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Overall Macro Environment 
 

 

 

4Q19 Market Review 

 

Equity markets in the final quarter of the year, and indeed that of the decade, 

regained their mojo as it became clear that the tariffs that had been threatened to 

be imposed by Trump on Chinese imports on the 15th December would not be 

applied, or at worst be further deferred. By the close of the quarter, the MSCI World 

Equity Index had gained 8.76% and was broadly representative of major market 

performances with the UK being the notable underperformer at +1.8%. 

  

Following the November FED interest rate cut (and clear communication that the 

interest rate setting committee was ‘done’ until post the next US Presidential 

election), the markets rallied in relief of having some certainty (or better put, of 

having one element of uncertainty removed). This effectively cornered the US 

President in that, for a leader who measures the success of his tenure by stock 

market gains, he could not, for once, use the strength of the markets to ratchet up 

the pressure on China. Looking back over the course of the year, it can be 

postulated that every time the markets looked strong, Trump pushed the Chinese 

hard, emboldened by the reassurance that the American Central Bank was in 

monetary easing mode where further interest rate cuts would continue to support 

his domestic economy and trade agenda. Of course, every time the markets had 

looked weak, he backed off and Tweeted soothing words of conciliation. Without 

the assurance that the FED ‘had his back’, he could no longer afford to go on the 

offensive and demand further concessions from China, or reading between the 

lines, with the US election less than a year away, he could not afford to risk a 

significant sell-off in the markets if he wanted to get re-elected. The ‘Phase One’ 

deal announced around the weekend of the 15th December (which still remains to  

 

“Far more money has been lost by investors preparing for corrections, 

or trying to anticipate corrections, than has been lost in corrections 

themselves.”  Peter Lynch 
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be signed) together with the concurrent abandonment of the tariffs set to go into 

effect that weekend was almost a non-event as it was so clearly expected. 

  

What was less of a non-event was the deal struck in October by Boris Johnson and 

the European Union on Brexit. This surprise announcement caught the markets off-

guard and resulted in massive gains for Sterling, offsetting the losses that the Pound 

had suffered over the course of the year. The landslide victory for the Conservatives 

in the General Election on the 12th December (and Labour’s worst result since 1935) 

served to cement expectations that the UK will now leave the EU in an orderly 

manner, whatever that may turn out to be. In following the political debate in the 

run up to the election, we had formed the opinion that the Conservatives would win 

and with a stronger mandate, meaning that removal of uncertainties surrounding 

Brexit would lead to a resurgence in investments in the UK, being those that had 

been deferred over the course of the last 3+ years, ever since the referendum back 

in 2016. We expect the main beneficiaries of these investments to be UK 

domestically focused businesses and, of course, Sterling. As a result, we had already 

started moving investments into UK small and mid-cap centric funds and continue 

to do so. Although we may have missed some of the initial gains, there is a long way 

to go for what is arguably one of the cheapest developed market economies in the 

World. 

  

Over the course of 2019, and as rhetoric between the US and China heated up, 

investors sought shelter in the fixed income markets (better to have a certain but 

quantifiable loss from negatively yielding bonds, than to risk unknown amounts in 

equities – especially as memories of 4Q18 were still fresh in investors' minds). This, 

together with central bank interest rate cuts around the World caused bond prices 

to rise (= yields to fall). The apex of the bond price rally was in 3Q19 and since then 

as the rhetoric has mellowed, they have retreated somewhat, but certainly not to 

the levels prevailing at the beginning of the year (remember the interest rate cuts). 

  

On the currency front, clearly Sterling was the big winner over the quarter, rising 

almost 8% against the USD and 4.7% vs the EUR. The recent weakening of the USD 

across a basket of currencies lends support to emerging market economies as they 

benefit from reduced funding pressure.  
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Crude oil had shrugged off the attacks on the Saudi oil installations in Q3 and fell to 

levels considerably below where it had traded before the attacks due to concerns 

over what US-Sino saber-rattling would bring. Recent expectations that the Phase 

One deal on US trade will lead to increasing economic growth (or at least reduced 

friction) led to oil gaining more than 10% in December and almost 13% over the 

quarter while fallout from the US assassination of the top Iranian General, Qassem 

Soleimani, at the beginning of January will determine further near-term price 

action. The ramifications of this political act should not be taken lightly, as Soleimani 

was effectively number 2 in the Iranian political hierarchy and more than that, the 

architect of Iranian military capability. His assassination is the equivalent of taking 

out the head of the CIA, the US military Joint Chief of Staff AND the US Secretary of 

Defence in one fell swoop. Iran will surely retaliate. 

  

Gold has spent the quarter consolidating the gains made in the middle of the year 

but still managed to rise 3%. Following the assassination mentioned above, it spiked 

to a new 52-week and 6-year high in what might be a continuation of the long-term 

bullish breakout. 

  

  

Overall Macro View  

 

In previous editions, we have discussed economic and geopolitical factors that could 

affect the markets and ultimately our investments. 

  

We move away from that for a moment and try to look at a random dataset. Within 

any given dataset, the data has a tendency to revert to a mean. For it to need to 

revert, it must have diverted from the mean in the first place. On charting the 

evolution of the dataset, it is found that these deviations can and do extend for long 

periods of time before the mean reversion takes place, that is to say that the trend 

reverses. The magnitude and duration of the reversion, including any overshoot of 

the mean in the opposite direction are matters for another discussion, but the  

 

 



 

 

 

 
4 

 

 

important point to take away is that you can’t deviate from the mean forever and 

the fundamental fact that ALL trends reverse. 

  

Granted that the mean itself can change if the deviation is large enough and is 

sustained for long enough, but then you get into the debate of over which time 

frame that dataset is being analysed and we do not want to go into that endless 

circular reference. 

  

If we apply the analysis to the stock markets and add in the bias of the rate of 

growth in World GDP, we find an upward sloping line with data scattered either side 

of that mean. Looking at recent history as measured by the S&P500 Index, it has 

delivered an almost 5-fold return from the bottom recorded in 2009. Compare that 

against the relatively tepid growth in World GDP over that time, despite the Central 

Bank largesse of low/negative interest rates and QE and one could say that the 

equity markets have risen above what could be expected based on economic 

fundamentals and are due a reversal. 

  

That is fair enough but is only helpful if you can predict the timing of that reversal. 

  

The normal pattern of trends one sees in the equity markets is that of long periods 

of rising prices followed by, often sharp, corrections similar to that experienced in 

4Q18. These reversals are often a reflection of the anticipation of economic 

slowdown and as the uncertainty begins to resolve itself, the markets respond 

accordingly. The market’s fall down the elevator shaft at the end of 2018 was the 

response to the expectation that the FED would continue to tighten monetary 

policy and precipitate an economic recession in the United States. Since then, the 

FED has reversed policy, implemented rate cuts and reinstated QE in a different 

guise. The markets responded accordingly and reached all-time highs at the end of 

2019.     

  

Looking at the stunning 29% return delivered by the S&P500 Index in 2019 (and the 

40% return from the intra-day bottom in the futures on the 24th December 2018), 

one has to be sceptical of similar returns being possible in 2020. All the more so, 

when one drills down into the numbers to find that 2% was due to dividends, 3%  
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due to earnings growth and the remainder due to price-to-earnings expansion 

(higher P/E ratios).  

 

This is not to say that it cannot be repeated. In our 3Q19 missive, we referred to 

trends that can go on for longer than appears to be reasonable or justifiable. There 

are many metrics that argue the case that the markets are expensive or that the 

trend has gone on for too long and even the longest economic expansion on record 

MUST end sometime. However, we have been hearing these arguments for several 

years and although we concede that the longer a trend persists, the more likely one 

could expect that it reverts, there is no way to say when that will take place. There 

is only a probability, and anything with a probability of less than 1 is not 

guaranteed. 

 

Rather, we look at the threats to the continuation of this trend. On one hand, we 

can expect to see continuation of US-China trade war where any recalcitrance from 

either side in meeting the terms of the December Phase One deal will be swiftly met 

by renewed threats and tariffs. On the other hand, there is the risk that Trump may 

not be re-elected. 

 

If the Democrats get their man or woman into the White House, there is a very real 

risk that many of the Trump initiatives, primarily his tax cuts, will be reversed and 

possibly even higher ones imposed. THAT would be a major blow to Corporate 

America as the pressure on profit margins, slim as they already are, would make 

current equity valuations untenable. This is assuming that what the Democrats 

taketh with one hand, they do not giveth back with the other in the form of fiscal 

stimulus aimed at the very segment of society that has the greatest marginal 

propensity to spend, i.e. middle- and lower-income families. There may well be a 

timing lag between the taking and the giving, but it could provide a powerful dose 

of stimulus for any economy that lives and dies by the consumer. Much will depend 

upon whether two years later, there persists a unified government (Democratic 

Congress & Democratic Senate or conversely Republican/Republican houses) or 

not.  
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Many-a-time, investors have been tempted, or have indeed tried, to time the 

market but without a certain knowledge of future events, it is often a fool’s errand. 

To quip various quotes: 

 

  

“Far more money has been lost by investors preparing for corrections, or trying to 

anticipate corrections, than has been lost in corrections themselves.” 

Peter Lynch 

  

 

 

"The Market Can Remain Irrational Longer Than You Can Remain Solvent" 

John Maynard Keynes 

 

  

"I can calculate the movement of stars, but not the madness of men" 
Sir Isaac Newton, astronomer, physicist and the author of the 3 Laws of Motion referring to his 

experience of having lost the equivalent of USD 3 million in today’s money in the South Sea 

Bubble in the early 1700’s. 

 

  

Supporting the extension of the trend are factors such as the victory for Boris 

Johnson in the UK election, which we presume will now culminate in an orderly 

Brexit and the removal of THAT particular uncertainty. The expected influx of 

investment should be supportive for the UK economy and Brexit may even help the 

rest of Europe as the politicians and corporate leaders can get back to focusing on 

their domestic agendas. China has battled the effects of the trade war through 

various measures ranging from reducing Reserve Requirement Ratios to stimulate 

lending, to spending on infrastructure projects. Many Central Banks have cut 

interest rates, the effects of which should soon start to be felt in their economies 

with the global slowdown in manufacturing activity abating and signs appearing that 

it may be bottoming.  
 

What will happen in the trade war is anyone’s guess, but we reiterate our view that 

the recent agreements are only an exercise in buying time. Neither side has any 

interest in a real deal until post the US Presidential election. The stakes are high  
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with the Chinese side hoping that they will have someone easier to deal with and 

Trump hoping for a second mandate so that he can really turn the screws 

irrespective of the economic effect as any fallout will be somebody else’s mess to 

sort out. 

  

What the future will bring, we do not know. 2019 delivered stark relief from the 

horrors of 2018. What 2020 will deliver be greatly influenced by developments in 

the US Presidential campaign and those in the trade war. Depending on which 

market prognosticator you happen to come across, forecasts are being made of up 

to 30% up in the S&P500 to 30% down. Perhaps we will see both, but it is unlikely 

that they will occur in the same year. As long-term investors, we believe that we will 

see the 30% increase in the next few years, how we get there is the only issue, and 

if you don’t care how we get there, then it’s not an issue. 
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Data Table 

December 2019  

Stock Markets Month Q4 19 YTD 
GDP 
YoY 

Interest 
Rates 

Inflation 
Rate 

United States 2.86% 8.53% 28.88% 2.10% 1.75% 2.10% 

Europe 1.12% 4.92% 24.78% 1.20% 0.00% 1.00% 

Germany 0.05% 6.56% 21.53% 0.50% 0.00% 1.10% 

France 1.23% 5.29% 26.37% 1.40% 0.00% 1.00% 

Italy 1.06% 6.33% 28.28% 0.30% 0.00% 0.20% 

Spain 2.11% 3.85% 11.82% 1.90% 0.00% 0.80% 

Greece 1.67% 5.56% 49.47% 2.30% 0.00% 0.20% 

Switzerland 1.18% 5.34% 25.95% 1.10% -0.75% -0.10% 

United Kingdom 2.67% 1.81% 12.10% 1.10% 0.75% 1.50% 

Brazil 6.85% 10.41% 31.58% 1.20% 4.50% 3.27% 

Russia 3.76% 10.87% 29.14% 1.70% 6.25% 3.00% 

India 1.13% 6.69% 14.38% 4.50% 5.15% 5.54% 

China 7.00% 7.39% 36.07% 6.00% 4.15% 4.50% 

Japan 1.56% 8.74% 18.20% 1.70% -0.10% 0.50% 

MSCI World Equity Index 
 

3.39% 8.76% 24.05% - - - 

 

Bond Indices Monthly Q4 19 YTD 

Barclays Capital U.S. Aggregate Bond 
Index 

-0.49% -0.66% 5.68% 

Barclays Global Aggregate ex-USD 
Float-Adjusted Index (Hedged) 

-2.72% -3.82% 4.29% 

J.P. Morgan Government Bond Index 
Emerging Markets Global Core Index 
(Local Currency) 

3.22% 3.06% 3.06% 

Barclays Global Aggregate ex USD 
10% Issuer Capped (Hedged) Index  

-0.65% -1.79% 4.94% 

https://etfdb.com/index/barclays-global-aggregate-ex-usd-10-issuer-capped-hedged-index/
https://etfdb.com/index/barclays-global-aggregate-ex-usd-10-issuer-capped-hedged-index/
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Currencies Monthly Q4 19 YTD Price 

EUR/USD 1.77% 2.87% -2.25% 1.12 

GBP/USD 2.53% 7.90% 3.93% 1.32 

EUR/GBP -0.80% -4.72% -6.01% 0.84 

USD/CHF -3.21% -2.98% -1.39% 0.96 

EUR/CHF -1.50% -0.19% -3.61% 1.08 

USD/JPY -0.82% 0.51% -0.88% 108.62 

 

Commodities Monthly Q4 19 YTD Price 

Gold 3.47% 2.96% 17.83% 1517.30 

Oil (WTI Crude, NYMEX) 10.68% 12.93% 34.46% 61.06 
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