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From record
market highs to
political lows,
2019 was full of
drama in the U.S. and
abroad. Let’s look at
the events of 2019
and explore where

Key Takeaways
>

Optimism was in short supply as we
	
ushered in 2019. Despite the grim
outlook, markets defied expectations
and hit record highs multiple times
throughout the year.

>

The Federal Reserve shifted its
	
stance on interest rates in 2019,
cutting rates three times between
June and December. Fed officials
remain divided on whether to keep
rates where they are or implement
another cut.

>

Trade talks between the U.S.
	
and China dominated headlines
throughout the year. Both countries
have returned to the negotiating table
and will continue to hammer out
details in the first half of 2020.

>

The outlook for equities, especially
	
U.S. equities, remains strong. A
recession seems unlikely in 2020,
particularly in the first half of the year.

things are headed
for 2020.

2019 Recap
We started 2019 feeling a little bit raw following 2018’s rough
ending. The final quarter in 2018 wiped out the progress of the
prior three quarters, and December 2018 ended up as the worst
December on record since 1931 for U.S. equities. 1

Most of us felt little joy on the financial front as
we headed into Christmas 2018, with good reason.
A Christmas Eve downturn left markets bloodied
and bruised, and we were on the front end of
what turned out to be the longest government
shutdown in history. China trade talks were stymied.
The actions of the Federal Reserve had markets
worried; the Fed raised rates in December for the
fourth time in 12 months, moving rates into the 2.25%
to 2.50% range.2
The situation looked grim as 2019 loomed.
Although expectations for rate increases in 2019
were lowered in December as the Fed hinted at
a slowdown in the economy, markets remained
nervous with a Fed they felt was increasingly out
of touch with just how much the global economy
was slowing. The Fed revised its forecast down to
3.0% gross domestic product (GDP) for 2018. Looking
back on it, GDP was indeed moving in the wrong
direction in Q4 after two very strong prior quarters.
But lo and behold: After an oversold market
recovered its balance in the week after Christmas
and 2019 dawned, investors started looking at the
landscape and were pleasantly surprised by what
they saw. After all, there were more job openings in
the country than people to fill them. Unemployment
was at a 50-year low and consumer confidence
was soaring. The overdone, theatrical government
shutdown was resolved by the end of January, and
the country went back to work. China signaled a
willingness to negotiate.

However, the Fed’s shifting stance on rates was the
real catalyst of the markets’ comeback and surge
throughout 2019. After projecting two additional rate
increases in 2019, the Fed did a 180 and announced
it would leave rates unchanged for 2019 and
possibly move only once in 2020. Essentially, the Fed
threw in the towel — and the markets ran with it.
Q1 performance was excellent; in fact, it was
the best start to a year since 1998 and the best
quarterly performance in nearly 10 years (since
Q3 2009) as measured by the S&P 500. In March,
we celebrated the 10th anniversary of the low
point for markets during the 2009 financial crisis.
Since March 9, 2009, the S&P 500 has gained over
400 percentage points.3 This remarkable growth
reinforces the concept that staying the course and
sticking to a long-term financial plan is always the
best strategy for investors.
This is not a coincidence, and it happens all the
time. To paraphrase Mark Twain, “The market
doesn’t repeat itself, but it often rhymes.” The hints
of global economic slowdown that presented
themselves in Q1 accelerated in Q2 as the global
economy started slowing dramatically. The
slowdown has continued through Q3 and into Q4,
but the U.S. has remained resilient and has yet to
catch the world’s cold.

First-quarter GDP is historically soft, but this year
it ended on an exceptionally strong note at 3.1%.4
Q2 opened on an updraft of optimism, and in April
the S&P 500 and the Nasdaq revisited and broke
highs set in October 2018. The Dow Jones Industrial
Average lagged, pulled down by the fallout
surrounding Boeing and the safety of its 737 Max.
The mood was shattered in late April, as the trade
deal with China derailed and the tariff war began
in earnest. Volatility returned full force by the end
of the month. The S&P 500 and Nasdaq tumbled
from their highs and reported four straight weeks
of losses, while the Dow ended down six weeks
in a row. Although economic reports — including
earnings, unemployment rate and jobs – remained
strong, reactions to a stalled trade deal with China
and dire predictions of slowing U.S. and global
growth dominated the news.
By May, original speculation that we were close to a
deal with China proved wrong. U.S. President Donald
Trump and Chinese President Xi Jinping delayed
negotiations until the late-June G20 Summit in
Japan. Tariff deadlines came and went, with both
sides holding their ground. Markets caved from late
April to late May, as rising hopes of a possible deal
gave way to the reality that we were in for a longer
and bitter struggle.
In late May, markets seemed to realize that other
news existed outside the China trade deal, and
most of it was positive. Economic data, especially
for the U.S., had been strong all year. Earnings
were solid; nearly all S&P 500 companies reported
earnings by late April, with 76% reporting positive
earnings per share surprises and 59% reporting
positive revenue surprises.5
Other economic data also bolstered the
market’s ability to shrug off delayed deal news.
Unemployment, which bounced up to 4.0% during

January’s government shutdown, dropped back to
3.6% in Q2.6
The topsy-turvy quarter had yet another surprise
in store for us. After a strong April and painful May,
the Fed heralded June’s arrival with the news that it
was shifting its stance on interest rates once again.
In just six months, the Fed went from raising rates
to staying put to potentially cutting rates. In 2018,
markets reacted negatively at the mere mention
of a possible rate increase. One year later, markets
embraced the idea of a rate cut; in fact, by late
June, Fed funds futures called for a 90% chance that
the Fed would cut rates as early as July.7
The news sent markets spiraling upward, and on
June 21, both the Nasdaq and S&P 500 hit record
highs once again. Although June is historically not
a strong month in the markets — especially after a
weak May — 2019 was an anomaly. We ended June
with U.S. equity markets up over 7% for the month.8
While the first half of 2019 was not abnormal in
directional terms, what was abnormal was the
magnitude of market movements. It is common for
the market to experience ebbs and flows even in a
sustained bull market, which we have experienced
since 2009. (2011, 2016 and Q4 2018 are examples of
these ebbs and flows.)

While the first half of
2019 was not abnormal in
directional terms, what
was abnormal was the
magnitude of market
movements.

What has changed is that volatility can return like
lightning — suddenly and out of nowhere — after
prolonged periods of calm. What is contributing
to this change? The ubiquity of algorithms and
computer-driven trading certainly are contributory
factors.
Additionally, our almost limitless instant access to
information and mania-driven financial media plays a
part. Downdrafts are swift and violent, and advisors
and investors are often caught flat-footed when they
occur. Volatility’s unpredictability makes it crucial
for advisors and clients to stay in constant contact,
sticking to their established plans and remaining
vigilant at all times.
June’s momentum propelled us into July, and we
hit new highs on the S&P 500, Nasdaq and Dow by
mid-month. Excitement surrounded the possibility of
hammering out a potential trade deal with China.
The Fed lowered rates for the first time since the
financial crisis, and the markets viewed the move as
the beginning of an easing cycle designed to bolster
a slowing economy.
The mood fizzled quickly. Markets lurched downward
as we ended July and headed into August. The
China trade talks quickly shifted from hopeful to
confrontational, and China stirred the pot further by
devaluating its currency. Global markets went into
turmoil, and the Dow dropped more than 800 points
in a single day.9 The U.S. Treasury labeled China a
currency manipulator, and traders resumed talk of a
wide global economic slowdown. To be fair, the rest
of the world is in a different place economically than
the U.S., and their economies are nowhere near as
strong. The term “Trump Recession” began to make
the rounds, and the best definition of the term seems

to be “a growing economy that’s not growing as
strongly as it was before.”

Volatility can return like
lightning — suddenly and
out of nowhere — after
prolonged periods of calm.
In August, markets lost close to 7% from their midJuly highs before leveling off and rebounding to
finish the month. The yield on the 10-year Treasury
plummeted as investors ran for cover. The yield curve
inverted as shorter maturities provided higher yields
than their longer-term counterparts. Analysts often
cite an inverted yield curve as a recessionary sign, a
warning that investors are unwilling to invest in longer
maturities because they lack confidence in future
economic strength.
September is often a brutal month for equity markets,
but true to form, 2019 surprised us once again.
Markets continued their upward trajectory, and we
rebounded to near-record highs once more. China
signaled they were ready to retake their seats at the
negotiating table. The Fed gave markets what they
wanted: another rate cut.
If this all sounds like déjà vu, perhaps it is. The end of
Q3 and most of Q4 resembled the same dynamics
we saw in Q2, from China and the U.S. resuming highlevel talks and the Fed signaling that it would ease
rates to Hong Kong superimposing the international
crisis du jour. As Stephen King wrote in “The Colorado
Kid,” “Sooner or later, everything old is new again.”

2019: The Highs
and Lows
It was a manic year for the stock market, with record highs set
throughout the year. We close out the 2010s with just over 225 new
all-time highs – the second-highest number of highs set in a decade.
(Markets set 310 new highs in the 1990s.) Compare that to the 2000s,
when markets hit new highs only 13 times in 10 years.10
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Key Areas to
Watch in 2020
From Capitol Hill to China, hot spots could flare up in a
number of places in 2020. Here’s a look at five topics
currently holding our attention.

1. Washington
The only new item on our list of hot spots is the most
recent “scandal” in Washington: the impeachment
“investigation” of President Trump. This development
will all but ensure that nothing gets done in
Washington for the next 1.5 years. As far as markets
are concerned, no new legislation or regulation is
considered to be a good thing. In the near term, the
political theater in Washington will have little to no
impact on markets.
Election campaigns also are adding to the political
drama. President Trump is a known quantity; we know
what we have with him as president, and — like it or
not — things are going fairly well with him in office.
The big unknown right now: Who will emerge as
Democratic contender?
The field started with more than two dozen
candidates but is quickly thinning out. The real contest
is Prosperity vs. AOAOTT (Anything or Anyone Other
Than Trump).
As the election match-up begins to crystalize,
certain industries will experience volatility based on
candidates’ proposals. For instance, health care could
feel the impacts of discussions about Medicaid for
all, or the pharmaceutical industry could see volatility

related to conversations about drug prices and the
opioid crisis.
2019 has been a memorable year as far as markets
are concerned, and the pay-off was a handsome one
for those that stayed the course. As we start 2020, the
economy and the market are both on solid footing –
and they need to be because 2020 is shaping up to be
a presidential election year unlike any in most of
our lifetimes.
The past year has left us with political turmoil, to say
the least. The House plopped impeachment on our
collective holiday plates like a 3-year-old fruit cake
and – like a fruit cake – it’s interesting to look at but no
one finds much satisfaction in it. Things must indeed
be going well for the country to indulge itself with
all this political theater. There is real hardship and
suffering in the world, but things are going well in the
U.S. (as well as can be expected, anyway) and we find
ourselves almost needing to find drama. If the only thing
that’s causing grief is the fact that Donald J. Trump
is the president, then maybe the drama surrounding
impeachment is just what you need. He will survive
impeachment, and when he does, buckle up: 2020 will
be a year like no other. Here’s to the market having
another great year and the “luxury” of indulging
in drama.

2. Trade Wars
The final details of the United States-MexicoCanada Agreement (USMCA) were ironed out in
mid-December, signaling the end of the trade
wars with our neighbors to the north and south.

hopes that Trump will lose the election. Talks of
a deal with China will propel markets forward
once more, and any breakdown of talks will hurt
markets just like they did in August 2019. If we
can get Phase 1 done, that may be good enough.

Now we can turn our full attention to China,
which will most likely finalize Phase 1 and
continue to drag its feet during Phase 2 in the

3. Interest Rates
The biggest items to watch over the next
quarter will be growth and interest rates. There
is room for the Fed to go lower, even though
they lowered rates three times in 2019. There is
a large divide among Fed officials; some think
rates are fine where they are, while others feel
we need to continue stimulating our economy
to ensure we avoid a recession.

Our prediction for the Fed? If the economy
continues to grow in the first half of 2020, we
might hear grumblings about nudging rates
upward again, but the market will smack those
thoughts down quickly as we head into the
second half of the year.

4. Possibilities of Recession
Speaking of recession, we do not see
one on the horizon, at least through the
first half of 2020. Our estimate is that the
economy will plug along at 2.5% GDP, with
the USMCA adding about 0.5% to overall
GDP. Unemployment has been at record lows
for most of 2019, and more of the same is
expected in 2020.

We’d have to see quite a bit of deterioration
in the economic numbers before a recession
would happen, which we don’t expect to
see happening in Q1 2020. USMCA will assist
in increasing manufacturing jobs in Q2 and
beyond. If anything, we may see unemployment
tick down ever so slightly as we move through
the year. Certainty around the China deal can
only strengthen that view.

2019 Unemployment Rates*

Source: National Conference of State Legislatures. “National Employment Monthly Update.” http://www.ncsl.org/research/laborand-employment/national-employment-monthly-update.aspx. Accessed Dec. 12, 2019.

5. Tech & Health Care Sectors
Technology companies may have “jumped the
shark” in 2019 and are quite possibly headed
for a rocky 2020. Currently, they’re not very
popular with lawmakers and the general
public due to questions surrounding privacy
and anti-trust violations. We might see
movement toward breaking these companies
up in the next year, and Europe has already
taken steps to punish them. Watch for tech
companies to morph and continue to innovate
throughout 2020.

Questions abound concerning the direction
of health care. It was a core issue in the 2018
midterm elections and continues to be a hot
topic in the 2020 presidential campaigns. If
President Trump is re-elected and controls
Congress, he will most likely kill Obamacare for
good. If a Democrat is elected, the sector will
be in turmoil as the proposed changes reshape
health care as we know it.

6. Geo-political Factors
As we head into 2020, geo-political factors
continue to froth the markets. 2019 was full
of challenges from the likes of Iran (who
was at it again very recently) and North
Korea, and included human rights and
democracy issues between Hong Kong
and China. I do not believe we will have
additional bad actors joining the current
cast onstage in 2020, but there is plenty of
drama already there by way of potentially
real or perceived threats to upset markets.

Volatility is part of our new reality with sudden
and violent shocks occurring in quick order;
with strong fundamentals underpinning the
markets, we have withstood these bouts
and rebounded thus far. For markets to turn
pessimistic, international turmoil will have to be
prolonged and impact our domestic economy
dramatically. Markets were remarkably resilient
to geo-politics in 2019, but that might prove to
be more of a challenge as we head into 2020.

Great Ideas
What approach should investors
and financial advisors apply to
financial portfolios in 2020?
These perennial ideas are
best practices for investing
— no matter what shape the
economic environment takes.

Perennial Ideas
> Save more. Advisors who focus on retirement planning
spend a lot of time and energy considering asset
allocation plans, decumulation strategies, needs
analysis and more. But advisors and clients should
spend more time and energy on how much money is
saved and how to save it.

Saving is the most fundamental and important
component of successful investing. Aggressive saving
allows one to take advantage of compound interest.
The best thing any of us can do for ourselves and for
our families’ futures is
to save more.

> Seek out low fees. Fees are the leading factor in

the success or failure of any investment. Even a 0.5%
annual fee can reduce a portfolio’s value by $10,000
over 20 years.11 Choosing lower costs (when the
product is right for the investor) can have residual
benefits. Every investor needs to count costs.

> Diversify. In general, the greater a portfolio’s

diversification, the lower its riskiness. Lower risk is a
good thing, but only if the portfolio’s potential return is
healthy enough to meet the client’s needs. Fortunately,
a well-diversified portfolio captures most of the
potential upside available with much lower volatility.

> The “political trade” is a threat. Basing your

investment decisions on your politics is a recipe for
disaster. Those who love or hate any given political
person, party or policy must guard against letting
politics dictate investment decisions.

> Remember that “personal volatility” is dangerous.

Trying to time the market is almost always a bad idea.
Attempting to guess and time the market almost never
works once, let alone multiple times.
Overall, markets are positive roughly three out of every
four years. The market’s path of least resistance is higher,
making big cash positions a major risk. Investors and
advisors should rein in their tendency to fire money
managers for underperformance. Multiple studies have
shown that the wealth lost by investors from the practice
of firing and hiring managers on the basis of recent
performance far exceeds the average net-of-cost
underperformance of active management. This sort of
“personal volatility” is also highly dangerous.

> Maintain a sense of where you are. Good investing

requires exceptional self-awareness. Dealing with risk
doesn’t just mean knowing how much tolerance one has
for pain when markets are uncooperative. It also means
understanding how much risk capacity one can undertake
without jeopardizing financial goals. Every investor needs
to know and understand where they are in their personal
financial journeys.

> Build guaranteed income. Guaranteed income is a

building block for a solid retirement. Volatile markets
provide effective reminders that stocks, despite their
unmatched long-term value, can — and do — lose money.
Diversification in retirement planning always makes sense.

Tom's Final
Thoughts
The best strategy for 2020 is to
continue to stick with equities
— especially U.S. equities — if your plans permit. A trade deal
between China and the U.S. might be the next catalyst to get the
stock market moving upward. A U.S.-China deal could spur the
stock market to add another 10% by the end of Q2 2020.

Being alive in 21st century America means
we have all won “life’s lotto jackpot.”
We are living in the greatest country in the history of civilization,
during the most innovative period in human history.

Let’s all strive to take full advantage
of the life we’ve been given

The key to maximizing your chance for success is to build a
well-thought-out financial plan that lays out expectations and
objectives. The biggest thing you can do to achieve success
is to partner with your trusted financial advisor. He or she can
encourage you to stay disciplined, remind you of your plan and
provide support on your path. Your advisor is here to help you
reach your goals and make the most of the opportunities available
in this exceptional time.
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