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As we begin a new year, we feel it is important to take stock of what happened in 2019 and examine 
some of the key inputs that inform our views and outlook for the markets. We have access to extensive 
research resources at Raymond James.  We encourage debate, and various thought leaders in our firm 
may have differing views.  This letter is intended to express our views at the Green Wealth Management 
Group.  It is most valuable to help you understand our discipline and how we make decisions.  If you 
would like to discuss any of these points in greater detail, please reach out to us and we’d be happy to 
elaborate. 
 
Recap of 2019:  The first quarter started with markets reacting to the Federal Reserve Bank’s (Fed) 
decision to take a pause from raising interest rates.  By the end of the second quarter, the 
manufacturing sector was showing signs of economic slowdown, and the Fed reversed course and began 
cutting short-term rates again in July (for a total of 3 cuts in 2019).  This led to an excellent year for fixed 
income investors with the Bloomberg Barclays Aggregate Bond Index up 8.72% for the year. US Stocks 
finished with a strong fourth quarter with the S&P 500 Index up 31.49% for the year.  
 
In our January 2019 Market Outlook, we pointed out the apparent disconnect between fundamentals 
and the direction of stock prices. 
 
We listed three factors we felt would drive the markets in 2019: 
 

1) Risks of Recession (which we felt were very low) 
2) Tariffs and Trade Disputes with China (we felt the trade disputes would drag on and create 

volatility, but that we would avoid an all-out trade war). 
3) Fed Policy and Interest Rates (based on the positive Fed outlook for the economy, we felt the 

odds favored additional rate hikes in 2019… we got that one wrong!) 
 
 
WHAT FACTORS DO WE FEEL WILL DRIVE THE MARKETS IN 2020? 
 
In 2020, we believe the markets will continue to climb a ‘wall of worry’ to new heights, albeit in an 
uneven fashion.  We believe that stock prices are driven by earnings and that US Corporate earnings 
growth will uptick to the 5-6% range, supporting higher equity prices by year end.  2019 was generally a 
spectacular year for US stocks, while equity funds actually experienced net withdrawals for the year. 
This suggests to us that investor sentiment is nowhere near the type of euphoria that usually marks a 
peak in the bull market. 
 
  



 

There are four primary factors we feel will drive the markets in 2020 (either positively or negatively): 
1) Recession Risk 
2) Fed Policy and Interest Rates 
3) Earnings Recovery 
4) 2020 Elections 

 

RECESSION RISK 
 
The 2010’s ended as the only decade since the 1950’s without entering or experiencing one day of 
recession.  But while the current expansion has been the longest in length of time, it is only the fifth 
strongest from the perspective of strength/magnitude.  Today, given the both the Fed’s and Global 
Central Banks accommodative monetary stance, we feel the odds of recession in the next 12-18 months 
remain low (less than 15%). 
 

There are three key drivers of the US Economy: Consumer Spending, Government Spending and Capital 
Investment.  All three are expected to rise in 2020 for the first time in several years. 
  
Key Takeaways: The US continues to experience a slow but steady economic expansion.  
 

FED POLICY AND INTEREST RATES 

Fed Chairman Jay Powell has indicated the Fed is somewhat surprised that in spite of the lowest 
unemployment rate in 50 years, tight labor market conditions and rising wages, inflation has remained 
well-contained.  It appears the Fed is prepared to try to drive unemployment even lower, get more 
people working and earning wages, and see if the US Economic Growth rate could be higher.  While rate 
decisions will remain data dependent, the Fed is taking a decidedly dovish stance which should be good 
for risk assets.  We do not anticipate additional cuts in 2020.   
 
This will provide a stable environment for fixed income investors, but one where capital appreciation is 
unlikely.  Fixed Income investors will most likely earn returns equal to the current yield of their bonds.   
 
While this may sound unappealing, we remind investors that fixed income assets help mitigate 
investment risk by providing consistent cash flows, predictable income, and capital preservation.  They 
serve to balance the higher risk associated with growth assets.  
 
Key Takeaways: For now, we believe Federal Reserve policy will remain accommodative and 
supportive of risk assets and higher stock prices in 2020. 
 

EARNINGS RECOVERY 
 
While S&P 500 earnings growth in 2019 declined to 1.3%, it was still a record year.  In 2020, Raymond 
James forecast2 is that S&P 500 earnings will grow 5.5% to $174 per share (this figure is considerably 
below current Wall Street estimates of 9% earnings growth for the S&P 500).   
 



 

A major theme in our stance towards the market is a belief that manufacturing trends will turn up in 
2020.   Ebbing trade tensions and the effects of central bank easing should begin to stimulate global 
economic conditions in 2020.  In addition, 2020 will represent relatively easy earnings comparisons 
versus 2019, particularly for smaller cap stocks.  If Fed policy remains accommodative, this also provides 
a tail wind for stocks.  
 
Earnings growth is particularly important this year. We believe stock prices are driven by two things: 
Earnings and Price Earnings Multiple (P/E).  In 2019, the price of the S&P 500 increased dramatically 
even though earnings grew at only 1.3%.  In order to sustain stock prices, earnings need to grow.  Given 
exceptionally low interest rates, P/E multiples can remain elevated for some time.  But we do not expect 
P/E multiples to increase much from current levels.  
 
Key Takeaways:  An earnings growth recovery should drive stocks to new highs.  We don’t feel US 
stocks are ready to absorb any disappointment in earnings, making this a critical factor for success in 
2020.   
 

2020 ELECTIONS: 
 
Historically, when looking at the four-year presidential cycle since 1928, the year before the election has 
the strongest average returns (as 2019 demonstrates).  Incumbent Presidents try to prime the pump 
through greater monetary and fiscal policy ahead of their own re-election (remember Trump berating 
the Fed for keeping rates too high?).  Since 1936, presidential re-election years have returned 10.3%.1  
Looking back 100 years, if a president avoided recession in the two years before re-election, every 
president went on to be re-elected.1  History would seem to give Trump the edge in the upcoming 
presidential election.  These facts are well known, and we feel the market under-appreciates a liberal 
candidates ability to capture the nomination and win the presidency.  Keeping a close eye on the early 
primaries to see how Senator’s Warren and Sanders fare will be important.  
 
While the race for president will likely dominate the headlines, the ultimate market and economic 
impact will be decided based on the outcomes of the majorities in the House and Senate.  Republicans 
need to capture 20 seats in the House to flip control.  We believe this is unlikely to happen.   In the 
Senate, Democrats need only 4 seats to win a majority.   On the surface, the math favors the Democrats 
in 2020 (just as the math favored the Republicans in 2018).  23 Republican are up for re-election versus 
only 12 Democrats.   Our Washington Policy Analyst, Ed Mills, believes control of the Senate will come 
down to 6 key battleground races:  Alabama (D), Colorado (R), Arizona (R), Maine (R), North Carolina (R) 
and Iowa (R).  Ed’s early call is that Republicans maintain a narrow majority in the Senate.2 
 
Since 1933, the highest returning partisan control combination for the S&P 500 has been a Democratic 
Senate, Republican House and Democratic President with an average return of 13.6% per year.  When 
there is a Republican Senate, Democratic House and Republican President, the average return is 10.8% 
per year.1   
 
Key Takeaways:  The presidential race will dominate the headlines, leading to potential market 
volatility if liberal candidates do well and pick up delegates.  Recognize the difference between news 
headlines versus what is actually going on with the economic fundamentals.  
 
  



 

OTHER POTENTIAL MARKET MOVING HEADLINES: 
• Manufacturing Data – we anticipate a recovery in manufacturing.  Disappointment results could 

add to market volatility. 
• Impeachment - Senate trial should begin in early 2020. We anticipate this will not drag out as 

four US Senators running for the Democratic nomination will not be on the campaign trail during 
a critical time.  Market expectations are that the Senate will fail to convict Trump.  

• Tariffs and Trade - We feel the Phase I deal with China will allow trade disputes to ‘simmer’ on 
the back burner until after the election.  Uncertainty around trade will persist, but should not 
escalate from here as long as China meets the expectations of this deal. Trump wanted a deal to 
help his re-election bid.  China also needed a truce to keep social unrest in check.  China is 
contending with a slowing economy and increased scrutiny at home and abroad due to Hong 
Kong protests.  Widening economic issues can exacerbate internal tensions. Easing trade 
tensions should be good from both global economic growth and corporate earnings. 

 
 
What does all of this mean for asset prices in the coming year? 
 
Last year, we included a quote from Tim McClellan, manager of the First Eagle Global: “Most good 
investment opportunities happen during periods of stress, not when everything is going perfectly.”   
 
How true that turned out to be from the market lows in the fourth quarter of 2018!  2019 was generally 
an exceptionally good year for both stocks and bonds.   
 
We expect to see stocks continue to climb to new highs based on the expected recovery in corporate 
earnings, low interest rates and minimal risk of recession.  However, we recommend investors temper 
their expectations.  The returns of 2019 are highly unlikely to repeat.  Our view is that mid to high single-
digit returns are more likely based on the fundamentals.  
 
We also expect to see increased volatility in 2020. During 2019, the S&P 500 experienced two 5% 
pullbacks, which was below the historical average of four.  Be prepared for more volatility in 2020, 
especially if there are any disappointments.  
 
For fixed income, this will be a year to ‘clip coupons’.  Returns of corporate bonds are likely to be around 
3% (unless rates shift, which we do not expect).  But while we continue to underweight fixed income 
relative to stocks, we continue to see a place for it as a hedge against uncertainty and stock market 
volatility for more conservative investors.  
 
INVESTMENT THEMES: 

• Favor Stocks over Fixed Income relative to long-term targets.  
• Favor US stocks over Foreign stocks for now (but watch for meaningful reforms and fiscal 

stimulus from the EU, particularly Germany) 
• Favor Large Cap stocks over Small cap stocks (but if manufacturing data picks up, small caps are 

very attractive) 
• Continue a slow shift to equal weightings of Growth and Value stocks. 
• Expect to earn current yield on bonds with no further rate cuts this year (not a repeat of 2019). 

 



 

Footnote 1: According to FactSet as of January 6, 2020. 
 
Footnote 2: Sourced from Raymond James January 2020 Investment Strategy Quarterly. Contact our office to request a 
complete copy of the report. 
 

Important Disclosures: 
 
The information contained in this report does not purport to be a complete description of the markets, securities, or 
developments referred to in this material. Any information is not a complete summary or statement of all available data 
necessary for making an investments decision and does not constitute a recommendation.  
 
Investments or strategies mentioned may not be suitable for all investors. Every investor’s situation is unique and you should 
consider your investment goals, risk tolerance and time horizon before making any investment. Prior to making an investment 
decision, please consult with your financial advisor about your individual situation. 
 
All expressions of opinion reflect the judgement of the author, as of the date of this letter, and are subject to change.  These 
opinions do not necessarily reflect those of Raymond James & Associates, Inc.  All information gathered from sources believed 
to be reliable, but no guarantees are made as to accuracy or completeness.  There is no assurance any of the trends mentioned 
will continue or that any of the forecasts mentioned will occur.  Economic and market conditions are subject to change.  
Investing involves risk including the possible loss of capital.  Past performance may not be indicative of future results.  Asset 
allocation and diversification do not guarantee a profit or protect against loss.   
 
International investing involves additional risks such as currency fluctuations, differing financial accounting standards, and 
possible political and economic instability. These risks are greater in emerging markets.   
 
Investing in small- and mid-cap stocks generally involves greater risks, and therefore, may not be appropriate for every investor.  
 
 
High-yield bonds are not suitable for all investors.  The risk of default may increase due to changes in the issuer’s credit quality.  
Price changes may occur due to changes in interest rates and the liquidity of the bond. When appropriate, these bonds should 
only comprise a modest portion of your portfolio.  
 
Companies engaged in business related to a specific sector are subject to fierce competition and their products and services 
may be subject to rapid obsolescence.   
 
The process of rebalancing may result in tax consequences. Changes in tax laws or regulations may occur at any time and could 
substantially impact your situation.  You should discuss any tax or legal matters with the appropriate professional.   
 
The S&P 500 is an unmanaged index of 500 widely held stocks.  It is not possible to invest directly in an index. 
  
Debt securities are subject to credit risk.  A downgrade in an issuer’s credit rating or other adverse news about an issuer can 
reduce the market value or that issuer’s securities.  The yield curve is a graphic depiction of the relationship between the yield 
on bonds of the same credit quality but different maturities. When interest rates rise, the market value of these bonds will 
decline, and vice versa.   
 
Legislative and regulatory agendas are subject to change at the discretion of the leadership or as dictated by events.  
 
The Standard & Poor’s 500 (S&P 500) is an unmanaged index of 500 widely held stocks. This is an American stock market index 
based on the market capitalization of 500 large companies having a common listed on the NYSE or NASDAQ.  The S&P 500 index 
components and their weightings are determined by S&P Dow Jones Indices.  It is considered a bellwether Index for large cap 
investing.  It is not possible to invest directly in an Index. Index returns to not include the impact of transactions costs, 
management fees or the impact of rebalancing and income taxes.  
 
The Bloomberg Barclays Global Aggregate Bond Index is a measure of investment grade, fixed-rate, taxable bond market of 
roughly 6,000 SEC Registered securities with intermediate maturities averaging approximately 10 years. The index includes 
bonds from Treasury, Government Related, Corporate, MBS, ABS and CMBS sectors. 


