
Catalyst Private Wealth: Navigating Complexities 1

WEALTH MANAGEMENT PERSPECTIVES

January 2020E X E C U T I V E  C O M M E N T A R Y - 2 0 2 0  O u t l o o k

John Dodd, CFA®, Founder, Chief Investment Officer Brendan Connaughton, ChE®, Founder, Managing Partner

If you ask us, last year was a great time to be an investor. We believe risk was handsomely rewarded, and 

prudence was unceremoniously shown the door.  On the heels of such a strong year, our investment team 

thought that we should break out the proverbial forecasting “crystal ball” and spend some time discussing 

four themes that we could see unfold over the new year.

Our investment mandate is to compound our clients’ wealth while remaining mindful of the risks we take in 

achieving this goal. Nothing teaches humility like investing and we are cognizant that no one knows exactly 

how the future will unfold. To quote the legendary investor Howard Marks, “There are no facts about the 

future, just opinions“. When making investment decisions we weigh various risks that our portfolios may be 

exposed to and we analyze a wide range of positive and negative economic and market scenarios.  With 

that dose of sobriety, lets delve onto four different themes for 2020:

Global Growth Gets Back On Track:

Potential reacceleration of global growth due 

to expansionary global monetary policies and 

a de-escalation of the US/China trade war.  If 

this forecast comes to pass, such a market 

environment could favor risk assets (global 

stocks over bonds).

Unloved Markets & Sectors Perform:

This potential reacceleration of global 

growth would favor cyclical sectors and value 

equities over more defensive stocks. 

International equities could do well in this 

scenario as they have much more attractive 

entry point valuations versus US equities. In 

the US, earnings growth should be the 

primary driver for returns in 2020 as equity 

multiples have already reflated after the 

2018 selloff.

Inflation Risks Underappreciated:

Global inflation could surprise to the 

upside. In the US, we are at as full 

employment as can be expected, but current 

and future tariffs could cause input pricing 

pressures for corporations that would flow 

through as an increase in prices for 

consumers. In this scenario, the Fed may be 

forced to be active to combat unexpected 

inflation. Duration risk within fixed income 

portfolios must be managed.

Go Off The Beaten Path For Returns:

Investment grade bonds look rich and 

corporate credit spreads are tight.  Both 

dynamics don’t bode well for future fixed 

income returns. We will need to seek out more 

esoteric fixed income investments that 

adequately compensate us for the risks that 

we are taking as an investor.
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While geopolitical risk have weighed on growth and corporate 

earnings, global central bank actions has helped risk assets. From 

2018 to 2019, central banks have recast themselves from the 

investor’s foe to the investor’s friend. In latter stages of past 

expansions, the central banks have been more concerned with 

extinguishing irrational exuberance in markets and preventing 

bubbles from forming. How central banks act in 2020 will be 

interesting to watch.

Global Central Banks’ Policies and Forecasts

Source: IMF -10-17-2019

Central bankers globally seem intent to do whatever it takes to 

keep the economic expansion going. This support should help stocks 

broadly. On a forward price-to-earnings basis, valuations of 

international stocks (Emerging Markets, Europe, and Japan) are 

more attractive compared to US equities. 

Global forward P/E Ratios 

Current

Range since 1990

Avg. since 1990

Source: J.P. Morgan Asset Management. 

Global central banks have had the luxury of low inflationary 

pressures while they continue to support economic growth through 

lower interest rates policies. Markets are currently forecasting that 

inflation will average 2% in the United States, less than 1% in 

Germany, and close to 0% in Japan over the next 10 years. We 

maintain a less sanguine view on inflation. These unprecedented 

monetary policies have lead to an increase in wealth disparity, with 

the majority of gains being felt by the top 10% of Americans. 

Recently, we are starting to see a reinvigoration of wage growth 

among less affluent US workers. If the trend continues, it could trickle 

down to higher demand of goods and services. If that dynamic 

occurs, current market expectations for inflation could undershoot 

reality. To protect clients from this possible scenario, we have 

conservatively positioned our fixed-income allocation for resilience 

from unexpected inflationary shocks.

Inflation Expectations (market-implied 10-yr, avg.)

Source: Bloomberg 11-29-19

An often overlooked issue with investing pertains to liquidity: 

inherent in every investable asset is a liquidity premium or discount, 

due to the ease at which the asset could be sold for its fair value. 

Flexibility is lost in restrictive illiquid assets, which limit the investor’s 

ability to change investment strategies opportunistically and invest 

elsewhere within a short timeframe. As a result, the market typically 

dictates that an investor must be compensated for the lost flexibility, 

and added risk. This compensation usually comes in the form of 

higher expected returns for less liquid alternatives. 

Avg. since 1990

Liquidity Spectrum
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Below are the 2019 total return performance numbers for key exchange traded funds (ETFs) that track 

important indexes across asset classes.  

In sharp contrast to 2018, equities triumphed in 2019.  The S&P 500 was up over 31% - its largest 

annual gain since 2013.  Easing trade tensions and Fed accommodation renewed optimism around the 

global economic outlook. The S&P 500 rallied 2.9% in December and 8.99% in Q4.

2 0 1 9  P e r f o r m a n c e :

► Int’l equity 

markets also had 

a stellar 2019. 

Developed 

markets were up 

23% and 

emerging markets 

returned 18%. 

► US bond 

performance was 

positive across the 

board, with 

intermediate 

dated treasuries 

returning 

approximately 

8% and long 

dated treasuries 

gaining over 

14%.

►Commodities 

rallied as well, 

with the S&P 

GSCI up 18%, 

driven by gains in 

Energy and 

Precious Metals.

Global inflation could surprise to the upside. In the US we are at full 
employment and tariffs could cause input pricing pressures that would 
flow through as an increase in prices for goods. In this scenario the Fed 
may be forced to be active to combat unexpected inflation. This means 
bond positioning must be active

Source: publicly traded exchange traded funds as of 12-31-19

Asset Class Results for Full Year, Dec. and Q4 2019 (total return %)
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H o w  2 0 1 9  U n f o l d e d :

Global inflation could surprise to the upside. In the US we are at full employment and tariffs 
could cause input pricing pressures that would flow through as an increase in prices for goods. 
In this scenario the Fed may be forced to be active to combat unexpected inflation. This 
means bond positioning must be active

Source: Barclays, Bloomberg, FactSet, MSCI, NAREIT, Russell, Standard & Poor’s, J.P. Morgan Asset Management. Large cap: S&P 500, Small cap: Russell 2000, EM Equity: MSCI EME, DM Equity: MSCI EAFE, Comdty: Bloomberg 

Commodity Index, High Yield: Bloomberg Barclays Global HY Index, Fixed Income: Bloomberg Barclays US Aggregate, REITs: NAREIT Equity REIT Index, Cash: Bloomberg Barclays 1-3m Treasury. The “Asset Allocation” portfolio 

assumes the following weights: 25% in the S&P 500, 10% in the Russell 2000, 15% in the MSCI EAFE, 5% in the MSCI EME, 25% in the Bloomberg Barclays US Aggregate, 5% in the Bloomberg Barclays 1-3m Treasury, 5% in the 

Bloomberg Barclays Global High Yield Index, 5% in the Bloomberg Commodity Index and 5% in the NAREIT Equity REIT Index. Balanced portfolio assumes annual rebalancing. Annualized (Ann.) return and volatility (Vol.) represents 

period of 12/31/04 – 12/31/19. Please see disclosure page at end for index definitions. All data represents total return for stated period. The “Asset Allocation” portfolio is for illustrative purposes only. Past performance is not 

indicative of future returns. Guide to the Markets – U.S. Data are as of December 31, 2019.
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Global inflation could surprise to the upside. In the US we are at full employment and tariffs 
could cause input pricing pressures that would flow through as an increase in prices for 
goods. In this scenario the Fed may be forced to be active to combat unexpected inflation. 
This means bond positioning must be active
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The S&P 500 – a Year in Review:
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Fed Looks To Trim

Rate by a Quarter Point

Dec-19

Powell Suggests

Rates Will Be On

Hold

Parliament Sinks

May's Brexit Deal

Slow Growth Prods

Global Central Banks

Earnings Detail 

China's Slowdown

US Will Hold Off 

on China Tariffs

Boeing Jet Draws

Criminal Probe

Lyft Leads

Wave of 
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Debuting
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In Weeks
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Gives U.K. More

Time to Resolve

Brexit

Economy Grows at 3.2%

Rate, Shrugging Off

Slowdown Fears

Powell Signals

No Need for

Cuts

Retailers Navigate

Increases in Tariffs

US Slaps

Higher Tariffs 

on China

Trump Prepares

Mexico Tariffs

Fed Puts Interest Rate 

Cut In Play

Trump, Xi Plan

Trade Talks at G-20
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19%.

Most diverse 

class of 

lawmakers in 

history was 

sworn into the 

116th 

Congress

Meghan Markle 

& Prince Harry's 

baby

Trump, Congress 

Reach Budget 

Deal

Students Boycott 

Continues in 

Hong Kong

New King 

Crowned   in 

Thailand
Notre Dame 

catches fire 

in Paris

Mass Shooting 

in Virginia 

Beach

Power Outage for Californians

Back-to-Back Shootings in Texas 

& in Long Beach

Cardinals Win

Central

WeWork 

Scandal

US, China Ramp

Up Trade War

Asset Class Results (stack ranked) through 12-31-19
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Catalyst Private Wealth was formed to navigate the wealth management complexities of high-net-worth individuals,

innovators and leaders. Our clients often carry outsized risks, concentrated stock positions, and have a need for customized,

comprehensive planning to navigate liquidity before, during, and after an event.

EQUITY MARKET DATA: as of 1-3-2020

Index Last Week Last Month YTD
Last 12 

Mos.
NTM P/E

Earnings 

Yield

Price/ 

Book
Dividend %

MSCI All World Index - 0.10% 2.41% 0.21% 29.42% 16.34x 6.11% 2.42x 2.36%

S&P 500 - 0.12% 3.41% 0.15% 34.82% 18.18x 5.50% 3.58x 1.75%

Dow Jones Indl. Avg. 0.00% 2.61% 0.38% 29.31% 16.97x 5.89% 4.41x 1.98%

NASDAQ 0.18% 5.46% 0.55% 33.87% 24.73x 4.04% 4.84x 0.95%

Russell 2000 - 0.42% 1.82% - 0.44% 26.61% 23.28x 4.29% 2.05x 1.33%

EAFE Index (developed int’l) 0.00% 1.25% 0.27% 23.68% 14.84x 6.73% 1.65x 3.19%

Emerging Markets Index 0.48% 4.60% 0.83% 41.08% 13.04x 7.66% 1.70x 2.64%

COMMODITY MARKET DATA: as of 1-3-2020

Item Last Last week Last Month YTD TTM

Gold $1,549 0.12% 6.39% 2.47% 17.15%

Oil $63.03 - 4.90% 1.75% - 2.0% 13.56%

DB Comdty Tracker $16.30 - 0.60% 1.72% - 0.6% 6.55%

US BOND MARKET DATA: as of 1-3-2020

Item Last Last Month A Yr. Ago

2-yr. Treas. Bond 1.53% 1.53% 2.39%

10-yr. Treas. Bond 1.80% 1.72% 2.56%

30-yr. Treas. Bond 2.26% 2.17% 2.92%

John Dodd, Chief Investment Officer, john@catalystprivatewealth.com /   Brendan Connaughton, Global Strategist, brendan@catalystprivatewealth.com

Source: www.treasury.gov Source: JP Morgan Asset Management, Yahoo Finance, Morningstar

Source: JP Morgan Asset Management, Yahoo Finance, Morningstar

M A R K E T  D A T A :

Global inflation could surprise to the upside. In the US we are at full employment and tariffs 
could cause input pricing pressures that would flow through as an increase in prices for 
goods. In this scenario the Fed may be forced to be active to combat unexpected inflation. 
This means bond positioning must be active

-9.30%

If someone had told you at the start of 2019 that the year would contain a cacophony of fears around a recession in the US, 

that the two largest economies in the world would be in a prolonged trade war, and that the President of the US would face 

an Impeachment, it would not have been unreasonable to assume that 2019 should end up being a pretty volatile year for 

markets. Well, there was no bear market in 2019, and for that matter, there wasn't even a correction (stocks down over 10%).

S&P 500’s price movements (month-to-month)
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Important Information: This publication is produced by Catalyst Private Wealth. The information & opinions herein are for general information use only. Catalyst does not guarantee the accuracy or 

completeness, nor does Catalyst assume any liability for any loss that may result from the reliance by any person upon any such information or opinions. Information & opinions are subject to change without 

notice, are for general information only & are not intended as an offer or solicitation with respect to the purchase or sales of any security or as personalized investment advice. No assurance can be given 

that any forecast or target can be achieved. Forecasts are based on assumptions, estimates, opinions & hypothetical models which may prove to be incorrect. Past performance is not indicative of future 

returns & does not guarantee of future results. Research obtained by unaffiliated 3rd party sources deemed reliable by Catalyst, however, Catalyst does not guarantee accuracy & completeness, &makes 

no warranties with respect to this data. Reproduction or distribution of this material is prohibited &all rights are reserved. Investing involves risk including the potential loss of principal. No investment 

strategy can guarantee a profit or protect against loss in periods of declining values. Diversification does not guarantee profit nor is it guaranteed to protect assets. International investing involves special 

risks such as currency fluctuation and political instability and may not be suitable for all investors. The Standard & Poor's 500 (S&P 500) is an unmanaged group of securities considered to be representative 

of the stock market in general. You cannot invest directly in an index. The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange and the 

NASDAQ. The DJIA was invented by Charles Dow back in 1896. The Nasdaq Composite is an index of the common stocks and similar securities listed on the NASDAQ stock market and is considered a broad 

indicator of the performance of stocks of technology companies and growth companies. The MSCI EAFE Index was created by Morgan Stanley Capital International (MSCI) that serves as a benchmark of the 

performance in major international equity markets as represented by 21 major MSCI indices from Europe, Australia, and Southeast Asia. The 10-year Treasury Note represents debt owed by the United 

States Treasury to the public. Since the U.S. Government is seen as a risk-free borrower, investors use the 10-year Treasury Note as a benchmark for the long-term bond market. Any companies mentioned 

are for illustrative purposes only. It should not be considered a solicitation for the purchase or sale of the securities. Any investment should be consistent with your objectives, time frame and risk tolerance. 

Fixed income investments are subject to various risks including changes in interest rates, credit quality, inflation risk, market valuations, prepayments, corporate events, tax ramifications and other factors. This

material is intended for informational purposes only. It should not be construed as legal or tax advice and is not intended to replace the advice of a qualified attorney or tax advisor.

Investment advisory services offered through Catalyst Private Wealth, LLC an SEC registered investment adviser
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