 1
Trade talks resume

Source: Goldman Sachs, Board of Governors of the Federal Reserve System (US), 10-Year Treasury Constant Maturity Rate [DGS10],
retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/DGS10, December 9, 2019.

Signs of U.S. economic
weakness affected bond markets
Inverted yield
curve in the
U.S.

Federal
Reserve rate
cuts

$17 trillion
negative yield
debt overseas

Source: CNBC, BlackRock blog

A long, long bull market in bonds

Source: Board of Governors of the Federal Reserve System (US), 10-Year Treasury Constant Maturity Rate [DGS10], retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/DGS10, January 3, 2020.

“Reduced ballast and
meager expected returns in
certain core government
bond markets requires a
rethink
of the starting point for
strategic asset allocations to
government bonds, in
our view.”
-- Scott Thiel, BlackRock
fixed income strategist,
November 27, 2019

Past performance is not a reliable indicator of current or future results. It is not possible to invest directly
in an index. Sources: BlackRock Investment Institute, with data from Refinitiv Datastream, November 2019. Notes:
The chart shows the returns of developed world equities, U.S. 10-year Treasuries and German 1—year bunds.
Returns are rebased to 100 as of Aug. 1, 2019. Indexes used are the MSCI World and Datastream 10-year
government bond benchmarks.

Where We Are

Sick of politics – and
the year has just begun!
Politics has adversely affected my
health
Politics has caused me to be stressed

38.0%

I have lost sleep because of politics

18.3%

I have lost my temper as a result of
politics
Political differences have damaged a
friendship I valued

29.3%

Source: PLOS ONE; NBC News

11.5%

20.3%

Some great things about the
United States of America
•

The Founding Fathers (and Mothers)

•

Freedom of speech and religion

•

Rock and roll, the blues, and jazz

•

Citizenship for those who believe in American ideals

•

Abundant natural beauty and national parks

•

Drive and business innovation

•

Diversity and generosity

Source: Good News Network

Central banks
around the world
took steps to
stimulate
economic growth

Source: Council on Foreign Relations

Economic growth estimates, 2020

North America
Latin America
Middle East/North
Africa
Sub-Saharan Africa
Western Europe
Eastern Europe
Asia
Australasia
Japan

GDP growth
1.6
1.2

2.3
2.5
1.4
2.4
5.2
2.3
0.4
Source: The Economist: The World in 2020

• World’s Fastest
Growing Countries
in 2020

Guyana
Syria
Bangladesh
Rwanda
Ethiopia
Bhutan
Myanmar
Nepal
Ivory Coast
India

+35.0%
+ 8.9
+ 7.7
+ 7.5
+ 7.4
+ 7.3
+ 7.0
+ 6.9
+ 6.8
+ 6.7
Source: The Economist: The World in 2020

Risk: The national debt
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Source: White House Office of Management and the Budget

“…a strong fiscal outlook is an essential foundation
for a growing, thriving economy. With a strong
fiscal foundation, the nation will have increased
access to capital, more resources for public and
private investments in our future, improved
consumer and business confidence, and a
stronger safety net. Unfortunately, the opposite is
also true…”
-- The Peter G. Peterson Foundation, 2019

• Risk: Corporate debt levels
“Very high and rising levels of
corporate debt in the major
economies have been
troubling central banks and
regulators for several
years...The deterioration in
profits growth has been
accompanied by more
aggressive corporate financial
behavior, while real capital
investment to expand
productive capacity has been
cut back.”
-- Gavyn Davies,
Financial Times,
October 20, 2019

Source: Board of Governors of the Federal Reserve System (US), Nonfinancial corporate business; debt securities; liability, Level [NCBDBIQ027S],
retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/NCBDBIQ027S, December 19, 2019.

Relative likelihood and market impact of risk
Global index

“…trade drives economic activity, especially business investment.
Indeed, we have seen declining investment in many economies,
especially the United States. The decline in trade reflects rising
obstacles to trade, decelerating demand, and changes in the
structure of global supply chains. All other things being equal, the
decline in trade will reduce the growth of global GDP.”
-- Dr. Ira Kalisch, Chief Global Economist,
Deloitte Insights, December 2, 2019

Business
investing
is lower
than in
previous
quarters

Source: U.S. Bureau of Economic Analysis, Real Gross Domestic Product [A191RL1Q225SBEA], retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/A191RL1Q225SBEA, December 19, 2019.

A difference in outlook
Consumer Sentiment

Business Sentiment

+ 0.9%

- 21.4%

year-over-year

year-over-year

Source: University of Michigan Surveys of Consumers, CEIC Data

U.S. economic overview
GDP growth
Inflation
Unemployment

2019
2.3%
1.6%
3.6%

2020 (est)
1.9%
1.8%
3.7%

Source: Federal Reserve Bank of Chicago

Where We May
Be Going

Still learning social
media etiquette
7.7% of Millennials believe
social media use is acceptable
during a funeral.

Source: Influence.co

Still learning
social media
etiquette
Men were more likely
than women to believe
social media use was
appropriate almost
everywhere.

Source: Influence.co

Source: Influence.com

What about at the
dinner table?

How many minutes do you
believe someone can use
social media while dining
with a friend before it
becomes impolite?

Average 1.8 minutes

Source: Influence.co

Source: Influence.com

Election years are full of
shortcuts in thinking
• Stock markets always go up in Presidential
election years.

• If the current administration is Democrat/
Republican in a Presidential election year, the
market will go up.
• The performance of the stock market predicts
who will win the presidency.
• Republican/Democrat administrations are better
for the market.

• A divided political landscape is bad for stocks.
Source: Kiplinger, USA Today

Ready for anything
Trade War
Escalates

Trade War
Resolved

Company
Profits Grow

Company
Profits Decline

Ready for anything
Economic
Growth

Recession

Bull Market

Bear Market

U.S. Trend:
Clicks to bricks
• Simplify returns
• Increase sales
• Reduce porch piracy

Source: Retail Dive, National Public Radio

U.S. Trend: Renewable energy gains

Source: U.S. Energy Information Administration, Electric Power Monthly

U.S. Trend: Growth of the gig
economy
• 57 million Americans, 35% of the U.S. workforce
• 60% freelance by choice
• 50% say it is a long-term career
• Contributed almost $1 trillion to the U.S. economy
• Nearly 5% of U.S. GDP
Source: Upwork

•Global Trend: Changes in
wealth and productivity
“Newly affluent
consumers will expand
in Asia and across
emerging markets.
Emerging market
economies today are
predicted to represent 6
out of the 7 largest
economies by 2050.”
-- BlackRock, 2019

World’s Top Economies
(GDP at purchasing power parity)
2016

2050

China

1

1

China

United States

2

2

India

India

3

3

United States

Japan

4

4

Indonesia

Germany

5

5

Brazil

Russia

6

6

Russia

Brazil

7

7

Mexico
Source: PWC

“The question heading into 2020 is: What may tip the
scale? Will ongoing trade uncertainty and weakened
manufacturing hurt job growth, finally dragging down the
services and consumer side of the economy? Or will
interest rate cuts and a resolution of the trade war spark a
fresh round of global economic growth?”
-- Schwab Center for Financial Research,
December 9, 2019

“Well, we are battling tooth and nail the next recession. The
Fed has done, and the central banks, everything they can
to avert the next recession. But a recession will come…And
that's why you should be playing defense right now, just like
you should have been in 2006.”

-- Jeffrey Gundlach, Yahoo Finance,
December 4, 2019

“The wise ol’ bond market is supposed to be the great sage
of pending recessions. A flat yield curve? Ut-oh, the
economy is faltering. An inverted yield curve? Wall Street is
convinced economic contraction is merely a quarter or two
away. In a world where stocks are bonds (thanks to
dividend yield) and bonds are stocks (thanks to principal
gains), the bond market may be totally wrong about a
recession next year. Even the year after.”
-- Kenneth Rapoza, Forbes, December 3, 2019

“While we see relatively low odds of recession, we are
somewhat more worried about the consequences when one
eventually comes, for three reasons. First, high corporate
leverage could compound the effects of a future recession or a
freeze-up in credit markets. Second, high federal government
debt and deficits could limit the willingness of policymakers to
deliver fiscal stimulus. Third, the monetary policy response
might also be constrained if a future recession begins with
interest rates at a low initial level.”
-- Goldman Sachs, ‘2020 U.S. Outlook,’
November 22, 2019

No matter what happens, be
aware of biases and shortcuts
• Remain open to new information

• Stay focused on the data that matters
• Remember losses are part of investing

• Recognize the complexity of the modern world
• Remember that hindsight is perfect – foresight is not

Forecast
2020
Thank You for Your Continued Support!
Loyola Asset Management

FORECAST 2020
The Dow Jones Industrial Average is comprised of 30 stocks that are major factors in their
industries and widely held by individuals and institutional investors.

The World Bank is made up of 189 member countries. Its goals are to end extreme poverty and
promote shared prosperity.

The Standard & Poor’s 500 Index is a capitalization weighted index of 500 stocks designed to
measure performance of the broad domestic economy through changes in the aggregate market
value of 500 stocks representing all major industries.

The Russell 2000 index is a small-cap stock market index of U.S. companies that measures
the performance of approximately 2,000 American companies. These companies are the smallest
capitalization companies in the Russell 3000 Index.

The Consumer Price Index (CPI) is a measure of the average change over time in the prices paid
by urban consumers for a market basket of consumer goods and services.

The MSCI Emerging Markets Index includes large and mid-cap companies in 26 Emerging Markets
(EM) countries. It covers approximately 85% of the free float-adjusted market capitalization in each
country.

Personal Consumption Expenditures (PCE) is a measure of price changes in consumer goods and
services, targeted towards goods and services consumed by individuals. PCE is released monthly
by the Bureau of Economic Analysis (BEA).

The MSCI EAFE Index reflects the performance of large and mid-cap companies in 21 developed
markets, including countries in Europe, Australasia, and the Far East, and excludes the United
States and Canada. The Index covers approximately 85% of the free float-adjusted market
capitalization in each of the countries.

Quantitative Easing (QE) is a government monetary policy occasionally used to increase the money
supply by buying government securities or other securities from the market. QE increases the
money supply by flooding financial institutions with capital in an effort to promote increased lending
and liquidity.

The Bloomberg Barclays U.S. Aggregate Bond Index measures investment grade, U.S. dollardenominated, fixed-rate taxable bonds. The index includes Treasuries, government-related and
corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS, and CMBS
(agency and non-agency).

The Price-to-Earning (P/E) ratio is a measure of the price paid for a share relative to the annual net
income or profit earned by the firm per share. It is a financial ratio used for valuation: a higher P/E
ratio means investors are paying more for each unit of net income, thus, the stock is more
expensive compared to one with a lower P/E ratio.

The Bloomberg Barclays U.S. Treasury Bill Index tracks the market for treasury bills issued by the
U.S. government. U.S. Treasury bills are issued in fixed maturity terms of 4-, 13-, 26-, and 52weeks. The U.S. Treasury Bill Index is a component of the U.S. Short Treasury Index along with
U.S. Treasury notes and bonds that have fallen below one year to maturity.

The Securities Industry and Financial Markets Association (SIFMA) is a U.S. industry trade group
representing securities firms, banks, and asset management companies. SIFMA was formed on
November 1, 2006 from the merger of the Bond Market Association and the Securities Industry
Association.

Bloomberg Commodity Index is calculated on an excess return basis and reflects commodity
futures price movements. The index rebalances annually weighted 2/3 by trading volume and 1/3
by world production and weight-caps are applied at the commodity, sector, and group level for
diversification.

The International Monetary Fund is an organization of 189 countries, working to foster global
monetary cooperation, secure financial stability, facilitate international trade, promote high
employment and sustainable economic growth, and reduce poverty around the world.

The FTSE Nareit All Equity REITs Index is a free-float adjusted, market capitalization-weighted
index of U.S. equity REITs. Constituents of the index include all tax-qualified REITs with more than
50 percent of total assets in qualifying real estate assets other than mortgages secured by real
property.

