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Another Roaring 20’s Ahead? 
 

Welcome to a new decade. The last ten years were amazing in many ways and certain things still look pretty 
impressive right now. The question on everyone’s mind is when will the party end and how will we know it’s time 
to leave before it’s too late?  Last century’s “Roaring 20’s” started off exceptionally well as the Dow Jones 
Industrial Average Index grew over 220%, or approximately 13% each year on an annualized basis. Then, the 
music stopped playing and the 1929 crash devastated the country for years to come. After an elongated bull 
market run, the DJIA Index lost more than -87% between September of 1929 and June of 1932. Assuming you 
bought and held the DJIA Index starting in 1920, you would have experienced those initial tremendous gains, 
but eventually you would have lost -60% of your original investment by June of 1932, or approximately -7% each 
year on an annualized basis. 
 
Don’t worry, I am not suggesting our Roaring 20’s are going to end as tragically as they did back then. And I 
certainly hope that we too will experience continued economic growth and widespread prosperity for as long as 
possible in this coming decade. Even though we have already had a substantially long bull market run, there are 
some fresh indications that suggest financial markets still have more upside potential. Last year, a recession 
appeared relatively imminent, but now it might be avoided for some time to come. On the other side, there still 
are some areas of concern that we are watching very closely. 
 
Whenever the party does come to an end, it is extremely unlikely that we will experience an -87% loss in wealth 
like that which occurred last century. However, it is still wise to recall the more recent S&P 500 Index’s -49% 
loss that shocked investors between 2000 and 2002. Similarly, we need to remember that investors who bought 
passive index funds in late 2007 because they wanted to enjoy the final hours of the last bull market party 
suffered -56% losses over the next two years. Further, a $100 investment made in late 2007 caused a loss of 
wealth until six years later in 2013 when it was finally worth $100 again.   
 
Looking ahead over the next six to twelve months, WBI Investments is currently focused on monitoring signs 
that the market is still healthy so we can help our investors continue to grow their wealth. However, we also 
remain focused on any signs the party might be coming to an end. Six years is a long time to wait to simply erase 
the damage of significant losses and break even, so, our goal is to capture as much upside as possible while 
working to avoid any catastrophic losses that may be on the horizon. 
 

Markets in Review 
 

Although the third quarter of 2019 was filled with volatility and concern, most market indices produced solid 
returns in the fourth quarter to round out the year. Looking only at the S&P 500 Index for a moment, the third 
quarter’s 1.19% return was followed by an 8.53% return in the fourth quarter. New market highs were achieved, 
and investors celebrated a 29% return for the year while easily forgetting the -20% decline in Q4 of 2018. 
 
Similar results were achieved in large capitalization companies, represented by the Russell 1000, as well as 
small and mid-sized capitalization companies represented by the Russell 2000.  Volatility seemed to disappear 
as the markets pushed higher. The S&P 500 didn’t have more than a 1% up or down daily move since mid-
October. As a result of lower volatility and bullish equity markets, U.S. fixed income assets didn’t perform quite 
as well in Q4 as they did in Q3 with the Bloomberg Barclays U.S. Aggregate index returning just 0.18% in Q4 
vs. its 2.27% return in Q3. 
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  Source: Bloomberg 
 

Trade Deal 
 

As we look forward, it is wise for us to first recall the way that 2018 ended. The Federal Reserve was raising 
rates, there was a government shutdown, and increasing tariffs on both Chinese and U.S. products were 
creating a great deal of uncertainty and investor pessimism. Once again, this resulted in significant volatility and 
close to a bear market as the S&P 500 sank almost 20% in the fourth quarter. In contrast, 2019 came to a close 
with a great deal of investor optimism demonstrated by a slow and steady grind upwards that was certainly due 
in large part to discussions surrounding an initial U.S. – China trade deal. The trade war is far from over and 
remains one of the core geo-political risks on the horizon. However, the “Phase One” trade deal that was officially 
signed on January 15 has helped quell investor fears for the moment. 
 
For now, markets are calmed by the belief that a “Phase Two” deal is already in the works. Hopefully that is the 
case and we will continue to see progress which results in the removal of tariffs on both sides, increased 
intellectual property protections, and net growth in U.S. exports. However, any breakdown in talks that causes 
a re-escalation in U.S. – China trade tensions would materially impact the markets.  We are cautiously optimistic 
but remain aware that there are still significant differences between what each side perceives as a successful 
resolution. 
 
The current “cease-fire” should help the markets for now, but a dramatic turn of events is always possible.  
Furthermore, we recognize that politicians are utilizing social media even more frequently to announce or at least 
threaten the next battle move and these posts have the tendency to move markets violently and without any 
warning. That said, given we are in an election year now, there is a greater likelihood that political interest is 
focused more on keeping markets marching higher than throwing more Twitter “grenades”. 
  
Reversal of Federal Reserve Policy and Likelihood of Recession 
 

After raising rates nine times between 2015 through the end of 2018, the markets rejoiced when the Federal 
Reserve acknowledged last year that they might have gone too far. Chairman Powell noted that crosscurrents 
had emerged in the economic growth outlook and reaffirmed that the Fed was monitoring the implications of 
these developments and would act as appropriate to sustain the economic expansion. 
 
The Fed proceeded to lower its primary target interest rate three times throughout 2019. However, during the 
last meeting, it seemed clear that no further loosening of monetary policy would occur in the foreseeable future 
unless something new showed signs of further deterioration. 
 
Although Fed speeches and monetary policy changes were another key factor leading to positive market returns 
last year, there is still a question as to whether interest rates were lowered enough, and in time, to avoid a 

Index Type Selected Index Q3 2019 Q4 2019 YTD 2019

US Overall Equity DJIA 1.19% 6.02% 22.34%

US Overall Equity S&P 500 1.19% 8.53% 28.88%

US Overall Equity NASDAQ Composite -0.09% 12.17% 35.23%

US Overall Equity Russell 3000 0.68% 8.58% 28.54%

US Large Cap Equity Russell 1000 0.93% 8.52% 28.89%

US SMID Equity Russell 2000 -2.76% 9.52% 23.72%

US Overall Value Equity Russell 3000 Value 0.55% 6.77% 22.99%

US Large Cap Value Equity Russell 1000 Value 0.67% 6.69% 23.23%

US SMID Value Equity Russell 2000 Value -1.12% 7.88% 19.74%

US Fixed Income Barclays US Aggregate TR 2.27% 0.18% 8.72%

Global Fixed Income Barclays Global Aggregate TR 0.71% 0.49% 6.84%
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recession. We might not know the answer to that question for a while yet, but it does appear that a recession is 
not as imminent as was thought during certain periods of last year. 
 
Historically, a yield curve inversion has been a good predictor for an economic recession. Such yield curve 
inversions have preceded almost every recession over the past eighty years, although the inversion itself does 
not mean the recession is imminent.  An inverted yield curve occurs when the yields on short-term fixed income 
securities are higher than the yields on long-term fixed income securities. This is not the normal situation because 
typically, investors will demand more return for a ten-year investment, for example, than the return they will 
demand for a three-month investment. However, when investors perceive that risk in the near term is relatively 
greater, they will demand more return for the short-term investment and prefer to invest in long-term investments 
even though they will earn less return. 
 

 
  Source: Bloomberg 

 

In the chart above, we have plotted the yield spread, or difference in returns, between the three-month U.S. 
Treasury Bill and the ten-year U.S. Treasury Note. Typically, the number is positive when 10-year yields are 
higher than 3-month yields.  As you will see, the spread became negative (or inverted) in 2000, again in 
2006/2007, and finally in 2019. The dark gray bars on the chart indicate the timing of the two recessions that 
followed in 2001 and 2008.  
 
We highlight that the yield curve is no longer inverted as it was for a large part of 2019. This has alleviated some 
of the market concern that a recession is imminent.  However, a common misconception is that it is the inversion 
itself that signals a recession is coming. Rather, it is typically the reversal of the yield curve inversion (which has 
now happened) that signals a recession is coming. However, the time between when the yield curve reverses 
its inversion and the beginning of a recession has historically been difficult to predict.   
 
Furthermore, there is an argument to be made that the Fed’s actions in 2019 may have pushed the likelihood of 
a recession further off into the distance somewhat. It is possible that they successfully engineered an extension 
of the current economic expansion that could still last many months if not years and that this most recent yield 
curve inversion might even be an outlier when compared to the past 80 years of historical precedence. It is also 
possible that we may even need to experience another yield curve inversion before the next recession occurs 
this time. However, recession is still on the minds of many as “fear of an economic decline topped the list of 
[U.S. Chief Executive Officers’] concerns going into 2020, according to a survey from the Conference Board, a 
business research group.”i That said, even if a recession does lie ahead, the good news for investors is that 
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typically during the period between a yield curve inversion and the actual economic downturn, equity markets 
still perform quite well. 
 

Corporate Earnings 
 

Similar to discussions about an economic recession, when reviewing corporate earnings and what we might see 
in 2020, we can find reasons to be both optimistic and pessimistic at the same time. 
 
In the chart below, we plot the year-over-year change in corporate earnings for the S&P 500 as reported by 
FactSet.ii  At the time of publication, actual earnings data for Q4 of 2019 is just starting to come in. The estimate 
for Q4 was -1.5% at the end of 2019.  If that materializes, it would mark the first time the S&P 500 Index reported 
four straight quarters of year-over-year earnings declines since 2015-2016. This would extend the earnings 
recession, typically defined as two straight quarters of declines, that began last year. Please note that an 
earnings recession is not the same thing as a full-blown economic recession which is defined by two successive 
quarters of decline in the gross domestic product or GDP (the last one of those is highlighted in dark gray below). 
 

 
  Source: FactSet.  Note: Data for Q4 2019 are a blend of estimates and results reported to date. 

   
Still, earnings recessions are certainly not indicators of stability and progressive economic growth, so, another 
negative quarter would be taken poorly by investors. However, markets also recognize that there is a common 
pattern of earnings estimates being overly conservative. Frequently, actual earnings will come in at least 1 to 
2% higher than what was originally estimated. One analyst recently noted that “in the prior 31 quarters, actual 
results outpaced initial forecasts by an average of 3.8%”.iii For that reason, although investors might be slightly 
concerned with current estimates and certain data coming in at this point, there are those out there predicting 
this quarter will actually mark the end of the 2019 earnings recession. Historical precedence suggests this could 
be the case. We can also look back to the 2015 – 2016 earnings recession and note that although things looked 
pretty gloomy back then, it was just a pause in the expansion that eventually reversed itself sending the market 
higher after a temporary period of volatility and fear. 
 
It is possible that lower interest rates and reduced concern about trade wars and other geo-political risks may 
lead to a rebound in corporate earnings and help the U.S. continue to enjoy its longest post-war expansion for 
some time to come.  However, there are still some cracks in the foundation.  Morgan Stanley found that earnings 
are contracting for a growing share of S&P 500 companies. Specifically, they determined that “more than a third 
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of the S&P 500 companies have posted a year-over-year decline in earnings in 2019 [and] the last time the 
share of companies posting contracting earnings was that high [was in] 2009, 2008 and 2002, all periods when 
the broader economy, plus the stock market, were in decline”.iv 
 

Manufacturing, Services and the Consumer 
 

Some signs of slowing domestic demand continued through the rest of 2019. The Institute for Supply 
Management (ISM) reported that its manufacturing index came in much weaker than expected, falling to 47.2 
in December which is the lowest reading in a decade.v  Note that any reading below 50 is considered a sign of 
contraction while any reading above 50 is considered a sign of expansion or business growth. This index is 
based on a survey of purchasing managers from more than 300 manufacturing firms and helps indicate the 
amount of demand and economic activity in U.S. factories. However, this reading, along with other signs of 
manufacturing weakness, is believed to be largely the result of the U.S. – China trade uncertainty. In other words, 
assuming terms of the Phase One deal are met over time and further positive negotiations take place, we could 
see a rebound in manufacturing activity as purchasing managers regain confidence. 
 
Even so, activity in the U.S. services sector is already telling a different story.  The ISM Non-Manufacturing index, 
which tracks the services sector, signaled a better-than-expected expansion as it climbed back up to 55 from 
its 2019 low of 52.6. This gave the markets continued confidence that the economic expansion is not over yet 
and should likely see a further boost assuming there is a continued alleviation of trade concerns. 
 
Another indicator of economic strength is coming from the consumer. According to the Conference Board’s 
latest Consumer Confidence Report, U.S. consumer confidence “neared a historic high at 122 points on a scale 
of 54 to 138 points” in the fourth quarter of 2019.vi The report continued to note that “a strong labor market with 
low unemployment and rising wages have kept Americans spending through 2019.” Although the report was 
positive, it did highlight that looking forward, slowing employment growth, slowing wage growth, and potential 
layoffs in the manufacturing sector could result in the consumer spending less in the coming year. 
 

Looking Ahead 
 

So, even though my wife is already shopping for her own “flapper dress”, the 2020’s probably won’t “roar” as 
much as the 1920’s did. At least not to the same degree where there were nine straight years of significant 
economic growth and widespread prosperity before the party came to a brutal end.  But that doesn’t mean we 
won’t see several more months or even years of expansion before another recession comes to bear. 
 
Our base case scenario suggests that new positive economic data, easier monetary policy and less geo-political 
uncertainty will likely help keep the markets grinding higher for at least the first half of the year. The persistent 
trade tensions, slowing global growth, damage from negative interest rates and fears of imminent recession that 
plagued much of 2019 seem to be alleviated for the moment.  U.S. consumers still have confidence, inflation is 
on target, the economy is still expanding, stocks continue to hit all-time highs, and unemployment is the lowest 
it’s been in 50 years. 
 
However, even if the market does continue to climb, downside risk potential is probably higher now than it was 
in 2019. There is a clear possibility that China fails to deliver on the terms of the Phase One trade deal.  
Alternatively, negotiations could break down with regards to any Phase Two deal and a re-escalation of tensions 
could easily occur. China might leverage perceived political weakness due to the impeachment trial or upcoming 
elections and decide to change the rules of engagement at any time.  Or, President Trump might be the source 
of new geo-political tensions with China or other countries as he looks to solidify his position ahead of the 
election. 
 
If we assume that history will continue to repeat itself, then the fact that the 2019 yield curve inversion has 
reversed suggests that a recession is definitely on the horizon although it could still be more than a year off.  And 
it is possible that the monetary policy adjustments by the Fed last year might have been enough to push it out 
even further. 
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Corporate earnings might rebound this quarter in contrast to original forecasts and the manufacturing sector 
might start to grow again assuming trade tensions do not resurface. But many believe that the market is currently 
“priced for perfection”. In other words, the market bulls are still enjoying the party, but any signs of weakness or 
new uncertainty might cause a violent reaction to the downside. 
 
Here at WBI, we focus on using a portfolio management approach that works to capture as much upside as 
possible but is simultaneously prepared to protect investor capital when the market begins to show signs of 
deterioration. Our quantitative models and disciplined investment processes have helped us manage risk to 
capital for institutions and private investors for over 30 years. We target competitive long-term returns with 
substantially less risk to capital as we work to avoid catastrophic losses, because few investors can afford to 
wait over six years to simply break even. 
 
We appreciate your continued faith in our approach and wish you all the best in the New Year. 
 
Steven Van Solkema, CFA 
 

i https://www.wsj.com/articles/recession-rises-on-list-of-ceo-fears-for-2020-11577962921?mod=hp_lead_pos3 
ii https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_010320A.pdf 
iii https://www.marketwatch.com/story/earnings-recession-set-to-end-with-a-fourth-quarter-comeback-2020-01-17 
iv https://www.wsj.com/articles/a-growing-share-of-s-p-500-companies-earnings-are-contracting-11575475559 
v https://www.cnbc.com/2020/01/03/ism-manufacturing-index-december-2019.html 
vi https://www.foxbusiness.com/markets/us-consumer-confidence-high-q4-2019 
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Past performance does not guarantee future results. 
 
The views presented are those of Steven Van Solkema and should not be construed as personalized investment advice or a solicitation 
to purchase or sell securities referenced in the Market Commentary. All economic and performance information is historical and not 
indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future 
performance of any specific investment, investment strategy, or product referred to directly or indirectly in this newsletter, will be 
profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Moreover, you should not 
assume that any discussion or information provided here serves as the receipt of, or as a substitute for, personalized investment advice 
from WBI Investments or from any other investment professional. To the extent that you have any questions regarding the applicability 
of any specific issue discussed to your individual situation, you are encouraged to consult with WBI Investments or the professional 
advisor of your choosing. All information, including that used to compile charts, is obtained from sources believed to be reliable, but 
WBI Investments does not guarantee its reliability. Sources for price and index information: Bloomberg (unless otherwise indicated). 
WBI Investments pays a subscription fee for the use of this and other investment and research tools. WBI Investments and Bloomberg 
are not affiliated companies. 
 
Our current disclosure statement as set forth on Form ADV Part 2 is available for your review upon request. 
 
WBI managed accounts may own assets and follow investment strategies which cause them to differ materially from the composition 
and performance of the indices or benchmarks shown on performance or other reports. Because the strategies used in the accounts 
or portfolios involve active management of a potentially wide range of assets, no widely recognized benchmark is likely to be 
representative of the performance of any managed account. Widely known indices and/or market indices are shown simply as a 
reference to familiar investment benchmarks, not because they are, or are likely to become, representative of past or expected managed 
account performance. Additional risk is associated with international investing, such as currency fluctuation, political and economic 
uncertainty. 
 
Annualized Rate of Return is the return on an investment over a period other than one year (such as one quarter or two years) multiplied 
or divided to give a comparable one-year return. 
 
The Dow Jones Industrial Average (DJIA or "The Dow") is a price-weighted average of 30 of the largest and most significant blue-chip 
U.S. companies. 
 
The S&P 500 Index is a float-market-cap-weighted average of 500 large-cap U.S. companies in all major sectors.  
 
The NASDAQ Composite Index (NASDAQ) is a market-value weighted index of all common stocks listed on NASDAQ. 
 
The Russell 3000 Index is a float-adjusted market-cap weighted index that includes 3,000 stocks and covers 98% of the U.S. equity 
investable universe. 
 
The Russell 1000 Index is a float-adjusted market-cap weighted index that includes the largest 1,000 stocks by market-cap of the 
Russell 3000 Index. 
 
The Russell 2000 Index is a float-adjusted market-cap weighted index that includes the smallest 2,000 stocks by market-cap of the 
Russell 3000 Index. 
 
The Russell 3000 Value Index uses the value characteristic book-to-price ratio to create a style index based upon the Russell 3000. 
 
The Russell 1000 Value Index uses the value characteristic book-to-price ratio to create a style index based upon the Russell 1000. 
 
The Russell 2000 Value Index uses the value characteristic book-to-price ratio to create a style index based upon the Russell 2000. 
 
The Barclays U.S. Aggregate TR Index is calculated based on the U.S. dollar denominated, investment grade fixed-rate taxable bond 
market including treasury, government-related, corporate, MBS, ABS and CMBS debt, and includes the performance effect of income 
earned by securities in the index. 
 
The Barclays Global Aggregate TR Index is calculated based on global investment grade debt from twenty-four local currency markets 
including treasury, government-related, corporate and securitized fixed-rate bonds from both developed and emerging market issuers 
and includes the performance effect of income earned by securities in the index. 


