
2019 was a much better year than expected with excellent 

investments returns. All major asset classes posted stellar returns, 

many registering their best gains in a decade. U.S. equity markets led 

global markets higher as stock markets across the globe hit record 

highs. U.S. stocks broke out above a narrow trading range that they 

were in for nearly two years (Figure 1). The key drivers were global 

monetary easing by Global Central Banks, a trade truce between 

the U.S. and China and better prospects for an orderly Brexit. 

The U.S. economic expansion became the longest expansion in 

postwar history (Figure 2). This expansion has also had the slowest 

growth, contributing to its longevity. Unemployment hit a 50-

year low, inflation remained subdued under 2% and interest rates 

surprised to the downside.

TRADE

2019 ended with a flurry of positive news on trade. Trade tensions 

had caused investors angst throughout much of the year (Figure 3). 

The U.S. and China agreed to a Phase 1 trade agreement that halts 

additional tariffs and boosts U.S. exports to China. The United States-

Mexico-Canada Agreement (“USMCA”) was passed by Congress 

to replace NAFTA, and a UK election has increased the likelihood 

of an orderly Brexit. These trade agreements are supportive of a 

moderate global recovery in 2020.

GROWTH

Global growth was beginning to synch lower in part due to global 

trade tensions that caused manufacturing activity to turn lower. 

Global Central Banks led by the Fed responded by easing monetary 

policy and interest rates to push back against slowing growth and 

trade disruptions to support the current economic expansion. Global 

central banks remain accommodative and have been easing financial 

conditions.

INVESTMENT OUTLOOK FIRST QUARTER  2020
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FIGURE 1:  S&P 500 INDEX 
Source: Strategas

FIGURE 2: CURRENT ECONOMIC EXPANSION 
Source: JP Morgan
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THE FED

The Federal Reserve expanded its balance sheet again 

toward the end of last year after lowering interest 

rates three times in July, September and October.  

Importantly, after the rate cuts, the yield curve is no 

longer inverted in the U.S., which is positive for the 

financial sector and growth.

The Fed is likely to be on hold throughout 2020 

particularly as we approach mid-year with the upcoming 

presidential election in November. In the last meeting, the 

Fed signaled it is on hold for now. The Fed has stated 

that the bar for raising rates is high and a significant 

increase in inflation would have to be “persistent” before 

they would consider raising rates. If the Fed were to act 

it would likely be to cut interest rates if growth falters.

U.S. ECONOMY

Growth has slowed in the U.S from 3% to the 2% level, 

remaining the best of the G-7 countries. The consumer 

is a significant part of the U.S. economy, accounting for 

70% of GDP. With wage growth doubling to over 3%, real 

wages rising and unemployment dropping to a fifty year 

low, the consumer sector remains strong. The strength 

in the consumer sector has offset weakness in business 

capital spending and the manufacturing sector. With a 

strong U.S. consumer and an uptick in global growth, a 

recession is unlikely this year. We are closely watching 

the U.S. labor market and consumer confidence for signs 

of deterioration.

INFLATION 

Inflation has been stubbornly low over the last decade. 

Almost all major central banks have been unsuccessful in 

attempting to lift inflation toward their 2% target in order 

to offset the deflationary forces of global competition, 

high debt levels and technology innovation. The Fed has stated it is willing to let inflation rise above 2% for a period. 

Overall, inflation is likely to remain subdued in 2020, but the balance of risks are tilted toward higher inflation and needs 

to be carefully monitored. 

INTEREST RATES 

Bond investors benefited from a significant fall in yields in 2019. The U.S. 10-year Treasury yield climbed to over 3% in 

March only to fall to 1.4% before ending the year at 1.88%. Bond returns will likely not have the tailwind of lower rates in 

2020. Several factors point to higher yields, including global growth edging higher, wage gains, tariffs and rising fiscal 

deficits. With interest rates across the globe near historic lows (Figure 4), central banks are nearing the limits of further 

monetary accommodation to stimulate growth. 

EARNINGS 

S&P 500 operating earnings in 2019 were essentially flat at $162. Profit margins remain near peak levels and face headwinds 

from rising wages and higher input prices. Earnings estimates will likely be revised lower for 2020 but should grow 4 – 6% 

as trade tensions ease and global growth edges up. The stock market needs earnings to grow as valuations are stretched. 

FIGURE 4:  INTEREST RATES: 10-YR. U.S. TREASURY YIELDS
Source: JP Morgan

FIGURE 3: U.S. TRADE POLICY UNCERTAINTY INDEX
Source: Cornerstone Macro
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VALUATIONS 
Stock market gains in 2019 were driven almost entirely by an expansion in the price-earnings multiple. The forward 

operating PE multiple was 14 times earnings at the beginning of 2019. Entering 2020, the current PE is at 19 times 

earnings, which is above the long-run 25-year average of 16 times earnings. 

Valuations are a very poor indicator of stock market returns over the subsequent one and two year periods. However, 

higher valuations do point to lower equity returns over the following five to ten year holding periods.

RISKS
Geopolitical risk remains elevated (Figure 5). The 

U.S. and China are likely to be engaged in strategic 

competition long-term despite the recent signing of 

a Phase 1 trade agreement. The decoupling of supply 

chains will result in slower growth on the margin. The 

recent escalation in U.S.-Iran tensions underscores 

the potential of regional conflicts. Global populism is 
raising political uncertainty across the globe.

OUTLOOK
Our baseline outlook is for a moderate pickup in 

global growth underpinned by continued monetary 

accommodation and recent supportive fiscal policies 
in major global economies. However, the recent 

outbreak of the coronavirus will likely dampen 

growth in the first half of 2020. We also recognize 
that global central banks have dampened risk and 

volatility. This has elevated asset prices, making 

financial assets vulnerable to macro disruptions. We see a range of geopolitical and political risks that could cause 
volatility to rise. Risks include a renewed bout of trade tensions between the U.S. and China, Middle East turmoil, 

macro surprises and uncertainty around the U.S. elections. Monetary policy and lower interest rates are likely nearing 

the point of exhaustion as a tool to stimulate economies. Asset market returns will moderate as additional multiple 

expansion is likely limited.

INVESTMENT IMPLICATIONS: PORTFOLIO POSITIONING

Against the backdrop of a late cycle environment, global growth that is stabilizing, higher geopolitical uncertainties and 
asset prices that are elevated, we are sticking close to our long-term strategic target allocations. We are overall neutral 
in equities and fixed income allocations after being overweight in equities and underweight in bonds for most of the 
last decade. 

We remain positive on U.S. equities and have been overweight due to stronger U.S. economic growth, earnings and policy. 
We are overweight in large-cap versus small-cap, emphasizing quality and lower credit risk. Global growth overseas has 
been slowing in Europe, Japan and China, and policy risks abound. This has led us to an underweight in international 

equities and a preference for U.S. equities. With trade tensions easing and a modest pickup in global growth, we see the 
outlook improving for emerging market equities. 

In fixed income, we expect interest rates to increase in 2020 as global growth edges higher and trade tensions recede. 
We favor the U.S. where relative yields are higher and there is greater scope for Fed easing in the event of weakening 
macro conditions. The higher yields in the U.S. provide greater ballast for portfolios to hedge equity risk in downturns. 

As an inflation hedge, we have an allocation to U.S. Treasury Inflation-Protected Securities (TIPS) with TIPS breakevens at 
low levels. We are avoiding international investment grade bonds due to lower interest rates. We favor shorter duration, 
high quality U.S. bonds due to a relatively flat yield curve. We have reduced allocations to the credit sector due to near 
record tight spreads and late cycle concerns where credit sector risk increases. 

In a late cycle environment with low interest rates, forward looking asset class returns are lower than historical averages. 

Volatility across asset classes remains near historically low levels and will likely rise over time. Our dynamic tactical asset 

allocation continues to enhance returns and reduce risk.

FIGURE 5: BLACKROCK GEOPOLITICAL RISK INDICATOR
Source: Global



Please consult with your Central Trust Company advisor 

for more guidance on how Central Trust can tailor 

solutions for your particular needs based on these 

evolving economic and market conditions. 
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MARKET RECAP 2019 (DECEMBER 31, 2019):

• In 2019, all the major asset classes posted very strong gains, the best in a decade. U.S. equities led with the S&P 500 

advancing 31%. U.S. outperformed international stocks as international developed equities gained 22% and emerging 

market equities rose 18%. Both were held back by a stronger U.S. dollar, weaker growth and higher exposure to 

trade tensions due to higher exports. 

• The yield on the 10-Yr. U.S. Treasury bond dropped sharply to 1.88% after being above 3% earlier in the year. In the 

credit sector, floating rate loans and high yield recovered from losses in the fourth quarter of 2018 and gained 8% 

and 14%, respectively. Credit spreads are very tight across the credit sector as defaults remain low and relative 

yields are attractive. 

• WTI oil prices jumped $15 in 2019 to $56 per barrel. Commodities rose 7% for the year. 

• Gold broke out to the upside on rising geopolitical concerns and gained 18% for the year, the second best performing 

asset class after equities. Alternatives posted solid returns in the fixed income surrogate segment.

MARKET RECAP Period Ending December 31, 2019         Source: Bloomberg.        Past performance is not indicative of future results.

Trailing Performance (annualized for periods > 1 year)

Asset Class Index MTD YTD 1Y 3Y 5Y 10Y

EQUITIES

Benchmark MSCI All Country World IMI 3.5% 26.4% 26.4% 12.1% 8.3% 8.9%

Large Cap S&P 500 3.0% 31.5% 31.5% 15.3% 11.7% 13.6%

   Long-Short S&P 500 / LIBOR plus 3 1.6% 16.9% 18.4% 10.1% 8.1% 8.7%

Small/Mid Cap Russell 2500 2.1% 27.7% 27.7% 10.3% 8.9% 12.6%

International MSCI World Ex US (net) 3.2% 22.5% 22.5% 9.3% 5.4% 5.3%

Emerging Markets MSCI Emerging Markets (net) 7.5% 18.4% 18.4% 11.6% 5.6% 3.7%

FIXED INCOME

Benchmark FTSE World Broad Investment Grade 0.4% 6.9% 6.9% 4.3% 2.3% 2.4%

U.S. Aggregate Barclays US Aggregate -0.1% 8.7% 8.7% 4.0% 3.0% 3.7%

U.S. TIPS FTSE U.S. Inflation Linked Securities 0.3% 8.7% 8.7% 3.4% 2.7% 3.5%

Tax Exempt BOFA Merrill Lynch US Municipal 0.3% 7.7% 7.7% 4.7% 3.6% 4.5%

U.S. Corp High Yield Barclays US Corporate High Yield 2.0% 14.3% 14.7% 6.4% 6.1% 7.6%

U.S. Floating Rate S&P/LSTA Leveraged Loan 1.6% 8.6% 8.6% 4.4% 4.4% 5.0%

International FTSE Non USD WGBI 0.8% 5.3% 5.3% 4.5% 1.9% 1.4%

Emerging Markets JPM Emerging Markets 1.9% 14.4% 14.4% 6.1% 5.9% 6.6%

REAL ASSETS

Benchmark Gold 3.6% 18.0% 18.0% 9.0% 4.4% 2.7%

   Inflation Consumer Price Index (CPI) 0.3% 2.1% 2.1% 2.1% 1.8% 1.7%

Commodities Bloomberg Commodities 5.0% 7.7% 7.7% -0.9% -3.9% -4.7%

ALTERNATIVES

Benchmark LIBOR + 3 0.2% 2.4% 5.4% 5.0% 4.4% 3.9%

Multi-Strategy Hedge Fund Research HFRI RV Mu 0.7% 5.5% 5.5% 3.2% 2.2% 2.7%

Global Macro Credit Suisse Global Macro Ind 0.0% 8.7% 8.7% 3.5% 2.9% 4.6%

Managed Futures Credit Suisse Managed Futures 0.0% 8.8% 8.8% 1.6% -0.7% 1.5%


