
Things are beginning to improve relative to last year in the 
macro-economic backdrop that should help global growth 
going forward. However, an unexpected outbreak of a disease 
that started in China has now begun to trim earlier held 
estimates for growth. Stocks spent most of January in gains, 
but by month end, indexes had slipped below where they 
closed on the first day of trading. Meanwhile, yields on high 
quality fixed-income instruments drifted lower as investors 
scrambled into safer asset classes on heightened volatility in 
riskier assets.

The price of oil saw a brief rally after the open of last month 
when the US and Iran exchanged military strikes. Crude prices 
traded in Europe soared to almost $70 per barrel. Although, the 
gains were quickly retraced after the threat of the two countries 
going to war eased. Oil markets returned their attention to the 
rise in global inventories and prices drifted back towards $58 
per barrel.

Gold experienced its own January gains as investors used it 
as a risk-off trade and a hedge against global central bank 
planning. Central banks in emerging countries became more 
stimulus oriented last month while developed countries voted 
to hold already low rates steady. In particular, the US central 
bank left rates unchanged, but are still growing the monetary 
base through asset purchases and China reentered an outright 
stimulus binge. Physical gold has also held support from central 
bank purchases since 2011 led by Chinese and Russian banks. 

Near mid-month, the equity markets received a bit of good 
news from a phase-one trade deal between the US and China. 
Coincidently, US large-cap indexes reached record highs 
around the day of the signing. The US agreed to pause on new 
tariffs and roll-back some existing tariffs by cutting their rates 
from 15% to 7.5%. Yet, the 25% tariffs on manufactured goods 
produced in China that began the trade war will remain intact. 
In exchange, the Chinese said that they would offer greater 
protection for US intellectual property.

The bigger news happened closer to the end of the month 
when the Coronavirus outbreak occurred in China. Some major 
enterprises doing business in China were forced to cancel 
operations until the infection is contained. Other businesses are 
still at risk of needing to close. The suspension of production 
in China poses risks for global growth. Economists now expect 
global growth to slip a quarter of a percentage point due to the 
virus outbreak. 

Earnings for US large-caps are currently filtering in for the 
fourth-quarter. As things stand now, the earnings per share 
growth rate for 2019 will finish around 3.6%. The good news is, 
growth is expected to increase to 11% per year in 2020 and 2021. 
Stocks in general should be supported, if large-cap stocks are 
able to deliver on double digit growth. Although, the strong 
performance of large-cap stocks in 2019 have probably already 
priced ahead for upcoming growth. Valuations do appear rich 
today with the 2020 forward price-to-earnings ratio sitting near 
18.5x, which is well above historical averages.

US macro indicators have become more upbeat and could help 
sustain this long post Great War expansion. Manufacturing 
and factory production have come back online after spending 
some time in contraction in 2019. US real output grew at an 
annualized rate of 2.1% in the fourth-quarter. Eurozone data, 
however, has been less robust. Anemic growth was reported for 
the last quarter and production in manufacturing is shrinking in 
many European countries.

Challenges likely lie ahead for real global growth and 
inflation targets. Various growth rates in economies are on a 
decelerating path including the growth rates for emerging 
markets. This comes as a surprise for some given how much 
debt has ballooned over the last decade. Government bond 
yields are given reasons to trend lower while real growth rates 
and inflation weaken. Additionally, central banks are handed 
more capacity for stimulus packages on softer macro trends 
and lower longer-term yields. So, if history continues to rhyme, 
the accommodative environment should continue to support 
riskier assets.
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US Stocks pulled back in January as the 
Coronavirus scare seeped into equities. 
The overall category average loss -2.0%. 
Losses were largely attributable to the 
poor performance of small-cap stocks. 
The small-cap category average dropped 
-3.5% in the month. Large-caps fell by only 
-0.6%. Small-cap began to underperform 
large-caps earlier in the month before the 
virus made headlines, which suggests that 
pricing might be based on some other 
factors. 

Foreign Bonds rose last month with a 
category average total return of 0.9%. 
Surprisingly, the virus in China did not 
spook emerging-market bonds. Emerging-
market bonds saw gains of 1.1%. Monetary 
accommodation was more relevant in 
emerging-markets last month, which might 
have been responsible for raising bond 
prices. World bonds returned 0.7% in the 
prior month. Softening economic output 
could keep yields on world bonds low for 
some time to come.

Foreign Stocks sold-off and were probably 
the most impacted by the Coronavirus 
news. Higher beta markets such as 
emerging-markets and foreign small-caps 
experienced the greatest declines. After a 
strong showing in December, emerging-
markets loss -4.4% in January. With China’s 
growth rate is most at risk to the virus, 
emerging-markets were overall hampered 
by exposure to China. Losses in developed 
large-cap stocks were not as severe. The 
category average representing those 
stocks fell by -2.6%.

Hard Assets slipped -2.1% for the category 
average. Losses in energy were responsible 
for the overall category’s performance. 
Total returns in energy were -13.5% by the 
end of last month. The energy sector is 
on a steady glide of becoming a smaller 
proportion of global investable assets. 
Leading last month were precious metals. 
The precious metals category rose 3.5% 
and has been in a bullish pattern since late 
2018.

US Bonds gained as investors headed for 
safety. The category average rose 1.1%. 
US corporate bonds put up the largest 
gains of nearly 2.0%. Investors are trying 
to get some yield where ever they can. 
More interesting was the rise in inflation-
protected securities, which rose nearly 
1.8%. Recent gains made in inflation 
protected bonds has pushed their yield-
to-maturity near zero on indexes that track 
the asset class.

Hybrids pulled through with gains in 
January. The category average returned 
1.6%. This time the hybrid and equity 
correlation that was so routinely observed 
in 2019 broke down. Convertible bonds 
led in the month with total returns of 1.9%. 
Even though equity prices fell, investors 
still found value in the conversion options 
of convertibles. Preferred stocks finished 
last month with total returns of 1.2%.

Asset Categories

Monthly

Year to Date

FOREIGN BONDS

US STOCKS

HARD ASSETS

FOREIGN STOCKS

HYBRIDS

US BONDS

US 
STOCKS

-2 .01%

-2 .01%

FOREIGN 
STOCKS

-3 .49%

-3 .49%

US 
BONDS

1 .10%

1.10%

FOREIGN 
BONDS

0 .91%

0.91%

HARD 
ASSETS

-2 .12%

-2 .12%

HYBRIDS

1 .58%

1.58%

*DATA USED IS SOURCED FROM MORNINGSTAR®, DATE ENDING JANUARY 31, 2020.
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