
2019: CLOSING OUT ON A HIGH NOTE

 
2019 proved to be an exceptional year for investors, as all major asset classes posted positive returns, 
led by strong equity markets on the back of continued economic growth and easy money.

While November returns reflected a stronger dollar and greater positive catalysts for the United 
States, December’s returns exhibited relative strength in assets domiciled outside of the U.S. 

U.S. equity investors enjoyed a very merry end to the year in 

December, as stocks posted meaningful gains across the board. 

While investors waited and watched for a rotation to (rela-tively) 

cheaper value names over the last several years, and participated 

in short bursts of rotation to these names in 2019, the gains in 

the quarter and for the year were still skewed to-wards growth. 

Indeed, over the trailing three and five years, the spread between 

growth and value names has been massive. Small cap stocks, 

for their part, have underperformed the large cap end of the 

market, which is not altogether surprising given that smaller cap 

names typically underperform in late cycle periods. Outside of 

the U.S., international developed and emerging markets stocks 

posted strong fourth quarter gains to close the gap with U.S. 

names. While the U.S. dollar experienced modest strengthening 

in late summer and into the fall, the currency closed out the year 

essentially flat, as improvement in the prospects for an orderly 

Brexit, stable economic data outside of the U.S., and a cap on 

U.S. yields have kept the cur-rency in check.

Bonds were essentially flat in the quarter, as investors digested 

the gains experienced in the first three quarters and prepared 

for a more normalized curve environment. For the year, U.S. 

government issues trailed corporate bonds, and long duration 

trounced short duration. While much was made of yield curve 

inversion and the signal it was sending to the markets, the 

Fed’s pivot and subsequent interest rate hikes have serve to 

steepen the curve, albeit without the parallel shift higher income 

investors would prefer to see. Interestingly, despite the firm risk 

on sentiment of the market, investment grade corporate debt 

outperformed high yield corpo-rate debt for the year, perhaps 

reflecting a similar late cycle trend to small cap equities.

As for the economy, the data released in late December and early 

January was somewhat less constructive than previous data. 

While November U.S. non-farm payrolls came in at +266k jobs, 

this figure was revised slightly lower with December’s release, 

and December non-farm payrolls came in at +145k jobs. However, 

for Fed watchers, the fact that wage growth fell off just a bit, to 

+2.9% year-over-year, supports the notion that inflation is not a 

con-cern in the near to mid-term. Manufacturing, too, remains 

under pressure, as the U.S. ISM Manufacturing Index continued 

its decline in December, falling to 47.2 – its fifth straight month 

of contraction. However, the news is not all bad. Euro area 

manufacturing data was revised higher for December, although 

still in contraction territory; Chinese composite PMI crested its 

highest level since early 2018; and the incoming ECB President 

Christine Lagarde indicated the Bank’s increased confidence in 

growth despite the challenge of sub-target inflation. As such, we 

believe the global economy will continue to trend higher over the 

course of the year, with little threat of a 2020 recession.

IN SHORT

 � U.S. equities closed the year out on the upswing, with the traditional “Santa Claus” 
rally adding to strong performance for the year.

 � Trade tensions with China softened following an agreement to forgo the December 
15th planned tariffs and instead adopt a “Phase One” trade agreement.

 � Economic data continues to show signs of life, fully supported by an 
accommodative policy stance taken by all the major central banks.BY SHANNON L. SACCOCIA, CFA, CIMA®
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IN FOCUS: CEO VS. CONSUMER 
– WHO’S RIGHT? One of the 
challenges for investors over the last 
two years has been the divergence 
in confidence between corporate 
management and consumers. While 
consumer confidence has remained 
at or near historical highs, CEO 
confidence has deteriorated against 
the backdrop of uncertain trade 
policy. This deterioration has been 
discounted broadly as it has not 
necessarily impacted hiring, which 
given its impact on consumer behavior 
could be the catalyst for a much softer 
economy. However, the ripple effects 
of the cautious – and in some cases, 

downright negative –sentiment of CEOs and other business leaders has primarily been felt in underwhelming fixed investment and 
capital expenditures, particularly given the boost provided by 2017’s corporate tax cut. The concern has been that the longer this 
gloom hangs over the business environment, the more likely it is to impede higher growth in the U.S. economy, and could eventually 
find its way to the consumer.

With the recent progress made by negotiators from China and the U.S. around trade, and the apparent move of the U.K. towards 
an amicable Brexit solution, there are 
indications that corporate sentiment is 
improving. While many point to loose 
financial conditions as the catalyst for 
this relative optimism, those conditions 
were consistently loose for much of 
2019. Indeed, it appears more likely 
that recent political and policy events 
deserve the credit for this improvement. 
Of course, it begs the question – can this 
trend continue? With elections looming 
in November, and still much to be done 
on the trade policy front, it might be too 
soon to tell – but alignment between big 
business and the man on the street could 
be a catalyst for stronger growth as we 
move through the year.

WHAT WE’RE WATCHING  
While the calendar has turned from 2019 to 2020, the 
momentum for equities appears intact. 2019 was a year in which 
investors could do little wrong. Provided that you had a broadly 
diversified portfolio, appropriately allocated for your goals, the 
likelihood is that your portfolio outperformed what were likely 
muted expectations going into the year. However, the challenges 

facing investors in the new year abound – continuing tensions 
on trade, U.S. elections, and the transition of the U.K. to a post 
E.U. world are but a few of these challenges. How these affect 
sentiment remains to be seen, but for now, we are cautiously 
optimistic that the turn of the calendar page will be just that – at 
least for the next several months.


