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Macroeconomic Overview

Stocks capped off an excellent year with a strong fourth quarter, as concerns dissipated.  
Fears of recession, an inverted yield curve, and a trade war with China gave way to 
evidence of ongoing economic growth, declining unemployment and rising wages.  The 
Fed reinforced this shift in sentiment by reducing policy interest rates.  We think this 
sets the stage for a continued economic expansion in 2020 and a resumption in growth 
of corporate profits.  Issues still abound, of course, however, the outlook remains 
reasonably positive.  

ACM’s View of the 2019 
Economic growth in 2019 was weaker than in 2018, as the stimulus provided by the tax 
cuts faded.  Even so, growth merely reverted closer to the 2% trend of the prior several 
years from the temporary 3% pace following the tax cuts.  The tax cut accounted for 
roughly half the surge in corporate profits in 2018, while 2019 profits were essentially 
flat.  Yet the surge in profits in 2018 did very little for the stock market, which plunged 
in the fourth quarter, more than wiping out all the gains over the prior three quarters.  
In contrast, profits were flat in 2019, but stocks rose sharply.  Looking at the two years 
together provides a more coherent and logical story and demonstrates, yet again, 
that short term stock market behavior can deviate quite dramatically from underlying 
economic performance.

What determines such stock market movements?  In the short run, it is all about 
emotion and behavior.  In the fourth quarter of 2018, investors worried that the Fed 
was raising interest rates, even as they worried that GDP growth would slow down from 
the heated 3% pace.  Projections of an impending recession were commonplace and 
pundits cited every bit of evidence to support their dire predictions.  For example, it was 
impossible to escape the notion that recessions always follow inverted yield curves, yet 
few pointed out that inverted yield curves are not always followed by recessions.  Our 
concern at the time was that we could talk ourselves into a recession.

Perhaps not surprisingly, bad outcomes rarely occur when they are anticipated and 
people and firms have time to prepare themselves.  So households spent carefully, 
which drove the savings rate above 8% and gave them plenty of cash firepower to 
support consumer spending.  Likewise, business leaders expressed concern that a 
recession loomed, so they also spent carefully, capital investment was fairly flat, but 
firms were in position to keep hiring in response to rising sales.  This cautious behavior 
helped sustain the expansion.  All of those dire predictions that gave those pundits 
plenty of visibility in the media also prepared households and businesses to carry on.

Most of the greatest concerns that were widely shared did recede and that set the stage 
for a sharp rally in stocks.  After inverting, the yield curve resumed its positive slope.  
The trade battle between Trump and China played out very publicly, yet it became clear 
towards the end of the year that a modest deal was impending and investors could 
expect the challenging rhetoric to fade.  And perhaps most importantly of all, economic 
growth continued throughout.
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ACM’s View of the Outlook for Capital Markets
We expect economic growth to continue at a roughly 2% pace and we see no meaningful 
threat of recession on the horizon.  While we held that view last year despite all the 
handwringing over the prospects of recession, this year it appears that most analysts 
expect the expansion to continue. In truth, it is not possible to see very far ahead, but 
there are almost no significant problems visible in the economy that would presage a 
downturn.   Such benign conditions are unlikely to last.  But until problems arise, the 
expansion should continue.  With respect to markets, stocks are no longer distinctively 
cheap.  Even so, they aren’t really expensive either.  So we think a moderate advance in 
keeping with the expected rise in future corporate profits is a reasonable expectation.  
But, as always, there are some risks.

The economic expansion is clearly tightening up the labor market, with the 
unemployment rate now down to 3.5% and likely to decline further.  Firms report 
that they have great difficulty finding workers to hire and wage inflation now exceeds 
3%, even as price inflation approaches 2%.  Both could rise further, presenting an 
important risk to markets.  It has been a matter of considerable debate why the tight 
labor market hasn’t driven up wage and price inflation more.  Still, it is very logical and 
there is a strong theoretical underpinning to projections of larger increases in wage 
and price inflation in 2020.  Indeed, that’s our view.  And that’s what we also see as the 
greatest risk to the expansion and the market.  If inflation perks up, even though the 
Fed would like to see inflation above its 2% target for some period of time, it will be a 
headwind to securities prices.  But until that materializes, we continue to see a favorable 
environment for stocks.  As of the December Fed meeting, most Fed members believe no 
interest rate actions will be required in 2020, while four members believe one interest 
rate increase may be necessary. Data dependence makes sense, given the developing 
uncertainty regarding Iran, the global economic outlook, and the unknown direction of 
inflation and wage growth.

Politics, both domestic and global, remain a wild card.  The House has impeached 
the President and sooner or later this will be taken up by the Senate.  But like most 
observers, we expect the Senate to acquit and Democrats and Republicans to 
resume their political campaigns using the impeachment as one of their themes.  
Internationally, Trump isn’t likely to ratchet up trade conflicts in an election year, so we 
are unlikely to have to deal with this concern that so troubled investors in 2019.  The 
conflict with Iran is clearly bubbling up and it may become very significant at times.  
Nonetheless, this conflict is unlikely to disrupt the economic expansion, so while it 
will surely and deservedly garner major headlines from time to time, its effects on the 
markets are most likely to be ephemeral or narrowly focused.  Overall, right now, we 
remain comfortable with our positive, but hardly exuberant, views for the market and 
the economy in 2020.

INVESTMENT PHILOSOPHY + STRATEGY

Founded in 1998, ACM views the markets with a two tiered process, utilizing a top-down
view of the business cycle, coupled with a bottom-up, fundamental value based analysis.
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Small/Mid Cap 

Review
•	 Small	and	mid-cap	stocks	measured	by	the	Russell	2500	Index	gained	+8.54%	in	the	
final	quarter,	finishing	the	year	at	+27.77%.		

•	 For	2019,	the	ACM	Small/Mid	Cap	portfolio	returned	+30.30%	net	of	fees,	posting	
+5.73%	net	return	in	the	fourth	quarter.		

•	 In	the	final	quarter,	companies	with	weaker	balance	sheets,	lower	profitability,	and	
greater cyclicality (higher beta) exhibited the strongest performance.  Hence, ACM’s 
portfolio, which emphasizes high-quality balance sheets and better profitability, 
trailed in the final three months 2019, but still recorded a better-than-index result for 
the year.

•	 Fueled	by	a	surge	in	biotechnology	stocks,	Health	Care	led	sector	returns	in	the	
Russell	2500,	gaining	+18.18%	in	the	fourth	quarter.		Most	of	these	biotech	companies	
do not show positive earnings but the release of generally positive clinical trial data 
combined with some significant biotech acquisitions by Novartis, Astellas, Merck, and 
Amgen contributed to the positive, or in our opinion, wildly optimistic, sentiment for 
the biotech industry during the quarter.  

•	 Information	Technology	(+10.98%)	was	a	distant	second	place	sector	performer,	
followed	by	Energy	(+10.98%).		For	the	year,	Information	Technology	(+43.47%),	
Industrials	(+31.93%),	and	Health	Care	(+31.21%)	ranked	best.		More	defensive	sectors	
lagged	during	the	final	quarter	including	Consumer	Staples	(+6.04%),	Real	Estate	
(+2.89%),	and	Utilities	(-1.98%).		Consumer	Staples	(+12.05%)	and	Utilities	(+16.05%)	
also	lagged	for	the	calendar	year.		Only	Energy,	losing	-6.88%,	finished	the	year	in	
negative territory.

•	 The	Small/Mid	Cap	portfolio	leading	gainers	for	the	final	three	months	include	Cannae	
Holdings	(+35.38%),	Paycom	Software	(+26.38%),	and	Jones	Lang	LaSalle	(+25.52%).		
Investment firm Cannae Holdings delighted shareholders with its turnaround of 
holding Dun and Bradstreet as well as continued gains in its position in Ceridian HCM 
Holding, a human capital management company.  Paycom reported better-than-
expected earnings and increased guidance.  The payroll and human resource software 
company continues to impress in both revenue growth and margin improvement.  
Jones Lang LaSalle reported an earnings surprise, beating estimates by 31%.  The 
real estate brokerage company’s excellent results are a product of both strong organic 
growth as well as robust performance from recent acquisition HFF.  

•	 Lagging	performers	include	Spirit	Aerosystems	Holdings	(-11.25%)	and	Core	
Laboratories	(-8.60%).		Spirit	Aerosystems,	a	key	jet	fuselage	provider	to	Boeing,	
suffered with Boeing’s 737 Max delayed approval.  Core Labs, an oil and gas reservoir 
description and production services company, did not improve operational results 
as expected and showed somewhat alarming deteriorating free cash metrics.  
The position was sold in October before the anticipated dividend cut which was 
announced in December.  We also sold long-term holding Herman Miller during the 
quarter.  The position performed admirably, but we believe future gains will be more 
difficult for the office furniture company given the evolution to more collaborative 
work environments.  
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•	 We	added	to	several	positions	including	World	Fuel	Services,	Brandywine	Realty,	
Avalara, and Ollie’s Bargain Outlet Holdings.  We believe these companies offer a 
compelling value proposition given their long-term earnings power.  

•	 Near	year-end	we	purchased	a	new	position	in	Penumbra.		The	company	specializes	
in medical products for stroke treatment.  A new product lineup should drive robust 
growth and we note the company’s attractive profitability at a very early stage of 
development.  

Expectations
•	 We	expect	equity	market	leadership	to	shift	away	from	the	low-quality	rally	

experienced in the last quarter of 2019.  That is, companies with weaker balance 
sheets, lower profitability, and greater cyclicality (higher beta) will not lead 
performance in 2020.

•	 Likewise,	the	technology	sector	may	have	overly	discounted	an	earnings	recovery,	
suggesting equity market leadership will shift to other sectors.  However, we do expect 
companies best responding to an evolving business climate will again outperform in 
2020.  This includes companies across industries using newer technologies like the 
cloud, artificial intelligence, and advanced software to lower costs and create new 
revenue models.  

•	 Our	focus	on	these	dynamic	companies	with	solid	balance	sheets	and	generating	
positive free cash in their businesses should again reward investors in 2020.

Growth

Review
•	 The	Growth	composites	delivered	another	strong	quarter,	significantly	outperforming	

the S&P 500 for the year. Several forces contributed to the strong results. First, the 
year started at a low point, coming off the sharp decline in 4Q18. Fears of recession, 
which were largely behind that sell-off, abated through the year; earnings in 2019 
did not fall much at all, as had been expected back in 4Q18; and the outlook for 2020 
pointed to a return to solid earnings growth. During last quarter, companies across 
several sectors indicated a stronger outlook for customer spending and improving 
operational results.  Fourth quarter appreciation in Growth was led by Information 
Technology, Consumer Staples, and Consumer Discretionary. Communications 
Services and Health were the laggards, but still contributed to further appreciation in 
portfolios.

•	 The	largest	shift	during	the	quarter	came	from	the	apparent	resolution	(or	at	least	
partial resolution) of the trade war with China. That allowed several companies in 
multiple sectors to see strong recoveries. These included Borg Warner), an auto parts 
supplier, Polaris, a maker of all-terrain vehicles, Baidu, the Google of China, and Apple.  

•	 Technology	stocks	continued	to	recover	and	we	remain	enthusiastic	about	the	growth	
potential tied to 5G (next generation) cellular and ongoing growth in cloud and 
internet traffic. This helped make Lumentum, a standout performer during the quarter 
(up 48%) and for the full year (up 88%). Easing of tensions with China, and better 
recent results, made Baidu, another outstanding performer last quarter (up 23%), 
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helping to recoup some of its earlier declines. We continue to see China’s income 
growth and expanding internet usage as strong tailwinds for Baidu for the next several 
years.

•	 Consumer	spending	remains	strong	and	we	saw	that	strength	materialize	during	
the holiday season. Consumers continue to increasingly turn to electronic retail 
and as electronic retail grows, so does Zebra—but it is also benefiting from a new 
contract	with	the	USPS.	It	rose	nearly	25%	in	4Q	and	ended	the	year	up	60%.	Another	
standout during the quarter was Darling Ingredients, a Consumer Staples stock, which 
benefitted from the pork shortage in China (more cow consumption) and from success 
in	its	biodiesel	joint	venture.	That	stock	was	up	47%	in	4Q	and	46%	for	2019	overall.	

•	 Energy	holdings	remain	a	mixed	bag.	Cabot	Oil	&	Gas	(which	is	over	90%	gas)	was	the	
biggest headwind to the portfolio in 2019, although it did stabilize in 4Q as natural 
gas prices strengthened. Ball Corporation was the biggest decliner in 4Q (down 11%) 
as it faced higher input costs and gave back some gains after a surge in valuation; it 
nevertheless ended up over 40% for the year.

Expectations
•	 Going	forward,	we	expect	a	solid	macro	environment	to	be	conducive	to	further	

appreciation, albeit at a slower rate, for the Growth portfolios in 2020. We continue to 
see several structural tailwinds in place for our holdings, particularly among those in 
Information Technology, Consumer, and Health Care. We remain focused on selecting 
companies which offer growth at a reasonable price (GARP) and are maintaining a 
12-month	forward	P/E	(of	14.85),	below	that	of	the	S&P	500.

•	 Completion	of	“phase	one”	of	the	trade	war	should	provide	significant	relief	to	
technology companies.  The administration had planned to put tariffs on cellphones, 
laptops	and	other	popular	products	made	in	China	and	shipped	to	the	United	States,	
but this deal removes those plans entirely.

 Core Dividend Review

Review
•	 Our	Private	Core	Dividend	portfolio	returned	9.21%,	net	of	fees	vs.	the	benchmark’s	
7.71%	return.		And	for	the	full	year	our	portfolio	returned	31.64%%,	net	of	fees	vs.	the	
benchmark’s	27.96%.		

•	 Our	top	performing	sectors	for	the	quarter	were	Information	Technology	and	
Consumer Discretionary.  Skyworks (in the semiconductor group) was our top 
performing name in the quarter as its wireless semiconductors are in high demand 
globally as smartphone builds accelerated and as investments in 5G communication 
infrastructure commenced.  And Royal Caribbean Cruises (in consumer discretionary) 
was up 24% for the quarter due to its better-than-expected guidance for 2020.  

•	 Our	weakest	name	for	the	quarter	was,	interestingly,	Northrop	Grumman.		While	it	
was down -7.9% for the quarter, it was up 42.7% for the full year.  The fourth-quarter 
weakness was largely a pause after such a strong performance year-to-date.  We still 
like the outlook for the company given rising global spending on defense.  

•	 At	quarter-end	our	equity	portfolio’s	P/E	ratio	stood	at	17.8x	vs	the	benchmark’s	21.5x.		
And our dividend yield was at 2.04% vs. the benchmark’s 1.80%.  .  



2019 REVIEW AND 2020 OUTLOOK | Q4      P8

U.S. Dividend

Review
•	 Easing	trade	tensions	and	monetary	policy	stimulus	provided	the	ingredients	for	a	
positive	equity	move	in	the	final	quarter	2019.		The	S&P	500	advanced	+9.08%	in	the	
final	quarter	2019,	pushing	the	full	year	return	to	+31.49%.		The	ACM	U.S.	Dividend	
portfolio	posted	fourth	quarter	and	full	year	returns	of	+5.57%	and	+26.99%,	net	of	
fees, respectively.

•	 The	final	quarter	belonged	to	high	beta	stocks,	or	stocks	of	companies	with	greater	
cyclicality, higher leverage, and usually weaker profitability.  While high beta names 
advanced	+13.01%	measured	by	the	S&P	500	High	Beta	Index	for	the	three	months	
ending December, lower beta and low volatility suffered comparatively.  These 
stocks, which on average reflect higher quality balance sheets and less sensitivity to 
the business cycle, participated much less in the advance.  Indeed, the S&P 500 low 
volatility	index	inched	higher	by	just	+0.77%	for	the	quarter.		

•	 Leading	performers	in	the	U.S.	Dividend	portfolio	for	the	three	months	include	
Amgen	(+25.40%),	Rockwell	Automation	(+23.68%),	and	JP	Morgan	Chase	(+19.40%).		
Biotechnology medicine company Amgen moved to a record high as its cost-cutting 
efforts and new drug success appears to be offsetting competitive threats from 
biosimilars.  Investors also cheered recent acquisitions of a psoriasis drug as well as its 
investment in a Chinese biotechnology firm BeiGene.  Rockwell Automation reported 
surprisingly strong organic growth in its last earnings report reflecting the company’s 
competitive edge with its integrated hardware and software automation solutions 
compared to competitors who mainly sell piecemeal or partial solutions. JP Morgan’s 
impressive revenue growth for a bank its size combined with cost discipline allows it 
to set the high bar in return on equity compared to global peers. 

•	 Lagging	stocks	include	Public	Storage	(-12.32%),	McDonald’s	Corp	(-7.37%),	and	Home	
Depot (-5.28%).  Public Storage disappointed investors due to higher than expected 
costs.  The competitive environment appears to be intensifying, especially in markets 
outside California.  This suggests growth and profitability may come under continued 
pressure.  McDonald’s earnings fell short of expectations in the latest earnings report 
but we think its competitive position remains intact and look for sales and earnings 
improvement as the company increasingly uses technology to streamline costs and 
adjust to consumer tastes.  Likewise, the market viewed Home Depot’s guidance 
disappointing in its latest earnings report, but the company is positioned as the 
premier home improvement retailer through scale and brand recognition.  Ergo, HD 
is just starting to effectively use technology to enhance supply chain efficiencies and 
more quickly respond to merchandise preferences.

•	 At	the	end	of	the	quarter	we	introduced	a	new	position	–	Fidelity	National	Information	
Services.  The company provides payment processing, bank core processing and 
other software services to financial institutions and merchants on a global scale.  The 
company is well positioned to help banks achieve lesser labor intensity.  Providing 
crucial systems to mainly mid-sized banks, FIS enjoys very high client retention 
providing sustainable and propitious cash flow.
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Expectations
•	 As	indicated	above	the	ongoing	U.S.	economic	expansion	will	continue.		Market	

volatility may increase with Presidential election.

•	 Trade	friction	with	China	will	not	abate	completely	and	there	can	be	disappointment	
in terms of tariff removal as we move from the phase one agreement, but this issue 
should be less of a 2020 concern with new and higher tariffs off the table. 

•	 Although	we	don’t	expect	the	Technology	Sector	to	again	lead	in	2020,	our	new	
position in Fidelity National Information Systems illustrates the importance we place 
in identifying companies best able to adjust to the future changing business climate.  
In banking and finance it’s the movement away from labor intensity, in retail it’s the 
adjustment to ecommerce, and in manufacturing it’s the need to introduce smart 
automation into the process.  These examples highlight our focus on companies with 
dynamic management and strong financials to execute their business models.

Income with Growth

Review
•	 Income	with	Growth	produced	a	solid	year,	combining	income	production	with	capital	
appreciation,	finishing	up	23.67%	net	of	fees.		As	of	year-end,	the	Private	account	
strategy	is	still	yielding	north	of	6%	for	new	investors	while	the	Model	account	strategy	
is just below.    

•	 Business	development	companies	(BDCs)	sold	off	early	in	the	fourth	quarter,	but	
rallied back, finishing roughly unchanged on balance for the three-month period.  In 
general, BDC performance was outstanding for the year.  

•	 Master	Limited	Partnerships	(MLPs)	and	energy	overall	had	a	flattish	quarter	after	
a very tough year.  We took advantage of a large decline in Occidental Petroleum to 
buy in and benefitted from the subsequent rebound.  Still, sentiment remains quite 
negative towards the energy space.  Some companies have restructured to eliminate 
their partnerships, IDRs, or consolidated their partnership structures and those 
companies have outperformed others that retain those out of favor edifices.  Capital 
investment programs have peaked and further reductions are expected in 2020 and 
2021, so free cash flow is widely expected to rise sharply this year and next.

•	 Our	equity	REIT	holdings	had	a	mixed	quarter,	but	a	very	strong	year.		Our	mortgage	
REIT holdings had an excellent fourth quarter to cap off an excellent year.  There has 
been a notable tendency for all REITs to trade in sympathy with the bond market, 
especially in the short run, although REITs vastly outperformed bonds both for the 
quarter and for the year.

•	 In	December,	we	engaged	in	a	number	of	tax	loss	harvesting	trades.		The	market	had	
such a strong year that the pickings were slim and almost anything with a loss was a 
candidate for a tax harvesting loss.

Expectations
•	 Discomfort	around	a	conflict	in	the	Middle	East	should	have	an	impact	on	oil	pricing.		

This should provide considerable support and limit downside in the MLP and energy 
arenas.

•	 As	we	saw	with	SEM	Group	being	acquired	by	Energy	Transfer	last	year,	smaller	energy	
companies are likely to remain acquisition targets, as cheap valuations make any 
deals highly accretive. 
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•	 We	continue	to	wait	for	a	change	in	the	accounting	rules	that	will	enable	mutual	funds	
to exclude the BDC management fees from the management fees reported for the 
mutual funds that hold them.  When that happens, which is expected to occur (no 
timeline), BDCs may be included again in benchmarks like the S&P 500 and ETFs will 
invest in the sector, which should cause the sector to rally.

•	 We	continually	evaluate	opportunities	to	invest	in	attractive	risk	/	reward	preferred	
securities. The inefficiencies of the preferred market continue to be rampant, with 
some investors buying preferreds at lower yields than Treasury bonds with similar 
maturity terms.  This is a massive inefficiency in the preferred market, as many 
unsophisticated investors ignore yield-to-worst and think they are obtaining a high 
current yield.  But they are ignoring that the company can redeem these securities at a 
much lower price than the current price. 

•	 Active	management	is	continuing	to	create	value:	Overall,	we	have	taken	advantage	of	
opportunities to sell securities that have rallied significantly and correspondingly offer 
less compelling appreciation and income potential.  We hope to continue to find such 
opportunities, as such trades allow us to both capture gains and to also reinvest the 
proceeds into more compelling opportunities. 

•	 The	selective	high	yield	of	Income	with	Growth	should	act	as	a	buffer	in	a	market	
decline.

Balanced

Review
•	 The	Balanced	Composite	delivered	another	strong	quarter	and	another	strong	year,	

up 4.72% to finish 2019 up 21.02%, net of fees.  Several forces contributed to the solid 
results including companies across several sectors indicated continuing strength in 
consumer demand and improving operational results.  Fourth quarter appreciation 
in Balanced was led by average appreciation over 12% in each of Information 
Technology, Health Care, and Financials

•	 Trade	tensions	faded	during	the	quarter	as	a	“phase	1”	deal	appeared	on	the	table	
between	the	U.S.	and	China.	This	boosted	several	stocks	in	4Q,	including	technology	
companies such as Apple, Analog Devices, and Broadcom.  In addition, improvements 
in the outlooks for spending on new capital equipment by data centers, in 5G 
communications infrastructure, and on the new generation of smartphones allowed 
Apple, Lam Research, and Taiwan Semi to each rise by at least 25% during the quarter. 

•	 The	major	weak	spot	in	Info	Tech	came	from	Nokia,	which	suspended	its	dividend	as	
it suffered from poor execution by a key supplier (Intel) and needed to preserve cash 
to offset the impact on its customers. We believe the stock was overly punished since 
income funds were forced to sell. Fortunately, we have more flexibility and, while 
we removed Nokia from the higher yielding sleeves of Balanced, we have retained it 
in T3 since we expect the shares to recover from current lows.  Nokia remains well-
positioned as one of the three global suppliers of 5G infrastructure to capture growth 
from	the	5G	revenue/profit	opportunity.

•	 Strength	in	Health	Care	was	broad	based	as	companies	providing	medical	devices,	
supplies, and insurance all saw improving results and outlooks. The standout in the 
quarter was Bristol-Meyers Squibb, which reassured investors with better results in 
recent clinical trials. 
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•	 The	fixed	income	allocation	had	a	very	strong	year	and	contributed	positively	to	total	
return and income generation in all tiers of the Balanced strategy.  Rates reversed 
course on the long-end of the curve after experiencing significant declines in the 
previous four quarters.  We continue to be selective and opportunistic: yields in 
Balanced range from 3.25% (in T3) to 4.85% (in T5). 

•	 Balanced	remains	focused	on	value	and	the	average	12-month	forward	P/E	continues	
to be below the S&P 500’s at 14.87.

Expectations
•	 Similar	to	the	end	of	last	year,	we	are	maintaining	our	exposure	to	select	cyclical	

plays, but emphasizing investments with structural drivers, such as Healthcare, 
Defense, and Info Tech.  

•	 Appreciation	of	stocks,	decline	in	interest	rates,	and	tight	credit	spreads	have	all	
compressed yield levels, versus last quarter.  Heightened risk perception should keep 
a lid on interest rates allowing us to maintain current target yields.     

•	 Defense	industry	exposure	is	useful	insurance	against	Middle	East	turmoil.		The	
perception, or reality, of elevated risk should support multiple expansion.  
Additionally, a war budget or increase in defense spending could be beneficial to the 
sector.

Fixed Income

Review
•	 4Q19	was	a	reasonably	strong	quarter	following	upon	a	very	strong	first	three	quarters	

of the year.  4Q19 performance was driven by a continued risk on sentiment, as credit 
spreads tightened even further, the economic concerns of 2018 faded, and the trade 
war appeared to be resolved. Regarding interest rates, while the 10-year Treasury 
yield rose in 4Q19, for the full year interest rates declined significantly with the 10-year 
declining 0.77% for the year to 1.92%. Overall 2019 was an exceptionally strong year 
across fixed income after a relatively challenging 2018. 

•	 Interest	rates:	Long	term	rates	increased	a	bit	after	experiencing	significant	declines	
in the previous four quarters. After dropping below 2.00% for the first time ever in 
August, the 30-year Treasury recovered finishing the year at 2.39%. The 30-year 
Treasury	ended	up	0.28%	in	the	fourth	quarter,	but	down	0.62%	for	the	year.	The	
10-year Treasury correspondingly rose 0.25% in Q4, finishing the year at 1.92%, 
after declining below 1.50% during the third quarter. In contrast, the front-end of 
the Treasury curve (less than two years) saw rates slightly decline with the 2-year 
Treasury, finishing the year at 1.57%, down 0.92% for the year. The yield curve 
steepened significantly in the fourth quarter, with the 10-year versus 2-year Treasury 
spread widening to 0.35% versus only a 0.04% spread at the end of 3Q. While we don’t 
overly dwell on the slope of the yield curve, the media loves to discuss the significance 
of a yield curve inversion, so this should calm some of the market pundits.

•	 Credit	spreads:	As	expected	given	the	4Q19	stock	market	rally,	spreads	tightened	
significantly, as investor confidence soared and risk premiums declined due to the 
third Fed rate cut of 2019 and a decrease in trade tensions. Investment grade spreads 
are now very tight and near post financial crisis lows. High yield credit spreads also 
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tightened further; however, the lowest quality high yield (CCC) saw spreads widen 
slightly. This is a signal that perhaps some investors are reconsidering if owning the 
riskiest high yield names is worth the increased risk. 

•	 Performance	was	strong	across	Investment	Grade	bonds,	High	Yield	bonds,	and	
Preferred Stocks:  Overall Investment grade returns were strong, driven by the 
interest earned in the quarter and tighter credit spreads, which was partially offset 
by increased interest rates on the medium and long-end of the curve. High yield 
outperformed investment grade in the quarter, as is expected in risk-on market 
environments.	As	a	reminder,	investment	grade	bond	yields	are	approximately	60-
70% driven by interest rates and approximately 30-40% driven by credit spreads. In 
contrast, high yield bond yields are approximately 30-40% composed of interest rates 
and	60-70%	driven	by	credit	spreads.	Overall	for	the	year,	investment	grade	bonds	and	
high yield bonds performed relatively in-line with each other. 

•	 Preferred	stocks	(preferreds)	had	a	moderately	strong	fourth	quarter,	as	the	risk-
on market environment combined with bond investors searching for yield drove 
total return in excess of coupons received. For the year, preferreds outperformed 
investment grade and high yield bonds; however, this was partially driven by 
2018’s underperformance. In 2018 and 2019 combined, preferreds marginally 
underperformed both investment grade and high yield bonds. This highlights the 
importance of active management and flexibility across the range of fixed income 
securities.

•	 The	Fed	cut	interest	rates	once	in	the	quarter	and	three	times	in	2019;	the	Fed	Funds	
rate currently sits at 1.50%-1.75%. These cuts were the first interest cuts since the 
financial crisis and a notable reverse from interest rate increases over the past several 
years. 

•	 Floating	rate	and	lower-yielding,	shorter-dated	fixed	coupon	bonds:		We	continued	to	
decrease our floating rate exposure given the lower likelihood of near-term interest 
rate increases by the Fed. We also opportunistically sold lower yielding shorter-dated 
fixed coupon bonds to reinvest in longer-dated 

and/or	higher	yielding	securities.

•	 Preferreds	offer	greater	opportunities	but	some	irrational	exuberance.	We	continued	
to	opportunistically	buy	both	investment	grade	and	high	yield	/	non-rated	preferreds	
to capture higher yields. But we also remain very selective, as preferreds can rally 
significantly due to some investors chasing yield creating opportunities to capture 
gains.

Expectations:
•	 We	remain	conservative	and	prefer	to	avoid	any	unnecessary	credit	risk.	We	are	being	

extremely discerning on credit selection, as we are not getting paid much to take more 
risk. In the current market environment, buying a fixed income security based solely 
on its yield or credit rating is not an approach we recommend.

•	 On	a	high	level,	we	view	high	yield	spreads	as	significantly	too	tight	to	justify	the	
incremental risk. While we are still finding select opportunities, they are becoming 
harder	to	find.	We	are	confident	that	if	we	are	patient,	more	compelling	risk	/	reward	
opportunities will present themselves. History has proven time and time again that 
sell-offs typically happen quicker than rallies and we must remain disciplined and 
patient. In the meantime, we will take advantage of the select opportunities we find 
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in high yield bonds and across the rest of fixed income as our unconstrained approach 
provides us with this unique flexibility. 

•	 Additionally,	we	continuously	evaluate	the	lower	yielding	securities	we	own	to	
potentially	increase	yield	and	/	or	reduce	risk.	Given	the	continuously	evolving	fixed	
income market conditions, we think active portfolio management can be a true 
differentiator versus passive strategies, and we expect to continue to take advantage 
of opportunities as they present themselves.

Global Dividend / Global Growth

Review
•	 Responding	to	weakening	growth	worldwide,	global	central	banks	moved	to	add	more	

stimulus, injecting reserves and capital into the world’s financial system.  This soothed 
investor recession worries and the increased liquidity provided a positive jolt to 
equities in the fourth quarter.  For the three-month period, the MSCI All Country World 
and	MSCI	All	Country	World	IMI	Indices	returned	+8.95%	and	+9.05%,	respectively,	
and	+26.60%	and	+26.35%	for	the	year	2019.		The	similar	performance	between	the	
indices highlights the comparable returns by small, mid-cap, and large cap stocks for 
the quarter and year as the IMI or Investable Market Index includes small and mid-cap 
stock constituents.  The ACM Global Dividend and Global Growth portfolios returned 
+27.79%	and	+29.30%	on	a	gross	return	basis,	+25.83%	and	+28.45%	on	a	net	return	
basis for the year, respectively.  Global Dividend and Global Growth finished the final 
quarter	2019	up	+7.99%	and	+7.29%,	net	return,	respectively.		

•	 Stabilus	(+45.16)	provided	the	strongest	contribution	to	both	portfolios.		The	motion	
control product company posted better-than-expected earnings given the company’s 
sensitivity to the struggling vehicle market.  We highlight the company’s continued 
strong free cash generation and believe the company’s products which aid in lifting or 
dampening movements in a wide range of consumer applications including vehicle 
end gates will experience ongoing growth as an aging consumer requests more 
movement assistance in many aspects of daily life.  Bike rack, cargo carrier, and other 
assessor	maker	Thule	Group	(+34.30%)	reported	improving	earnings	as	retailers	
sold off excess product inventory.  The company is well positioned for the healthy 
lifestyle and electric vehicle trends.  Other leaders include investment firm, Cannae 
Holdings	(+35.38%)	which	contributed	to	Global	Growth	and	Atlas	Copco	(+31.42%)	
which was a leading performer in Global Dividend.  Lagging performers listed Infosys 
which	fell	-18.29%	and	Core	Laboratories	(-8.60%).		Both	names	were	sold	early	in	
the fourth quarter.  We also sold Pfizer from both portfolios during the quarter.  The 
pharmaceutical company suffers from continued shrinking free cash generation and 
appears to be too focused on acquisitions at the expense of their drug business.  
For Global Growth we sold long-time holding Herman Miller to reallocate on better 
opportunities.

•	 For	both	portfolios	we	added	McDonald’s,	Accenture,	and	Krungthai	Card.		McDonald’s	
recent earnings missed estimates and the abrupt departure of the CEO induced a 
share price decline which we believe provided an opportunity to add the investment 
at an attractive entry point.  McDonald’s enjoys significant structural competitive 
advantages including brand and scale providing a platform for ongoing long-term 
growth.  Consulting firm Accenture continues to benefit from its ability to help Fortune 
500 companies increasingly digitize their businesses to enhance revenue and improve 
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efficiency.		Financial	company	Krungthai	Card	replaced	our	TTW	Thailand	position.		
The credit card company enjoys a cost advantage and has developed a best-in-class 
underwriting process.  For Global Growth, we also added new positions in Penumbra 
and Toronto-Dominion Bank. 

Expectations:
•	 The	investment	climate	will	differ	in	2020	with	less	global	monetary	accommodation	

leading to a change in market leadership.  Monetary stimulus will slow but not be 
entirely eliminated.

•	 Economic	recession	will	be	avoided	with	better	economic	performance	in	Europe,	
Japan, and select emerging markets offsetting slowing economic performance in 
China	and	continued	moderate	U.S.	economic	growth.

•	 The	Q4	2019	leadership	exhibited	by	U.S.	companies	failing	to	generate	positive	free	
cash like many biotechnology names will give way to more profitable companies 
providing leading returns in 2020.  Likewise, the market appears to be already 
discounting a strong recovery in technology earnings and we look for leadership in 
other sectors in the coming calendar year. 

•	 Our	focus	on	competitively-advantaged	companies	should	continue	to	reward	our	
investors.

International ADR 

Review
•	 Trade	friction	between	the	U.S.	and	China	as	well	as	a	slowing	Chinese	economy	

accounted for weakening global economic growth in 2019.  Projections for 2019 GDP 
growth generally faded throughout the year and according to the IMF, or International 
Monetary Fund, 2019 global GDP growth will measure 2.5%, down from 3.1% in 2018.  
This marks the weakest global GDP growth rate since the 2009 recession.  In response, 
central banks around the world eased aggressively.  Easing actions included cutting 
interest rates, lowering commercial bank required reserves, and purchasing corporate 
debt	and	other	assets.		Easing	actions	numbered	more	than	140	by	60	central	banks	
in	2019.		The	added	stimulus	brightened	the	2020	outlook	and	boosted	non-U.S.	
equities.		The	rally	gained	steam	in	the	final	quarter	2019	with	the	forging	of	a	U.S./
China	trade	truce.		The	MSCI	All	Country	World	ex	USA	Index	advanced	+8.92%	for	the	
final	quarter	and	gained	+21.51%	for	the	year.		The	ACM	International	ADR	portfolio	
outperformed	in	the	fourth	quarter	2019,	up	+9.85%.		For	the	year	2019,	the	ADR	
portfolio	composite	result	finished	up	+21.52%	net	of	fees.	

•	 Examining	the	MSCI	Index,	we	see	that	emerging	markets	rallied	in	the	final	quarter	
with	Taiwan	(+17.58%)	and	China	(+14.94%)	providing	the	strongest	contribution	
to	the	index	while	India	(+5.28%)	lagged.		Overall,	emerging	markets	(+11.68%)	
outperformed	developed	markets	(+7.85%)	in	the	fourth	quarter	of	2019,	but	lagged	
developed	markets	for	the	year	(+18.19%	versus	+22.91%).		For	the	year	2019,	the	
International ADR portfolio positions in emerging markets and developed markets 
outpaced the comparative index segments.  

•	 On	an	aggregate	basis,	foreign	currency	movement	versus	the	U.S.	dollar	proved	to	
be	a	significant	positive	for	foreign	equity	investments	in	the	final	quarter	(+2.62%)	
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and	a	mild	positive	for	the	year	2019	(+0.60%).		Stronger	foreign	currencies	versus	the	
greenback boost international equity dollar-based returns, and generally, we look for 
a	weakening	U.S.	dollar	to	continue.

•	 The	International	ADR	portfolio	position	highlights	for	the	final	quarter	include	
Stabilus	(+45.16%),	Thule	Group	(+34.30%),	and	Atlas	Copco	(+31.42%).		The	
stock price jumps resulted from positive demand trends for their products.  This 
includes motion control products for Stabilus, roof racks for Thule Group, and large 
compressors	for	Atlas	Copco.		Infosys	(-18.29%)	and	Core	Laboratories	(-8.60%)	
were the biggest detractors in the quarter.  The quality of Infosys’ accounting was 
called into question engendering the stock price decline.  Core Labs reported rapid 
deterioration in free cash generation which we believed would lead to a dividend 
cut.  Both positions were sold in October.  Other trades during the quarter include 
the	sale	of	Thai	Tap	Water	and	purchases	of	Krungthai	Card	and	Toronto-Dominion	
Bank.  Thai Tap Water has been a strong performer since original purchase in 2012, 
but the company looks vulnerable to a revenue decline when a key concession comes 
up for renewal in 2023.  Toronto-Dominion Bank is a leading Canadian bank in terms 
of financial strength with leading share in several banking categories including credit 
cards.  We believe value will accrue to TD through its technology leadership as well as 
its	stake	in	the	TD-Schwab	merger.		Thailand-based	financial	company	Krungthai	Card	
has a sustainable competitive cost edge versus competitors by leveraging its parent’s 
branch network as well as developing a best-in-class underwriting process.  

Expectations
•	 The	surge	in	central	bank	easing,	trade	deal	optimism,	and	other	supportive	measures	

in Europe, Japan, and China should support the global economy.  Europe’s economy 
has already started to stabilize after months of decline.  Japan’s new fiscal stimulus 
should offset the negative effect from the value-added tax increase, and China vows 
to continue pulling multiple levers to stimulate growth including lowering financing 
costs to smaller companies.  This suggests the global economy will not only avoid 
recession but also improve.

•	 With	better	economic	performance	we	should	see	a	gradual	reduction	in	the	amount	
of global monetary accommodation, although we doubt it can be stopped altogether. 

•	 This	lowered	monetary	accommodation	will	probably	lead	to	increased	market	
volatility.  We expect our focus on higher quality balance sheet, more profitable 
companies with propitious free cash generation and dynamic management will 
continue to be rewarded in this new investing climate. 
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