
 

 

 

Room to Run?                       December 31, 2019 

After more than ten years of steady economic growth in the United States, it is hard to imagine that there is room 
for further stock market gains. The price to earnings ratio (P/E Ratio) for the S&P 500 was at a lofty 18.2 at the 
close of the year, which is a result of the bull market we have been experiencing. When compared to the historical 
average of 16.3, this market is expensive. However, with bond yields and inflation as low as they are, you can 
argue that the P/E Ratio is justified and even has potential to climb higher without risk of a stock market bubble. 
Earnings need to catch up to bring the ratio to a more reasonable level.  

 

The last decade was the only decade in U.S. history that we did not experience a recession. In our opinion, a 
recession in 2020 is unlikely barring an unforeseen shock, such as an unprovoked attack by Iran and/or North 
Korea, a terrorist attack on our soil or a substantial natural disaster. We expect that the U.S. gross domestic 
product (GDP) will increase by approximately two percent this year and corporate profits for the S&P 500 
companies to accelerate by approximately five percent over 2019 levels. The job market is projected to remain 
tight as unemployment continues to be pegged at fifty-year record lows. This has and will continue to bolster 
consumer confidence and spending, which will eventually awaken the presently moribund manufacturing sector 
of the economy. We also expect many of the developed countries, as well as emerging market economies, to 
perform quite well in 2020 as trade tensions continue to de-escalate. 

 

 

 



 

 

 

Gains All Around for Markets In 2019 

We enjoyed a profitable 2019 as affirmed by your December 31, 2019, portfolio and performance reports recently 
made available to you.  

 

Consumption was quite strong, allowing the economy to expand. However, exports dragged on the economy 
because of the trade concerns. We expect growth to moderate and stabilize with continued volatility in 2020. We 
will of course remain vigilant and diligent in our efforts to help our clients navigate what comes our way. 
Forthcoming bouts of global market volatility are inevitable, and sentiment can quickly shift in response to 
geopolitical headlines or negative economic or company-specific surprises. While there remains a broad range of 
risks that could undermine this economic expansion, our recommendation is to stay the course, be properly 
diversified (depending upon prespecified risk tolerance levels) and stay invested.  

Not Without Concern 

While some uncertainties in 2019 were muted and/or resolved toward the end of the year, such as the 
anticipated signing of phase one of the China-U.S. trade deal and the United Kingdom vote to exit from the 
European Union after Boris Johnson’s resounding victory in the November election, certain doubts remain. For 
instance, the United States and China remain far apart from a long-term comprehensive trade deal. There is also 
friction between the States and the European Union surrounding trade. While Brexit will occur on January 31st 
this year, the United Kingdom needs to work out a long-term trade deal with the European Union by December 
31, 2020 or suffer more procedural delays to the divorce.  

In addition, geopolitical tensions are simmering. Persistent protests in Hong Kong and the recent aggressive 
attacks by Iran continue to strain political relationships around the world. Also, this is a U.S. presidential election 
year, which promises to be an extremely bitter and bi-partisan process. Plus, any foreign interference could 
possibly affect the legitimacy of the U.S. election outcome in November. 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

The Federal Reserve and Interest Rates 

During the fourth quarter of 2019, the Federal Reserve lowered the prime lending rate by one quarter of a 
percentage point. During all of 2019, the Fed lowered the prime rate by one half of one percent.   

 

The 10-year Treasury bond closed 2019 yielding 1.92 percent compared with 2.68 percent in 2018. As yields drop, 
bond prices move higher. Thus the 10-year Treasury had an approximate 8.90 percent total return for 2019 
according to J.P. Morgan Asset Management. The yield on treasuries and cash remain below the rate of inflation, 
which is currently at 2.32 percent. (See chart below.) The real yield is negative after being adjusted for inflation, 
which can pose a problem for investors. A question to consider is this: Is the safety of conservative bonds worth 
the tradeoff of extremely low interest payments? Bond fund inflows beat equity fund inflows during 2019, and the 
Fed’s involvement helped stoke the equity market growth throughout the year. 

 

 

 

 

 

 



 

 

 

 

 

As we begin 2020, we expect the Federal Reserve to keep interest rates unchanged from their current levels. Since 
this is an election year, the Fed will want to avoid being the cause of havoc in the stock market by acting too 
quickly. We continue to recommend laddered bond portfolios as the yield difference from a 10-year maturity 
(1.92 percent) to a 30-year maturity (2.39 percent) suggests that investors are not being compensated enough. An 
argument can also be made that the Federal Reserve is positioned to lower interest rates if the U.S. economy 
starts to slow down. 

 

 

 

 

 

 

 

 

 



 

 

 

 

Setting Every Community Up for Retirement Enhancement 

Legislation called “Setting Every Community Up for Retirement Enhancement” or SECURE Act, was passed in late 
December 2019. This piece of tax legislation effectively and dramatically changes retirement planning rules, both 
positively and negatively.  

• For any traditional IRA owner who turns age 70.5 after December 31, 2019, your required minimum 
distribution can be delayed until age 72. Therefore, if you reached age 70.5 during 2019, you must take 
distributions for 2019 and 2020. Although the age at which you must commence taking required 
minimum distributions has risen to age 72, you can continue to make qualified charitable distributions 
directly from your traditional IRA account at age 70.5. For more details, contact your advisor. 
 

• The law removes the age limit to make contributions to a traditional IRA. It enables anyone who has 
earned income (i.e., wages, salary) to contribute to a traditional IRA, regardless of age. 
 

 

 

 

 



 

 

 
• For non-spouse inherited IRAs, the “lifetime stretch” tax deferral strategy has been eliminated. Upon 

receipt of the assets within a non-spouse inherited IRA, the beneficiary or beneficiaries must withdraw all 
the assets from a traditional IRA as taxable distribution within ten years from the date of death. There is 
no annual requirement to take distributions during the ten years as long as the entire balance is 
distributed at the end of that time. 
 

• One prominent provision encourages current and future 401K plan structures to replicate the old-
fashioned defined benefit retirement plans by offering annuity products with guaranteed income streams 
as an investment offering. As a result, the law provides immunity to the fiduciary of the 401K, or similar 
retirement plan, if the selected insurance company that guarantees the annuity payments defaults on 
their contractual obligations. 
 

• The legislation also seeks to expand retirement plan coverage by making it easier for small businesses to 
join with other 401K plans and share administrative costs. 
 

• To encourage employees to save more, the legislation allows employers that automatically enroll their 
staff in certain 401K plans to automatically raise the employee’s saving rate to 15 percent of annual 
earnings over time, up from the 10 percent cap presently. 
 

• Finally, other provisions allow parents to withdraw from retirement accounts, penalty free but not tax 
free, up to $5,000 within a year of the birth or adoption of a child. In addition, if you own a 529 college 
education savings plan, the legislation allows tax-free withdrawals from retirement plans of up to $10,000 
for repayment of some student loans. 

Final Word 

The rhetoric surrounding the world of politics seems to produce a lot of noise and uncertainty. But the reality is that 
long-term, total returns are generated by prudent asset management. Low-cost investing, proper asset allocation 
and diversification strategies become paramount during both challenging and not-so-challenging market cycles. The 
economy remains strong and with a cautious Fed, we have further upside potential. 

Sources: The Wall Street Journal, Reuters News Service, J.P. Morgan Guide to the Markets, Brian S. Wesbury, Chief Economist, First Trust 
Advisors L.P. 

*The S&P 500 Index is an unmanaged index of 500 common stocks that is generally considered representative of the U.S. stock market. 
Performance of an index is not illustrative of any particular investment and performance figures quoted are historical. It is not possible to 
invest directly into an index. 

This material may contain an assessment of the market environment at a specific point in time. It may also contain forward-looking 
statements regarding future events or future financial conditions. Actual events or conditions may differ materially from those expressed in 
this material. These statements are based on our current beliefs or expectations and are subject to uncertainties and changes in 
circumstances, many of which are beyond our control. This information should not be relied upon by the readers as research or investment 
advice nor should it be construed as a recommendation to purchase or sell a security. Past performance is no guarantee of future results. 
Investments will fluctuate and when redeemed may be worth more or less than when originally invested.  


