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Up 31%?! That’s the return for US Stocks in 2019. At the beginning of 2019, no one would have predicted 
market returns for the year anywhere near to that. Recall the level of investor anxiety this time a year ago. 
The S&P 500 had just experienced the worst December for returns in over 85 years. A slowing economy, Fed 
rate hikes, trade wars and Brexit all topped the list of worrisome factors which were forecast to affect 
market returns in the coming year. More than one market soothsayer suggested reducing equities, and risk, 
for investor portfolios in advance of continued global volatility. Logical advice, except it would have been 
exactly the wrong thing to do, in hindsight. Once again, proving that prognosticating future economic 
activity with a corresponding effort to wager on the direction of the stock market, is risky business. We 
advocate to the wisdom of the iconoclastic economist, John Kenneth Galbraith, who said, “There are two 
kinds of forecasters: those who don’t know, and those who don’t know they don’t know.” 

Perhaps, one of the best pieces of news for investors in 2019 was that portfolio diversification still works. It’s 
true that US stocks, led by a handful of large technology companies, still led the way. However, in 2019, 
there was much more pronounced democratization of returns for equities as well as diversifying assets. For 
the first time in many years, value-oriented stocks outperformed growth-oriented companies. And while still 
lagging large US stocks, indices for small cap stocks and developed international stocks each returned in 
excess of 20%. Emerging markets stock indices were not far behind, returning 18.4% for the year. 
Diversifying asset classes were also strong performers for the year: Business Development Companies 
(BDCs) were up 27%, High Yield Bonds up 9%, Infrastructure up 28%, even Government/Corporate Bonds 
were up 8 to 9%.  

Clients with a balanced asset allocation, experienced double digit returns with many portfolios exposed to 
half the volatility of an all-stock portfolio. This was a rewarding outcome for those investors who developed 
an asset allocation strategy reflective of their longer-term time horizon, risk tolerance and liquidity needs, 
and were disciplined when short term volatility arose. An important skill for investors and their advisors, 
when investing over the long run, is to be able to see past short-term news. The last 35 years, as we are 
bombarded by day-to-day headlines and information, has emphasized challenges to what Pascal said was 
“man’s inability to sit in a quiet room alone.”  

Stephen Pinker of Financial Times recently highlighted the challenge of consuming such vast amounts of 
daily news. He said,  

“Progress is invisible to most people because they don’t get their understanding of the world from 
numbers; they get it from headlines. Journalism by its very nature conceals progress, because it 
presents sudden events rather than gradual trends. Most things that happen suddenly are bad: a 
war, a shooting, an epidemic, a scandal, a financial collapse. Most things that are good consist 



 
 
 

either of nothing happening – like a nation that is free of war or famine – or things that happen 
gradually but compound over the years, such as declines in poverty, illiteracy and disease.”  

—Steven Pinker, Financial Times, December 27, 2019 

While we resist the temptation to jump at every piece of information, we don’t sit in a room with no 
windows, either. Our auguries, as we begin 2020, are largely more favorable than a year ago. The economy 
appears to be growing at a healthy pace of around 2%. The unemployment rate is at its lowest level in over 
50 years and, perhaps somewhat surprisingly, there are no signs of material inflation on the horizon. 
Corporate earnings growth remains strong, forecasted for 9.5% growth for 2020. Consumer net worth is at 
an all-time high of $113 trillion. The yield curve is sloping upward again, a sign of forecasted economic 
strength. The Fed has stopped all rhetoric of rate hikes. The US and China are headed in a positive direction 
regarding trade policies. Brexit appears to have a known and impending outcome, removing much of the 
uncertainty causing duress with investors.  

In true contrarian perspective, all this good news is, in itself, a bit worrisome. In 2020, we celebrate the 11th 
anniversary of the bull market and economic expansion – already the longest in history. While there is little 
foreseen as a catalyst to altering the continuation of this path, it is prudent to be mindful of time horizon, 
risk, and the potential for unforeseen events. Clearly, the election year is worthy of our attention. 
Historically, presidential elections have very little impact on markets. We are watching the direction of not 
only presidential politics but the potential change to the legislative branches in the House and Senate. Here, 
perhaps most significantly, we will be evaluating potential changes to corporate tax rates and individual tax 
policies impacting growth and consumption. Finally, at this writing, tensions in the Middle East have risen 
with a potential for military conflict with Iran. We have opined in previous letters to our clients when 
geopolitical escalation has occurred whether it was the Middle East, North Korea, Russia or elsewhere. 
Lasting effects on capital markets are unlikely, but, clearly anxieties increase amongst all of us. Unforeseen 
events are always difficult to predict. Nevertheless, we prepare our portfolios by being broadly diversified 
and will continue to be mindful of global events as they unfold. 

Given, our earlier statement as to the difficulty of forecasting markets, how do we work with investors to 
assess their portfolios and strategies for 2020? Our first advice is to ensure a proper portfolio allocation. 
Portfolios should be broadly allocated beyond US stocks alone. Here, we advocate allocating to 
international and emerging market stocks along with additional non-correlated assets like credit (BDCs, 
Bank Loans, and High Yield), MLPs, Infrastructure, and potentially, Private Equity and Real Estate. Secondly, 
ensure that all of your assets are considered in your allocation, collectively. This means including all 
personal assets, IRAs, 401ks, company assets, real estate, etc. Be sure to understand overlapping risks and 
liquidity needs with all of your investments. Third, allocate assets to their proper tax location based of the 
tax structure of the location of the asset (personal, IRA, Roth, 401k, etc.) and the tax efficiency of the type of 
return. Periodic rebalancing of your portfolio’s asset allocation and harvesting tax losses where possible are 
also important components. Every dollar tax-harvested can be the equivalent of a 30% return or more for 
those clients in the highest brackets of high tax states. Fourth, keep investment costs low. Working with a 
fee-only fiduciary can help in this effort where complete transparency of fees and costs will be paramount. 
Finally, have a plan. Markets are volatile and can have swings in value, sometimes dramatically. Having a 



 
 
 

plan for this inevitable occurrence will avoid those knee-jerk reactions that can be devastating to long term 
performance. 

As we enter 2020, please allow us to thank all of our clients and their advisors for their continued support. 
2019 was very good for our firm and we are grateful to each of you. As always, please let us know how we 
may further assist you and your families. 

 

 

 

*Performance returns and data cited above are represented by: 

US Stocks (S&P 500 Index), Small Cap Stocks (Russell 2000 Index), Developed International Markets (MSCI 
ACWI-Ex US Index), Emerging Markets (MSCI Emerging Market Net Index), BDCs (Cliffwater BDC Index), High 
Yield Bonds (Barclays US Corporate High Yield Index), Infrastructure (Dow Jones Brookfield Global 
Infrastructure Index), Government/Corporate Bonds (Barclays US Aggregate Bond Index). In addition, 
corporate earnings growth is based on forecasts from FactSet and consumer net worth figures are provided 
by the Federal Reserve. 
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