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2010 to 2019 – A DECADE IN REVIEW
• No Recession – This is the first calendar decade without a US recession and the longest US economic expansion at 10.5 years.
• Calmer Markets With No 20%+ Declines – Following the extreme volatility of the previous decade (Tech Bubble Collapse, September 11 Attacks,
Financial Crisis), notable for two declines of at least 45%, this
Long Term Annualized Asset Performance
decade did not witness a comparable event.
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• US Stocks Win – The S&P 500’s annualized return was 13.6%,
led by Consumer Discretionary, Technology and Healthcare
companies. International stocks returned 5.0% while US bonds
returned 3.1%.
• Consumers Recover – Unemployment declined from 9.9% to a
historical low of 3.5%, while wages rose and home prices recovered.
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2019 – THE YEAR IN REVIEW
• A Dovish Fed Prevails – Following a collapse of confidence in Q4 of 2018, the Federal Reserve quickly communicated a dovish tone and proceeded to lower
rates three times, allaying recession fears.
• Outperformance In Context – Strong consumer and investor confidence fueled a record-breaking end to 2019 in the equity markets, but we believe this
outperformance should be framed in the context of the Q4 2018 correction.
• Trade And Tariff Progress – The Phase-One deal with China somewhat mitigated investors’ trade and tariff concerns, as did the signing of the United
States-Mexico-Canada Agreement (USMCA).
• Lower For Longer – The US embarks on the next decade with historically low unemployment and a “lower for longer” interest rate environment, while the
upcoming election may introduce a degree of economic and market volatility in 2020.
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THE ECONOMY

• The second half of the decade was dominated by spending on

Consumer-Driven Economy Closes Out The Year On A High
Robust consumer spending, historically low unemployment and rising wages
proved to be perfect ingredients for economic growth in 2019 and resulted in
exceptionally strong performance from both the equity and fixed income
markets. This surge in consumer spending was not fueled by consumer debt,
as the personal savings rate increased to 7.9% by year-end. An unemployment
rate at historic 50-year lows, and layoffs near multi-decade lows (as measured
by unemployment claims), set the stage for continued growth.
11%

Current unemployment
rate is low - more than
one standard deviation
below historical averages.
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Rising Business Confidence Leads To Greater CAPEX
Business confidence seems to be catching up with the optimistic US
consumer as captured by The Conference Board's Measure of CEO
Confidence. This mindset should lead to increased capital investment
and growing loan demand.
As we look back at capital expenditures (CAPEX) during the past decade,
the following two observations can be made:
• The first half of the decade was led by physical capital investment
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With business confidence rising, we expect to see both types of CAPEX
spending grow, as corporate managements invest for future growth.
The Global Search For Inflation Continues
On the global front, progress with trade agreements, including
the Phase-One deal with China and the USMCA, was a promising
development. However, inflation was on the minds of investors across
the globe.
One of the factors in this regard has been globalization, which has allowed
for a reduction in manufacturing costs, resulting in price cuts on goods
and services around the world and subdued inflationary pressure. In
addition, slowing population growth, due to lower birth rates and less
immigration, presents a challenge to economic growth.
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intellectual property development, as investment in physical plants,
machinery and equipment stalled.

The view is changing as to what level of unemployment will lead to
inflationary pressures, allowing the Fed and other central banks to
become more comfortable with a tighter labor market. As a contrast
to Europe’s sluggish interest rate environment, the Fed is moving to an
average inflation target, which means that they will let inflation run
higher for longer. In a low inflationary environment, this appears to be
an appropriate approach. As a result, we are not anticipating additional
Fed Funds rate moves in 2020.
Population Growth And Productivity Fuel GDP
At the onset of this new decade, population growth and productivity are
at the heart of GDP growth. Increasingly of concern, in the developed
world in particular, are a declining birth rate and more stringent
immigration policies. As of year-end 2019, US population growth was the
slowest in 100 years due to declining births, rising death rates and slowing
immigration. In 2019, the US population grew by approximately 0.5%, or
1.5 million people, for a total of 328 million.

(fracking and aircraft expenditures).
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THE ECONOMY (CONTINUED)
Outside the US, many developed countries also are challenged by an aging
population and sluggish GDP growth and productivity. For example, Japan
recently announced that its population declined by 500,000, significant in a
country of 130 million. Japan’s Nikkei stock index peaked in December 1989 and,
30 years later, is still down 39% from its high, a clear example of the negative
impact of this demographic headwind. In stark contrast, emerging markets enjoy
a younger average demographic, a rapidly emerging middle class and a growing
infrastructure. These factors position them well for future GDP growth.
Developing countries tend to have a higher percentage of younger citizens.
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Developing countries have higher rates of population
growth which is an important driver of economic growth.
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The Road To The White House
Throughout this election year, we expect increasing political rhetoric to
introduce more economic and market volatility. On the global stage, the
timing of a final trade deal with China, whether pre- or post-election,
may introduce additional uncertainty to a steadily growing US economy.
The Fed is likely finished with further rate cuts for the time being, an
assumption we believe is effectively priced into the yield curve. We
anticipate a gradual increase in interest rates, resulting in a 10-year
Treasury yield that could eventually attract yield-starved global buyers.
However, this “lower for longer” interest rate environment has the
potential to continue to drive investors to equities, as has been the case
for the last several years.
EQUITIES

A Stellar Year In Context
To understand the exceptional upward trajectory of the 2019 equity
markets, consider year-end 2018. Fears of both continued Fed rate hikes
and a trade war-induced recession drove the S&P 500 down approximately
20% by Christmas Eve 2018. The announcement by Fed Chairman Powell,
at last year’s American Economic Association conference, that the Fed was
going to be data dependent, along with three rate cuts, buoyed investor
confidence and reversed the damage.
In fact, the markets recovered 2018 losses by late April 2019, trading in a
range until fourth quarter 2019 when trade agreement hopes and the
positive stimulus from lower interest rates boosted investor confidence.
As a result, the S&P 500 returned 9.1% for the fourth quarter, bringing
the full year tally to an impressive 31.5% total return.
Evaluated without context, this would appear to be a stunning return, but
starting points matter with all data, especially market returns:
• If you start the measurement just three months earlier, before the

Christmas collapse, the S&P 500 returned 13.7%, equal to an annual rate
of 10.8%.

• During the same period, developed international markets returned

7.4%, equal to an annual rate of 5.9%.
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EQUITIES (CONTINUED)
A Focus On Election 2020  
Throughout 2018 and 2019 it was the contraction and expansion of price-toearnings multiples that drove equities, rather than earnings growth. Although
investor confidence has recovered from 2018 lows, retail investors still are
not entering the equity markets in droves. We believe investor confidence
will be on firmer footing once the political landscape becomes clearer and
the political rhetoric subsides. The election clearly will influence investor
sentiment about healthcare, regulation, financial services, taxation and
other issues that may be part of the political discussion.
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A Decade Led By Technology and Healthcare
As we look back over the past decade, the average annual return of the
S&P 500 since December 31, 2009 (post financial crisis) was 13.6%. While
Technology and Healthcare were the best performing sectors in the equity
markets, the Energy sector was the decade’s worst. Energy now represents
a mere 4% weighting in the S&P 500, its lowest weighting ever.
Equity Outlook
We expect 5% earnings-per-share growth for the companies in the S&P
500. If business confidence increases throughout the year, in response
to accommodative Fed policy and a healthy consumer, there is a good
possibility that growth will be better than expected. However, given
modest growth combined with an above-average P/E valuation, we
expect stocks will deliver only a mid-to-high single digit return in 2020.
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The Results Are In
It is interesting to consider the potential impact of an election year on the
equities market from an historical perspective. Since 1872, there have been
37 US presidential elections. The average return of the S&P 500 in these years
has been 6.1%.
When we drill down further, we find:
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Valuations have gone up and are slightly below one standard deviation on the high
end, but we are still nowhere close to recent historical peak during the tech bubble.
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As we enter the next decade, we anticipate that the same tailwinds and
headwinds that buffeted the equity markets for the past decade will
prevail. Thoughtful stock selection is key. We will continue to invest in
high-quality companies with competitive advantages that position them
well for long-term growth, regardless of the economic environment or any
short-term volatility.
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FIXED INCOME
A Banner Year
Not only were equity investors celebrating as 2019 came to a close, but also
fixed income investors enjoyed healthy returns as rates fell throughout the
year. The Bloomberg Barclays US Aggregate Index returned an impressive
8.7% in 2019. Investment grade bonds returned 14.5% for the year. Strong
fixed income returns were somewhat surprising, as most investors anticipated
higher interest rates and modest bond market returns.
The Search For Yield Continues
The continuation of negative yields abroad and the Fed’s unanticipated
shift from raising to cutting interest rates boosted demand for bonds and
pressured rates lower while the search for higher yields continued. Credit
spreads tightened and currently are at historically-low levels. BBB-rated
corporate bonds outperformed single A-rated corporate bonds while longermaturity corporate bonds continued to outperform shorter maturities. From
a bond-rating perspective, S&P downgrades outpaced upgrades with energy
companies receiving the most downgrades. Conversely, corporate bonds in
the Financials and Utilities sectors received more upgrades.
A Decline In Corporate Bond Supply In 2019
Net issuance declined, with only $427 billion in corporate bonds issued
in 2019, compared with $465 billion in 2018. In addition, gross corporate
bond supply was down 1.4% from 2018 supply levels. With scarcer supply,
positive GDP growth and strong investor demand, the environment was
favorable for corporate credit spreads. Fund flows into taxable bond
funds/ETFs were positive for the year while interest from international
investors remained steady.
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Our Corporate Bond Outlook For 2020
In 2020, we expect corporate bond supply to decrease again as M&A likely
furthers its slowdown and companies continue to deleverage. Robust
investor demand, fueled in part by an aging US demographic, and portfolio
rebalancing as the stock market has climbed, should continue. Treasury
yields likely will be range-bound, and spreads have little room to tighten.
In this low-yield environment, we will remain overweight corporate bonds
for additional incremental yield relative to Treasuries. Credit fundamentals
and security selection continue to be key, and we will invest in bonds from
issuers that we believe can weather a downturn, should one occur within
the next few years.
Robust Demand For Municipal Bonds
In 2019, the municipal bond market enjoyed the best year since 2014,
with the Bloomberg Barclays Municipal Bond Index logging a one year
total return of 7.5%. While the sharp drop in Treasury yields in 2019 set
the path for all fixed-income sectors, tax-free bonds benefited from
relentless demand. Municipal bond funds took in a record net $90 billion
(versus $4 billion in 2018) with 51 consecutive weeks of inflows this year.
Heavy demand from individuals offset modest selling from banks and
insurance companies that derive less benefit from a tax-free income
stream following the sharp reduction in corporate tax rates. Demand was
particularly strong among residents of states most impacted by the new
limit on the deduction of state and local taxes in the 2017 Tax Cuts and
Jobs Act. Many of our clients reside in these states (New York, Maryland,
California, Massachusetts, and Connecticut).
Our Perspective On Municipal Bond Supply
After a surge in supply in the second half of the year, municipal bond
issuance increased approximately 22% in 2019. However, coming off of a
supply-constrained 2018 (supply was down 24%), it remained a challenge
to find attractively-priced bonds.
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FIXED INCOME (CONTINUED)
Much of 2019 issuance was in the taxable municipal bond market as issuers
pre-refunded tax-free bonds with taxable bonds following the 2017 tax
reform. Prior to that, tax-free bonds were used to pre-refund similar
outstanding issues so losing this source of volume severely curtailed tax-free
supply. However, we do expect to see a pick-up in traditional tax-free issuance
later in 2020 and into 2021 as a variety of deferred infrastructure projects
move forward.

Economic and Market Drivers
Tailwinds

Headwinds

Accommodating Central Banks US & Abroad

US Equity Valuations Above Average

Healthy US Consumer

Investors Increasing Risk Profile

Low but Positive Inflation Expectations

Scarce Global Pricing Power

Low Interest Rates & Borrowing Costs

Slowing Profit Growth, Reliance on Buybacks

Slower but Positive Revenue & Income Growth US Election Rhetoric & Uncertainty
Fed & Global Central Banks Easing

Exogenous Shock Risk Higher

CONCLUSIONS
As we move forward in 2020 there are a number of developments we will
keep on our radar screen:
• As 2020 begins, we have subdued expectations for profit growth and

equity returns due to market valuations coupled with the stage of the
business cycle and the age of the current bull market.

• Although inflation is slowly trending higher, we do not expect it be a

cause for concern and anticipate that bond yields will rise slightly.

• Recessionary pressures have abated and appear unlikely to be a cause

for concern throughout 2020.

The views expressed are subject to change. Any data cited herein have been obtained from sources
believed to be reliable. The accuracy and completeness of data cannot be guaranteed.
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