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2019: Q4 Market Commentary

As we start a new decade, I would like to take this opportunity 
to provide you with a quick review of the financial markets 

over the past 12 months, and to offer some insight into some of the 
investment themes that may influence your investment portfolio over 
the coming year, and perhaps beyond.

The main narrative for most of 2019 was the ongoing concern over U.S./
China trade relations and how far the Trump administration was prepared 
to use trade tariffs to achieve its economic objectives. Markets rebounded 
sharply in the first quarter, as the U.S. Federal Reserve (the Fed) abandoned 
its plans of further rate hikes in 2019 once it became increasingly clear that 
the trade uncertainty was affecting the global economic outlook. As the year 
progressed, the U.S. Federal Reserve eventually reversed course and started 
to lower the Federal Funds rate and ended its policy of shrinking its balance 
sheet. Other central banks in the developed world (Canada aside) also 
followed suit in cutting rates, resulting in the largest number of interest rate 
cuts by central banks since the Great Financial Crisis of 2008/09.

These rate cuts, along with some limited fiscal spending initiatives, proved 
to be a big shot in the arm for global stock markets, with most markets 
posting double-digit gains and moving to record highs. Bonds also joined the 
party, as global interest rates cratered to multi-year, and even record, lows. 
It was a year that was almost the mirror opposite of 2018 (where it seemed 
like everything lost money), whereas in 2019 pretty much everything worked.

Given the backdrop of great uncertainty over trade, it was not a surprise 
that global economic activity slowed. Export-driven economies, such as 
Germany and South Korea, were hit hard when the sales of automobiles and 

integrated circuits contracted, while neighbouring countries also felt the 
adverse effects. China also saw its economic growth slow to levels not seen 
since the early 1990s.

The good news is that it would appear that the U.S. and China have 
achieved a potential short-term trade détente, arriving at a “phase one” 
trade deal in December. Both parties also seem intent on continuing to 
discuss a broader trade deal to address difficult issues, such as the growing 
trade deficit and the theft of and forced transfer of intellectual property to 
China. Meanwhile, some economic indicators on the manufacturing front 
also appear to have bottomed out, both in Europe and the U.S. for the time 
being, while the U.S. unemployment rate remains at a 50-year low.

Canada’s economy turned in a solid performance in 2019, with the job 
market creating over 320,000 new jobs and wage growth running at a 
healthy clip of over 3%. Despite trade headwinds, Canada’s economy 
remains resilient, especially given the growth of our population. Both the 
U.S. and Canada have embraced policies to counter the global trend of aging 
demographics and this past year, Canada witnessed the fastest growth in 
its population in 30 years, which provides a greater demand for housing and 
support to our labour markets. Meanwhile, the U.S. seems intent on tapping 
its domestic workforce by generating productivity gains.

The events noted above, and the robust relationship between central banks 
easing their respective monetary policy and the global economic cycle, could 
paint a reasonably constructive picture for 2020. 

Market Performance in 2019
As mentioned, this past year was a good year for investors, with the 
fourth quarter really providing an extra kick. The MSCI World Index, which 
measures equity results in 23 developed markets around the world, gained 
8.7% in U.S. dollar terms for the quarter, and finished the year with gains of 
28.4%. The S&P 500 Index, a broad measure of U.S. stocks, was up 9.1% for 
the quarter, and finished the year up 31.5% in U.S. dollar terms. Emerging 
markets also rallied as they rose 12.9%, making up some of their losses from 
the year prior.

Once again, when looking at the results outside of Canada, the value of the 
Canadian dollar was an important consideration in 2019. The loonie rallied 
back for most of the year, rising from around US$0.735 at the start of 2019 
to about US$0.77 on New Year’s Eve. The rally in our currency came about 
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as risk-taking behaviour picked up at year end, while Canada remained one 
of the few places in the developed world where the central bank did not cut 
interest rates. Both of these factors helped propel our currency higher, which 
drove U.S. dollar asset returns lower because of the exchange rate.

The S&P/TSX Composite Index also rallied to record highs in 2019, riding on 
the coattails of a world awash in liquidity. In particular, the Gold and Energy 
sectors were the big winners in December, as worries over an escalating 
conflict in the Middle East stoked gains in the prices for the underlying 
commodities. For the year, most sectors were higher, with the exception of 
Health Care and Materials. Marijuana stocks were the main culprit for loss 
in the Health Care space, with most of the companies experiencing heavy 
losses for the year as earnings expectations came up short.

Bond markets also experienced strong returns as interest rates fell across 
the globe. The U.S. Federal Reserve cut its overnight lending rate to 1.5-
1.75% (down from 2.25-2.50% at the start of the year) as Chairman Powell 
became more concerned about the outlook for U.S. inflation and the potential 
economic performance as the trade uncertainty dragged on.

The actual yield for the 10-year U.S. Treasury bond fell to as low as 1.45% in 
early September, down from 2.69% at the start of the year. With hopes for a 
trade truce by year end, yields rose back to 1.90%. Meanwhile, the Canada 
10-year government bond yield also declined over the course of the year, to 
yield 1.70% by year end. As a result, the FTSE TMX Universe Bond Index, 
which measures Canadian government and corporate bond results, returned 
6.87% in 2019.

For a further study of 2019 global market returns, please see the 
enclosed Quarterly Market Scorecard.

Central Bank Policy
As mentioned earlier, 2019 witnessed some amazing moves in terms of 
interest rates based on the economic fundamentals at play. Overnight 
interest rates were cut in many parts of the world to help overcome the 
associated economic slowdown from the trade war. Early in 2019, the U.S. 
Federal Reserve was forced to abandon its plan to normalize monetary 
policy, as it halted the continued shrinking of its balance sheet (quantitative 
tightening) and began to reduce the Federal Reserve rate, rather than 
continue with its planned increases. By August, we saw a record US$17 
trillion of the world’s sovereign debt offer a negative yield to maturity, as 
concerns over a possible global recession took hold.

In September, the U.S. Federal Reserve also started providing additional 
liquidity to the financial system for the repo market. This was undertaken as 
overnight funding markets saw interest rates go above the Fed’s targeted 
rate of 1.5-1.75% and showed a lack of liquidity in overnight funding.

This action has created some controversy within the world of economics, 
with some people claiming that the Fed is undertaking a “QE-lite” strategy of 
once again expanding its balance sheet to provide liquidity to the overnight 
market. Some critics have claimed that the strong late-season rally in 
U.S. markets has been somewhat correlated to this action. Initially, these 
operations were to be wound down by the end of January of this year, but it 

appears they will continue for the foreseeable future. It will be important to 
continue watching this dynamic as 2020 progresses.

Meanwhile, the Bank of Canada undertook a “stand pat” strategy, as 
Governor Poloz remained encouraged by our strong jobs numbers and the 
relatively decent economic performance south of the border. Canada’s 
overnight rate stood at 1.75% throughout the year, while our yield curve 
remained slightly inverted or flat. An inverted yield curve has been linked to 
a higher probability of recession.

It is widely expected that the interest rate environment should be more 
stable this year based on the encouraging economic numbers of late, as well 
as the upcoming U.S. election this November. Evidently, the market likes this 
current certainty on interest rates.

Market Outlook for 2020
After a tumultuous 2018, last year proved many bearish skeptics wrong as 
markets surprised to the upside. It appears the axiom of “Don’t Fight the 
Fed” was applicable this year, since central bank actions have once again 
overcome the weakened global growth profile. In 2020, investors will likely 
have to rely on actual earnings growth versus multiple expansions from 
lower interest rates to help drive equity returns following a relatively flat 
earnings environment in 2019.

As usual, there are a number of issues that may have an influence on the 
direction of markets. As mentioned in the past, this current U.S. economic 
expansion is now the longest on record, but also one of the weakest in the 
post-World War II era. Structural forces in the economy continue to weigh on 
economic performance, which include a debt overhang, poor demographics 
in the developed world and disruptive forces in technology that bring huge 
opportunities and risk. 

It has been 20 years since Y2K, and technology companies like Amazon, 
Google, Apple and Microsoft have come to dominate our daily lives. Only a 
few decades ago, smart phones were in their infancy (so was the Internet!) 
and social media did not even exist. The global population has also exploded 
in recent years, while the density of our cities continues to grow. Despite the 
continued naysayers that you may see on TV or read about in the newspaper, 
one must continue to marvel at the sheer ability of humans to innovate and 
create prosperity for themselves.

Investors have also been rewarded with a bounty of returns since 2009, with 
at least 65 “panic attacks” along the way, for a variety of reasons. These 
have included fears of a double-dip recession, a European sovereign debt 
crisis, a U.S. debt downgrade, Brexit, the 2016 U.S. election and the U.S./
China trade war, to name a few. Through it all, commerce has continued and 
winners and losers have been crowned, as they always have been.

Despite a slow growth world, we expect that equity markets will continue 
to be supported by central bank stimulus and some limited fiscal policy. 
In addition, the “phase one” trade deal between the U.S. and China will 
hopefully unleash some pent up spending on the part of big business, 
following their concern about the outlook in 2019. 

CONTINUED ON THE NEXT PAGE
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Overall, we are still optimistic on the outlook for equities, but at a more 
subdued level, since valuations of our favourite names have increased 
over the past few years from this bull market run. Investors also need to 
remember that markets can move up (or down) in the short run on sentiment, 
but in the long term they are anchored by actual corporate earnings growth 
and the amount that market players are prepared to pay for those earnings. 

In addition, macroeconomic factors ranging from trade, potential  
geo-political conflict, social unrest from various parts of the world and the 
upcoming U.S. presidential election will keep us alert to a change in trend. 

Ease Up on the Throttle
It is has been quite a ride since 2009, and few market pundits would have 
predicted the run that we have had. With most major stock indices at or near 
record highs, complacency has started to sink in to some degree. It is a good 
time to remain vigilant about potential downside scenarios and remember 
the importance of periodic portfolio rebalancing, because having a healthy 
blend of cash, bonds and stocks is crucial for preserving and growing capital. 
Investors should also continue to focus on the tried and true disciplines of 
having patience and diversification, while keeping an eye on long-term goals. 
Maintaining a balanced portfolio has also proven to result in better risk-
adjusted returns over time.

In an ever present and uncertain world, investors should also continue to 
focus on the things that they can control. From an investment standpoint, 
these things include one’s expectations of a reasonable return over time, the 
amount of risk one wishes to take to achieve returns and finally, one’s own 
behaviour during the economic cycle. The human behaviour component is the 
toughest part, as our human brain conspires against us when our collective 
greed and fear sometimes overwhelm rational thinking. Remember, by 
building a solid financial plan and reviewing trade-off scenarios, one can gain 
a sense of control in a highly uncertain world.

At Odlum Brown Limited, we design client portfolios tailored to each 
individual or family’s unique circumstances. 

I welcome discussions about your financial goals and personal risk tolerance 
while we navigate these financial waters. Should you have any questions 
about your investments, please do not hesitate to contact me. 
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