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Trade Clarity and Interest Rate Cuts Lead to
Big Returns in 2019

Markets welcomed the positive resolution of several key macroeconomic unknowns in the fourth quarter,
and that improved clarity sent the broader stock market higher over the past three months. The solid fourth
quarter gains helped the S&P 500 index achieve its best annual return since 2013.

At the start of the fourth quarter, markets were facing four significant macroeconomic uncertainties: Could
the U.S. and China strike a trade deal? Would the Fed cut interest rates for a third time in 20197 Could U.S.
and global economies stabilize? Would Brexit get passed? Each of these unknowns, which had weighed on
markets earlier in 2019, saw positive progress throughout the final three months of the year.

By far, the most important event for markets during the fourth quarter was the agreement to a “phase one™
trade deal by the U.S. and China. Since early 2018, the U.S.-China trade war, and the tariffs that came with
it, pressured the global economy and weighed heavily on investor sentiment. Twice in 2019, first in May and
again in August, tariff increases caused a significant spike in market volatility.

But in mid-October, after intensive negotiations, both the U.S. and China agreed, in principle, to a phase one
trade deal that would result in the reduction of some existing tariffs, the promise of no additional tariffs, and
increased imports of American goods by China. Anticipation of this “in principle” deal being formally
agreed to powered stocks higher from mid-October through mid-December. And then on December 13th,
more specific details of the phase one deal were announced, and that clarity helped stocks extend the 2019
rally into year-end.

Improvement in U.S.-China trade relations wasn’t the only positive event in the fourth quarter though. The
Federal Reserve met market expectations by cutting its benchmark interest rate by another 25 basis points at
the meeting on October 30th. That cut brought the total reduction in interest rates in 2019 to 75 basis points,
the largest annual reduction in over a decade. Additionally, at the December policy meeting the members of
the Federal Open Market Committee showed they do not expect to raise interest rates in 2020. That added
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clarity for Fed policy expectations, specifically that the market can expect rates to stay low for the
foreseeable future, also helped power stocks higher in the fourth quarter.

The global and U.S. economies also showed signs of stabilization in the fourth quarter after losing positive
momentum for much of 2019. First, in the United States, concerns were growing that sluggish business
spending and investment would potentially cause a broader economic slowdown. But the market’s preferred
measure of business spending and investment, the monthly Durable Goods report, rebounded in the fourth
quarter, easing some of those growth concerns. Internationally, measures of Chinese manufacturing activity,
which had shown the industry was in contraction for the past several months, turned positive again in
December, and that implied activity was stabilizing. So, while concerns remain about the next direction of
the global economy, these signs of progress in the fourth quarter helped stocks rally.

Finally, after three-and-a-half years of Brexit uncertainty, investors can finally expect some progress as the
mid-December elections in the United Kingdom resulted in a strong conservative (or Tory) party majority.
As a result, the Brexit agreement with the EU is expected to pass Parliament in early 2020.

In sum, the fourth quarter of 2019 was a reminder that macroeconomic fundamentals matter, and the positive
news on four key macroeconomic fronts fueled a broad rally in the stock market and makes it more likely,
but not certain, that we will see improved global economic growth and better earnings in 2020.

4"‘-Quarter and Full-Year 2019 Performance Review

The major U.S. stock indices were all solidly higher in the fourth quarter led by the tech-heavy Nasdaq
which handily outperformed thanks to rising optimism on U.S.-China trade and expectations for a rebound in
economic growth. The S&P 500, Dow Jones Industrial Average and Russell 2000 (the small-cap index) all
had smaller, yet positive, quarterly returns. The performance of the major indices in the fourth quarter
mirrored the full-year performance, as the Nasdaq easily outperformed the other three indices in 2019 as
investors sought the secular growth potential of the tech sector amidst macroeconomic uncertainty.

By market capitalization, large caps outperformed small caps for the full year. That reflected investor
concerns about a potentially slowing global economy, as large caps are historically less sensitive to slowing
growth than small cap stocks. Notably, however, small caps did narrow the performance gap in the fourth
quarter, which implied rising optimism towards the global economy in 2020, following the announcement of
the U.S.-China trade deal. From an investment style standpoint, growth outperformed value again in the
fourth quarter due to strength in large-cap tech. That widened the performance gap for the full year 2019, as
growth considerably outperformed value, again thanks mostly to strength in the tech sector.

On a sector level, 10 of the 11 S&P 500 sectors finished the fourth quarter with positive returns. Technology,
financials and healthcare stocks led markets higher in the fourth quarter, which is a reversal from the
defensive sector outperformance we witnessed in the third quarter of 2019. Expectations that the U.S.-China
trade deal would lead to better economic growth combined with higher bond yields helped power the rally in
tech and financials, while healthcare gained on a reduction in political headwinds as candidates who favor
expansion of the government healthcare programs, dubbed “Medicare for all,” dropped in the polls. For
2019, the big fourth-quarter rallies by tech and financials helped those two sectors outperform on a full-year
basis.



Sector laggards in the fourth quarter were the traditionally defensive market sectors. Real Estate was the only
S&P 500 sector to finish negative in the fourth quarter, while utilities and consumer staples underperformed
the S&P 500 as the U.S.-China trade deal caused investors to rotate into sectors that are more sensitive to a
potential upswing in global growth. On a full-year basis, cnergy was the relative sector laggard as market
worries about a slowing global economy combined with the potential oversupply of oil weighed on energy
shares, although the energy sector still finished 2019 with a respectable annual gain.

S&P 500 Total Returns by Month in 2019
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
7.78% | 2.97% | 1.79% | 3.93% | -6.58% | 6.89% | 1.31% | -1.81% | 1.72% | 2.04% | 3.40% | 2.86%
Source: Morningstar

US Equity Indexes Q4 Return 2019 Return
S&P 500 9.07% 31.49%
DJ Industrial Average 6.67% 25.34%
NASDAQ 100 12.99% 39.46%
S&P MidCap 400 7.06% 26.20%
Russell 2000 9.94% 25.52%

Source: YCharts

Looking internationally, foreign markets saw positive returns in the fourth quarter thanks mostly to the U.S.-
China trade deal, although most foreign markets still underperformed U.S. markets. Foreign developed
markets posted solid gains in the fourth quarter but lagged emerging market returns. Emerging markets
outperformed both foreign developed markets and the S&P 500 in the fourth quarter thanks to rising
expectations for a global economic rebound, combined with some declines in the U.S. dollar. For the full
year 2019, foreign markets registered solidly positive returns, with foreign developed markets modestly
outperforming emerging markets. However, both underperformed the S&P 500 in 2019.

Commodities enjoyed strong gains in the fourth quarter, led higher by a rally in oil while gold saw a more
modest rally over the past three months. Oil prices rose in the fourth quarter thanks to the decision by
“OPEC+” to deepen production cuts this year, combined with the U.S.-China trade deal raising expectations
for global growth and future oil demand. Gold, meanwhile, spent much of the fourth quarter in negative
territory as investors rotated out of the safe-haven metal and into more risky assets following the de-
escalation of the U.S.-China trade war. But, a late-year decline in the U.S. Dollar, combined with a mild
increase in geo-political tensions, helped gold rally late in December and register a positive return for the
quarter. For 2019, commodities produced positive returns which were driven by a large gain in the price of
oil, although commodities as an asset class lagged the S&P 500 on a full-year basis.

Switching to fixed income markets, the total return for most bond classes were positive in the fourth quarter,
although longer-dated Treasuries saw mild declines, which is not surprising given rising expectations for a
rebound in global growth. The leading benchmark for bonds (Bloomberg Barclays US Aggregate Bond
Index) experienced slightly positive returns for the fifth straight quarter.



Looking deeper into the fixed income markets, longer-duration bonds underperformed those with shorter
durations in the fourth quarter which was a reversal from most of 2019. That is reflective of a market that is
responding to the recent Fed rate cuts and beginning to expect a rebound in global economic growth going
forward.

Confirming that improved sentiment, corporate bonds saw solidly positive returns in the fourth quarter as
high yield debt outperformed investment-grade debt. The outperformance of lower-quality but higher
yielding corporate debt also underscored rising optimism about future economic growth and corporate
earnings.

1% Quarter and 2020 Market Outlook

The markets’ performance in 2019 was a good reminder of the difference a year can make. In January 2019,
the S&P 500 was coming out of its first negative year in a decade; worries about the global economy were
surging due to the U.S.-China trade war and the Federal Reserve had just hiked interest rates the previous
month.

Now, we begin 2020 on the opposite end of the spectrum.

The S&P 500 just registered its best annual return since 2013, worries about the global economy are receding
thanks to the U.S.-China trade deal and the Fed cut interest rates three times in 2019.

For us, the takeaway from this is clear: What happened in the markets last year doesn’t mean much for what
could happen in the markets this year.

Put in more familiar phrasing: Past performance is not indicative of future results.

So, while the macroeconomic environment is favorable as we begin 2020, a new year always brings new
challenges and uncertainties, especially when it’s an election year.

More specifically, as we begin 2020, we are monitoring several unknowns that, with the market at
historically high valuation levels, could cause volatility in 2020.

Regarding U.S.-China trade, markets are now wondering what’s in the phase one trade deal. The text of the
agreement should be released in early-January, and while sentiment towards the deal is clearly positive,
specific details remain very light. At some point, the market will demand that the details of the trade deal
meet now-clevated expectations.

Turning to the economy, markets are expecting a rebound in global economic growth. So, the upcoming
economic data needs to continue to show signs of stabilization and, ultimately, a re-acceleration of economic
growth not just in the United States, but globally.

Looking at domestic politics, markets have ignored the impeachment of President Trump and that’s not
likely to change as the odds he is removed from office by the Republican-controlled Senate are very low. But
there is an election coming in November, and while many analysts don’t expect it to begin to influence the



markets until later this summer, we could know who the Democratic nominee is by the end of March.
Depending on who that person is, it could cause unexpected volatility. Meanwhile, on the geopolitical front,
we have relative calm, although tensions with North Korea and Iran are potentially rising.

Bottom line, the fundamental outlook for the economy and asset markets has improved since the depths of
the 2018 correction, and stocks have responded accordingly. But it’s very important to realize that, despite
the strong performance in 2019, markets still face significant uncertainties, and we are committed to
monitoring these situations and their impact on the markets and your portfolio.

At Weiss Wealth Management, we’ve been through both good and bad markets, and those experiences
ensure that we guard against complacency following a year of strong annual returns. We remain committed
to helping you navigate this ever-changing market environment, with a focused eye on ensuring we continue
to make progress on achieving your long-term investment goals.

Our years of experience in all types of markets (both positive and negative) have taught us that successful
investing remains a marathon, not a sprint.

Therefore, it remains critical to stay invested, remain patient, and stick to a plan. That’s why we’ve worked
diligently with you to establish a personal allocation target based on your financial position, risk tolerance,
and investment time horizon.

The strong market performance of 2019 notwithstanding, we remain vigilant towards risks to portfolios and
the economy, and we thank you for your ongoing confidence and trust. Rest assured that our entire team will
remain dedicated to helping you successfully navigate this market environment.

Please do not hesitate to contact us with any questions, comments, or to schedule a portfolio review.

Enclosure #1 — Our first enclosure is the Investment Strategy Quarterly piece from Raymond
James. This provides a quick understanding of relevant themes in the investment world.
Additionally it provides an economic snapshot as well as a tactical outlook. We like to include this
in the Weiss Report as a handy two-page reference.

Enclosure #2 — Enclosure #2 comes from Chief Economist at First Trust Advisors Brian
Wesbury. He writes about the growth after financial crises and whether we should be expecting
faster growth. He aptly uses an analogy of a horse with a heavy jockey to discuss some of the
challenges the economy has.

Enclosure #3 — Is there a Recession on the horizon? Lenny weighs in on this hot topic in our
third Enclosure.



nt Disclosures
Part of this material was obtained from 7he Sevens Report, an independent third party, for financial advisor use.

This report is not intended as a complete description of the securities, markets or developments referred to herein. It should not be viewed as an offer to buy or sell any
of the securities mentioned. Information has been obtained from sources considered reliable, but we do not guarantee that the foregoing report is accurate and
complete. Additional information and sources are available upon request.

The enclosures are being provided for informational purposes only. They do not necessarily reflect the opinion of Raymond James & Associates or its employees.
Raymond James & Associates does not render legal advice on tax or legal matters. You should consult with a qualified tax advisor prior to making any investments
decision.

Past performance does not guarantee future results. There is no assurance the trends mentioned will continue. No investment strategy, including diversification and asset
allocation, can guarantee a profit or protect against loss in a deciining market. Dividends are not guaranteed and will fluctuate. This analysis does not include transaction
costs and tax considerations. If included these costs would reduce an investor’s return.

The authors’ opinions are subject to change without notice.
Gross Domestic Product (GDP) is the annual market value of all goods and services produced domestically by the US.

It is not possible to invest directly in an index. The S&P 500 is an unmanaged index of 500 widely held stocks. The Dow Jones Industrial Average is an unmanaged index
of 30 widely held securities. The NASDAQ Composite Index is an unmanaged index of all stocks traded on the NASDAQ over-the-counter market. Past performance may
not be indicative of future results.

The S&P MidCap 400 provides investors with a benchmark for mid-sized companies. The index, which is distinct from the large-cap S&P 500, measures the performance
of mid-sized companies, reflecting the distinctive risk and return characteristics of this market segment. The Russell 2000 Index measures the performance of the 2,000
smallest companies in the Russell 3000 Index, which represent approximately 8% of the total market capitalization of the Russell 3000 Index.

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®,

™ A2
CERTIFIED FINANCIAL PLANNER™ and tora- 0 the U.S.

Raymond James is not affiliated with and does not endorse the opinions or services of Brian Wesbury or First Trust Advisors.

Raymond James & Associates, Inc., Member New York Stock Exchange/SIPC

Any opinions are those of Leanard A. Weiss and Lowell J. Weiss and not necessarily those of RIFS or Raymond James. The information contained in this report does not
purport to be a complete description of the securities, markets, or developments referred to in this material. There is no assurance any of the trends mentioned will
continue or forecasts wifl occur. The information has been obtgined from sources considered to be reliable, but Raymond James does not guarantee that the foregoing
material is accurate or complete. Any information is not a complete summary or statement of all available data necessary for making an investment decision and does not
constitute a recommendation. Investing involves risk and you may incur a profit or loss regardless of strategy selected. Investing in certain sectors may involve additional
risks and may not be appropriate for all investors. The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment
grade, US dollar-denominated, fixed-rate taxable bond market.

Enclosure #2: The attached information was developed by First Trust, an independent third party. The opinions of Brian S. Wesbury, Robert Stein, and Strider Elass are
independent from and not necessarily those of RIFS or Raymond James. All investments are subject to risk, There is no guarantee that these statements, opinions, or
forecasts provided in the attached article will prove to be correct. Individual investor’s results will vary. Past performance does not guarantee future results.

International investing involves special risks, including currency fluctuations, differing financial accounting standards, and possible political and economic volatility.

Bond prices and vyields are subject to change based upon market conditions and availability. If bonds are sold prior to maturity, you may receive more or less than your
initial investment. There is an inverse relationship between interest rate movements and fixed income prices. Generally, when interest rates rise, fixed income prices fall
and when interest rates fall, fixed income prices rise. High-yield bonds are not suitable for all investors. The risk of default may increase due to changes in the issuer’s
credit quality. Price changes may occur due to changes in interest rates and the liquidity of the bond. When appropriate, these bonds should only comprise a modest
portion of a portfolio.

Investing in small cap stocks generally involves greater risks, and therefore, may not be appropriate for every investor.
The companies engaged in the communications and technology industries are subject to fierce competition and their products and services may be subject to rapid
obsolescence.

Sector investments are companies engaged in business related to a specific sector. They are subject to fierce competition and the products and services may be subject
to rapid obsolescence. There are additional risks associated with investing in an individual sector, including limited diversification.

*Prices of DJIA and NASDAQ as of 1/9/2020



INVESTMENT STRATEGY QUARTERLY QUICKVIEW JANUARY 2020

Economic Snapshot  Tactical Outlook
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Shday Morning OUTLOOK

Blame the Overweight Jockey

The longest economic recovery on record continues, with
January being the 128" consecutive month of growth. The first
seven years, from mid-2009 through 2016 saw average real GDP
growth of 2.2%. Since the start of 2017, US real GDP growth
accelerated, to an average annual growth rate of 2.6%. while the
unemployment rate now stands at the lowest level in 50 years
(and is likely headed lower).

We attribute the acceleration to a combination of better
regulatory policy and lower tax rates. These changes reduced
impediments to growth, kind of like putting a lighter jockey on
the horse. Steps forward for sure, but it could be better. The US
grew at a 3.1% annual rate during the 1980s and a 3.4% rate in
1990s, both decades that saw recessions.

What gives? The US has not grown more than 3.0% for
any calendar year (Q4/Q4) since 2005. Larry Summers, former
Treasury Secretary, former head of the National Economic
Council, and a possible Fed chiefif the Democrats take the White
House, says it’s “secular stagnation.” Summers thinks the US
and other economies are in a long-term funk because of slower
population growth, more inequality and low investment — which
in economic terms means a shortage of demand.

The best way to address this, according to the secular
stagnationistas, is to keep monetary policy loose and run large
budget deficits. So. Summers was OK with the Fed’s cuts in
short-term interest rates in 2019, and, although he opposed the
Trump tax cuts, he has not loudly opposed budget deficits. Those
who claim we're in secular stagnation support more government
spending on things like infrastructure, for example.

To sum it all up, secular stagnation theory means we should
inject the economic horse with government-provided steroids.

An alternate theory comes from economists Carmen
Reinhart and Kenneth Rogoff, who. in their book “This Time is
Different,” argue that, after financial crises (such as 2008-09),
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inflation and growth have still not returned to normal. The
economic effects of the financial crisis should be past us by now.

We never believed this theory and to see it fail isn’t a
surprise. After all, the S&L crisis, Latin and South American
debt defaults, and oil and ag bank problems, hit in the 1980s. In
fact, adding up all the losses (and bank failures) from that period
shows it to be worse than the 2008 crisis. But Reinhart and
Rogoffignored it because it didn’t fit their theory — the economy
arew rapidly in the 1980s.

The reason their model didn’t work in the 1980s is because.
contrary to other crises, President Reagan’s administration did
not respond with massive increases in spending, regulation and
easy money. Rather, the US cut tax rates, regulation, and non-
defense spending, while running a tight money policy.

The economic horse accelerated, not by jacking it up with
steroids, but by making the jockey (the size of government it
must carry) lighter.

Looking at it this way explains slow growth in the past
decade. Federal spending (excluding national defense and net
interest) averaged 13.3% of GDP in both the 1980s and the
1990s. But in the 2000s, it averaged 14.2% of GDP and in the
2010s it averaged 16.2%. Every one of the additional dollars the
government spent sucked resources out of the private sector,
allocating them the way politicians wanted, rather than through
voluntary private exchange. That made the economy less
efficient and less able to grow.

In other words, the jockey got fat and weighed down the
horse. If they truly want faster growth, policymakers need to
focus on slimming down the government, not growing it under
Tax cuts and
regulatory relief help. More spending, more bank regulation and
negative interest rates have failed to produce results. If we want
3-4% real growth in the future, spending restraint is the answer.
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Enclosure #3

Recession: Probably Not. Accelerating Economy: Probably Yes.

In our last edition, I focused on the plethora of scary economic headlines about an
eminent recession. The conclusion: excessive pessimism in bullish. When written, the
DOW was 26,800. As of December 19th, 2019 the Dow stands at 28,300. We reiterate
that we see excessive pessimism as bullish.

One way we can monitor the economy is to view the couple of dozen monthly reports
from the Government and private sources that are released each month. These releases
allow us have a finger on the pulse of the economy. Data from November 2019 indicated
to us that the economy’s growth is accelerating again! Here’s what we see:

In early November, the Federal Reserve Bank of Atlanta estimated GDP growth for the
current quarter should be a positive 0.5%. In mid-December they have raised their
estimate to a full 2% growth. This is quite a jump.

Housing Starts after more than a year of soft growth has accelerated in the last few
months (National Association of Homebuilders). Over the last few years, homebuilding
trailed the growth in the population. Accelerating housing construction is a natural
response to pent of demand. Building more houses creates even more jobs created.

Wage increases for 2019 are exceeding 4% (ADP Research). Considering that inflation as
near 1.5% we see this as a sign that the “Wealth Creation Wave” is very healthy. And, the
largest wage growth is seen in blue collar jobs like construction and manufacturing.

Confidence in the economy is near all-time highs. Whether it be consumer confidence
(Univ. of Michigan survey) or small business confidence (National Federation of
Independent Business NFIB survey), confidence in the economy keeps rising.

The number of available jobs exceeds the number of people seeking work! Each month
the Job Openings and Labor Turnover Survey or JOLTS documents available jobs. In
November 2018, there were approximately 6.7mm jobs available. In November 2019
this number rose to approximately 7.3mm jobs. This number has a huge impact on
wages as there are only approximately 4.5mm people seeking work.

When added up, we see the economy in 2020 on the brink of accelerating GDP growth.
NOT on the brink of recession. We repeat: excessive pessimism is bullish. We expect the
stock market to do well in 2020.

Happy New Year.



