
We finished off a great decade with a strong quarter for stocks and other risk assets.  Investor sentiment was buoyed by 
anticipation that the United States and China would strike a trade deal and signals from the Fed that it would hold rates 
steady for an extended period of time.  In a break from recent history, small cap stocks outperformed large cap, but, once 
again, economically sensitive sectors—led by technology—outperformed high-dividend-paying defensive sectors.  Glob-
ally, emerging market stocks outperformed both U.S. and international-developed stocks for the quarter.  A change in 
sentiment provided by progress on trade relations, a weaker U.S. dollar and evidence of stabilizing global growth provid-
ed support for emerging markets.  Treasury yields bounced back from low levels with the10-year Treasury yield climbing 
0.25% to just under 2%.  Consequently, the Bloomberg Barclays U.S. Aggregate Index, a proxy for the high quality bond 
market, was almost flat during the quarter.  Reassuringly for those that fear the bond market may be signaling a looming 
recession, the yield curve steepened with the spread between 10-year and 2-year Treasury yields widening to an 18-
month high.  Credit sensitive issues like high-yield corporate debt also gained on the prevailing economic optimism.  In-
terestingly, 10-year yields on European credit invalids like Italy and Greece continue to be much lower than here in the 
U.S.  Greek and Italian 10-year bonds yield about 0.5% less than a comparable Treasury.  Given that both countries have 
overwhelming debt relative to productive capacity, we can easily see the power of endless central bank purchases!  I 
think that also explains our present dichotomy of an optimistic stock market while interest rates are falling from very low 
levels.  Central banks have managed to screw up the price mechanism and situations like this are no longer an anomaly. 
 

To call the first decade of the 21st century unkind to markets and the economy would be a massive understatement.  It 
was a debacle.  We lived through two recessions, including the 
worst economic crisis since the Great Depression, and two enor-
mous stock market crashes which saw stocks drop by half each 
time.  With that as backdrop, coming into 2010, many were pre-
dicting more of the same pain in terms of crashes, volatility and 
economic calamities in the years ahead.  So, naturally, the ensu-
ing decade was the complete opposite.  In fact, the 2010s was the 
first decade since 1850 that the U.S. didn’t experience a single 
recession. The stock market had bouts of volatility, but every 
correction turned out to be a buying opportunity as we’ve now 
seen well over 200 new all-time highs on the S&P 500 this dec-
ade alone.  Performance wise, the S&P crushed all of the main 
asset classes.  The index was up 9 out of 10 years.  The only 
down year was 2018 with a small loss of just 4%.  Seven out of 
those nine years showed double-digit gains and the index was 
even up 20% or more in three different years.  The 2010s also 
have the distinction of being the only other decade on record be-
sides the 1990s without a single bear market (as defined by a loss 
of 20% or more).  So, despite all of my worries about things that 
could have happened, but didn’t, it turned out to be a great dec-
ade to be invested in large U.S. companies. 
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4th Quarter Summary 

Total Return % 

  3 month  12 month 

S&P 500  +9.1  +31.5 

Nasdaq Composite  +12.2  +35.2 

Russell 2000  +9.9  +25.52 

MSCI EAFE  +8.2  +22.0 

Barclays High Yield  +2.6  +14.3 

Treasury Bond Rates  12/31/19  12/31/18 

2 year  1.58%  2.48% 

10 year  1.92%  2.69% 

Barclays U.S. Aggregate  +0.2  +8.7 

MSCI Emerging Markets  +11.8  +18.4 

	

Source: US Treasury, LPL Financial Research)  Indices cannot be invested into directly. 

Past results are no guarantee of future performance 
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Unwarranted	Certitude	

It’s an annual tradition.  Every year at this time the know-it-all pundits roll out their annual forecasts.  With great hu-
bris and complete certainty, they predict various market and economic outcomes almost down to the decimal point.  
And despite the fact that they are quite often wrong, they keep coming back every year with the same confidence.  
Despite what the pundits imply, there is no such thing as a crystal ball, or magic eight ball for that matter, that helps 
us see the future.  That’s particularly true when it comes to financial markets.  In my opinion, detailed predictions 
about what will happen to stock prices, interest rates or inflation are simply vanity statements from attention seekers.  
Because financial market outcomes are strongly affected by unknowable exogenous factors, as well as random chang-
es in narrative, you just can't know!  Paraphrasing Donald Rumsfeld, the predicting future is complicated because we 
have both the known unknowns and the unknown un-
knowns.  Now, having said that, here comes my forecast!  
But, it will be different because I’m coming from a place 
of humility and knowing what I don’t know.   
 

Here are a few things we can be pretty sure about. 

�� 2019 corporate earnings will be little changed from 
the prior year.  That means that the stellar perfor-
mance in the equity market last year was due to a 
valuation spike (P/E ratio) driven by increased inves-
tor enthusiasm.   

�� There are limits to what investors are willing to pay 
for uncertain future earnings.  Since the current forward P/E ratio is at the very high end of the historical range, 
earnings will have to show improvement to avoid a market decline, let alone a positive return. 

�� The Federal Reserve, thoroughly cowed by President Trump’s bluster, seems determined not to upset the apple-
cart by pursuing a tougher monetary policy. 

�� Tax policy, at the Federal level, should remain favorable to growth as long as the Republican party retains control 
of at least the Senate. 

�� Our financing costs are kept artificially low by extreme monetary polices practiced by other central banks. 

Given the above, all of which are reasonable premises, then it is also reasonable to expect right around trend econom-
ic growth and range bound interest rates.  Of course, much of this is already priced into our current market levels.  
Consequently, I expect low to mid-single-digit performance for the domestic stock market in 2020.  Of course, the 
most damaging of the unknown unknowns is inflation.  Inflation destroys earnings and causes valuations, in the form 
of the P/E ratio, to plummet.  An unexpected spike in inflation is the biggest risk for almost every portfolio.  Un-
doubtedly, the past 10 years have been very good for investors.  That’s great, but to a certain extent, the returns we 
got in 2019 are just front-loaded returns from the future.  Things have to continually get better to warrant more posi-
tive performance.   Equities and other risk assets, such as credit markets, are heating up based on expectations for im-
proving economic growth.  I agree with the prospect of a modest improvement in growth and believe trade will be 
less of a headwind in 2020.  But, I also think investors may be overly optimistic and stock prices may have risen too 
far too fast. 

Source: Zen Investor 
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Things	That	Probably	Only	Brad	Cares	About	I	Actually	Read	it	Somewhere	

Ricky Gervaise speaking at the Golden Globe Awards 
"No one cares about movies anymore and if you do win an 
award tonight, don't use it as a platform to make a political 
speech. You're in no position to lecture the public about 
anything. You know nothing about the real world." 
 

Trey Parker and Matt Stone of SouthPark 
“Like the N.B.A., we welcome the Chinese censors into 
our homes and into our hearts.  We too love money more 
than freedom and democracy. Xi doesn’t look just like 
Winnie the Pooh at all.  Long live the Great Communist 
Party of China. May this autumn’s sorghum harvest be 
bountiful! We good now China?” 
 

Ben Hunt-on managerial stock compensation 
“One day we will recognize the defining Zeitgeist of the 
Obama/Trump years for what it is: an unparalleled transfer 
of wealth to the managerial class.  It’s the triumph of the 
manager over the steward. The triumph of the manager 
over the entrepreneur. The triumph of the manager over 
the founder. The triumph of the manager over ALL.” 
 

New York Times-11/4/19 
“He needs to tweet like we need to eat,” said Kellyanne 
Conway, President Trump’s White House counselor.  
Over half of the president’s more than 11,000 tweets are 
attacks, aimed at everything and everyone from the Russia 
investigation and the Federal Reserve to black football 
players and Amazon’s founder, Jeff Bezos. But in more 
than 2,000 tweets, Mr. Trump has cited one person for 
praise: himself. 
 

Michael Arrington  
“I thought Twitter was driving us apart, but I’m slowly 
starting to think half of you always hated the other half but 
never knew it until Twitter.” 
 

By the Numbers-10/28/19 
A study involving 2,500 wealthy families over decades of 
wealth transfers across generations found that on average 
only 30% of the original family fortune remained at the 
end of the 2nd generation, and only 10% remained at the 
end of the 3rd generation. 
 

Goldman Sachs 
Livestock are responsible for about 14.5% of global green-
house gas emissions—roughly on par with emissions pro-
duced by all forms of global transportation.  Over a quar-
ter of Earth’s ice-free terrestrial surface is now used for 
raising animals. 
 
 

There is a dissonance in our house between who I actually 
am now and the view the Little Princess has of me.  I’ll 
admit that I was a little wild when I was younger and we 
first got together.  That’s part of being a young man.  But, 
that’s not me now.  I’m a staid older gentleman and have 
been for quite a few years.  Unfortunately, that doesn’t 
seem to register with the Little Princess.  She keeps trying 
to drag me to concerts with the promise of “Oh, you’ll en-
joy this band”.  And her certitude is based on what the 
Brad from 40 years ago liked.  That Brad liked to shift into 
party mode and could really enjoy a rowdy concert.  Years 
ago, we shouted ourselves hoarse at a Waylon Jennings 
show at the old Universal Amphitheater, slip-slided over 
an ocean of spilled beer at the Palladium for the Blasters 
and were deafened at an X concert at the Country Club.  
We went to shows, both big and small, all the time.  Back 
in the 70s and 80s, it was great fun.  Now, it feels like the 
7th circle of Hell.  But, while I have evolved and matured, 
Maureen remains stuck in a time warp.  She goes to shows 
all the time and is constantly trying to drag me along.  
We’ve had the same conversation hundreds of times. 

Her:  “Hey, (blank) is in town playing at (blank).  We 
 should go.  I think you would really like it.” 

Me;  “No I wouldn’t”  I would hate it.  How could you 
 not realize that?  Have we just met?” 

And I would hate it.  I hate the crowds and the noise, the 
sycophants in the audience, the entitled preening of the 
band and, most of all, the encore ritual.  Everyone knows 
they’re coming back out.  Why insist on the whole cha-
rade?  So, I stopped going and my place has been taken by 
series of her friends.  All was well for years until, forget-
ting myself, I agreed to go again.  Mistake!  For me, the 
time passes soooo slowly at every show.  I go the first hour 
thinking “This isn’t so bad.”  Then into the second hour, I 
have to take my mind away like Westley in The Princess 
Bride.  Into the 3rd hour, my irritation steadily mounts as I 
fume at the waste.  With a finite amount of time left for me 
on this planet, I really hate to fritter it away watching peo-
ple posture on stage.  Now, I usually stay home, but if I go, 
there are 2 non-negotiable requirements.  I get a reserved 
seat. (Standing for hours and through 3 encores like I had 
to at a recent Lucinda Williams concert is miserable.)  And 
I have a 2 hour time limit.  I start the timer at the sound of 
the first chord and leave the minute I feel my phone vibrate  
120 long minutes later.  



Past performance does not guarantee future performance and your actual results will vary. These opinions are for general information only 
and are not intended to provide speci ic advice or recommendations for any individual. Consult your attorney, accountant, or tax advisor 
with regard to your individual situation. The S&P 500 is an unmanaged indexes re lecting the overall returns attained by leading US stocks. 
The MSCI EAFE is comprised of large company stocks in established foreign markets.  The MSCI EM (Emerging Markets) Index is a free loat
-adjusted market capitalization weighted index that is designed to measure the equity market performance of the emerging market coun-
tries of the Americas, Europe, the Middle East, Africa and Asia. Govt bonds and T-Bills are guaranteed by the US government as to the timely 
payment of principal & interest and, if held to maturity, offer a ixed rate of return a& principal value. The Barclay’s  bond indexes are rep-
resentative of total returns earned by various segments of the bond market.  Indexes cannot be invested into directly & are unmanaged.  
International and emerging market investing carries special risks such as currency luctuation and political instability.  The Russell 2000 
Index is an unmanaged index generally representative of the 2000 smallest companies in the Russell 3000 index, which represents approxi-
mately 10% of the total capitalization of the Russell3000 Index. The Barclays  High-Yield Market Index captures the performance of below-
investment-grade debt issued by corporations domiciled in the United States or Canada. Stock investing involves risk including loss of prin-
cipal. Bonds are subject to market and  Interest rate risk if sold prior to maturity. Bond values and yields will decline as interest rates rise 
and bonds are subject to  availability and change in price.  Economic forecasts set forth may not develop as predicted and there can be no 
guarantee that strategies promoted will be successful. No strategy assures success or protection against loss. The NASDAQ Composite Index 
measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ Stock Market. The market value, the last sale 
price multiplied by total shares outstanding, is calculated throughout the trading day, and is related to the total value of the Index.  The 
prices of small cap stocks are generally more volatile than large cap stocks. International investing involves special risks such as currency 
luctuation and political instability and may not be suitable for all investors. These risks are often heightened for investments in emerging 

markets. 

 

Business Philosophy 

Our objective is to make working with us a pleasant as well 
as rewarding experience   

�� We take our responsibilities seriously 

�� We return calls promptly 

�� We’re nice when someone does call 

�� We don’t lie or mislead 

�� We do what we say we’re going to do. 

�� We’re knowledgeable and  current in our discipline 

�� We admit (infrequent) mistakes and do our best to right 
the wrong 

�� We listen to suggestions and take them seriously 

�� We work in your best interest in the most straightfor-
ward and transparent way possible 

Brad Lancaster is a Registered Principal with and securities 
offered through LPL Financial, Member FINRA/SIPC 

Please notify me in writing if you would like a hard copy of 
our full ADV part 2A brochure or if there are any changes to 
your financial situation or investment objectives  

Leading the Descent 

Thank You ! ! 

Special thanks to the following people for referring 
their friends, family and associates 

Pam Woods at Todd Song Tax Consulting 

Dave Dalmann 

The only aspect of winter I don’t like is the limited 
daylight, but it sure makes the end of the work day and 
the drive home more colorful! 


