
NASDAQ DORSEY WRIGHT

BUSINESS.NASDAQ.COM/DORSEY-WRIGHT 

MANAGER INSIGHTS
Fourth Quarter Review- December 31, 2019 

By John Lewis, Senior Portfolio Manager Nasdaq Dorsey Wright

Globally, most asset classes had a solid fourth quarter to 
close out a very impressive year across the board.  The 
S&P 500 Total Return Index finished the last three months 
of the year with a 9.1% gain, bringing the gain for the 
year to 31.5%.  The S&P was one of the best performing 
asset classes for the year, which continues a trend that 
has been in place for a while.  Foreign equities also had a 
solid year, but trailed domestic stocks.  Developed markets 
performed better than emerging markets for the year; the 
MSCI EAFE Total Return index was up 22.7%, while the 
MSCI Emerging Markets Total Return index gained 18.9%.  
The gap between the two was wider during a majority of 
the year, but emerging markets made up a lot of ground 
during the laggard rally near the end of the year.  Fixed 
income also had an impressive year with the Bloomberg 
Barclays US Aggregate Index up 8.7%.  Commodities 
underperformed other asset classes this year, as has been 
the case for the past several years.  While commodities did 
finish the year with strong absolute returns, it remained 
well behind equities on a relative performance basis.

The U.S. economy continues to confound investors.  As 
of year-end, the current expansion which began in June 
2009, is now the longest in history at 126 months.  This 
is also the first decade without a recession!  The fly in the 
ointment is that this expansion has been marked by very 
slow GDP growth.  It has been a slow-burn expansion as 
it has chugged along at a slow rate, but has kept going 
longer than many would have expected.

One of the biggest stories of the year from an investment 
standpoint was the downward move in interest rates.  
Investors have been waiting for interest rates to rise for 
quite some time, and there were few (if any) forecasts 
that didn’t project higher rates by the end of year.  Well, 
exactly the opposite happened.  Interest rates had large 
declines during the year, which had implications for a 
number of asset classes and equity sectors.  It turned out 
to be the best year for bonds since 2002!  In addition to 
declining rates, credit spreads tightened which provided 
additional tailwinds for investment grade corporate and 
high yield bonds.  Stock market sectors like real estate and 
utilities also did very well in the falling rate environment.  
As rates tick lower, investors typically begin looking for 
higher yields outside traditional bonds, and it seems some 
high yielding equity sectors have been the beneficiary of 
those cash flows.
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Despite all of the negative headlines, the stock market 
continues to power higher.  The largest drawdown in the 
S&P 500 was just under 7% last year.  That is well below 
the historical average of around 14%.  Listening to the 
news, one would assume the stock market is teetering on 
the edge, and ready to crack at any moment.  But, that 
certainly has not been the case!  The reality is there are a 
lot of good things going for the stock market.  There has 
been an uptick in the number of new highs versus new 
lows, which is very positive from a breadth standpoint.  
Many equity indexes are also near recent (or all-time) 
highs, which in and of itself is a bullish sign.  The stocks 
market acts as a discounting mechanism and major bear 
markets don’t generally begin directly from uptrends. 

Underneath the surface of the stock market, there was 
more volatility than the indexes showed.  This was 
particularly true with momentum stocks.  After the market 
bottomed in late in 2018, there was a large laggard rally 
to begin 2019, which is not uncommon after a large sell-
off. Momentum stocks trailed laggards coming off of the 
bottom, but regained their footing after the initial thrust. 
Over the summer, however, there was a much more 
significant momentum underperformance that continued 
through the end of the year.  There was a massive one-day 
laggard rally, which was the initial warning of impending 
trend changes.  That caused our strategies to make a 
number of changes to adapt to the new leadership, and 
we saw higher turnover than normal to close out the year.

As we look forward to the coming year, we believe 
there will be many opportunities for our strategies to 
capitalize on.  We think the environment will continue to 
be challenging.  That has been a theme for the past few 
years.  But, we believe markets will continue to do well 
for the first part of the year despite news headlines and 
media reports.  Our investment process is designed to cut 
through all of the noise and position to where strength 
exists in the market.  We are confident this disciplined, 
unemotional process will continue to guide us through 
all types of markets, and we are looking forward to a 
prosperous start to the next decade!


