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Summary

Earnings are projecied io decline
2% from a year ago in this quar-
ter. But investors expect a iurn
around in 2020 ... Why? A turn-
around is expected this year
thanks to world growth and eas-
ing trade tensions. Also, the
U.S. dollar is forecasted to fall,
which normally lifts commodity
prices, which will in turn strongly
favor worldwide growth, now
estimated to be 3%. (see chart
on back of page 2). According
to FactSet, earnings are expect
to grow 4.6% in the first quarter
and 6.4% on the 2nd quarier
over last year. An earnings pick
up ofien happens after we go
through a siower period, as was
the case in 2013 and 2016.

We had a great year but if you
look at the return for the last 2
years it's a different story. The
S&P 500 went from 2700 on Jan
1st 2018 to 3222 on Dec 31st
2019. This a gain of 522 points
or 19.3% (522 divided by 2700)
over 2 years. Over one year, this
works out to 9.6%.

This investment letter is
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4th Quarter 2019
DJIA - 28538.4 S&P 500 -3230.8 Nasdaq - 8972.6

It doesn't get much better than 2019 with the S&P posting
gains in 10 of the last 12 months. The S&P 500 posted
one of the highest yearly returns in two decades, up 31%
and the Dow was up about 25%. Stocks were less volatile
than usual. The S&P 500 largest drop peak-io-valley, was
a decline of -7%; historically the index has fallen about
-10% about once a year. Foreign markets were up over
16%.

Many investors were on edge for much of the year, wor-
ried that every pullback was a sign that the longest bull
market in history would come crashing down. There was
ample reason for concern with the yield curve inverting,
the unresolved trade war with China, the president being
impeached, and the technology industry facing greater
regulation worldwide.

To be sure, we had a great year but if you look at the re-
turn for the last 2 years it's a different story. The S&P 500
went from 2700 on Jan 1st 2018 to 3222 on Dec 31st
2019. This a gain of 522 points or 19.3% (522 divided by
2700) over 2 years. Over one year, this works out to
9.6%. (see chart on back of this page)

Record low unemployment and wage gains have carried
this economy. The consumer has money to spend and is
supporting retail sales and housing. Most indicators are
advancing or unchanged and suggest a growth rate of 2%
in 2020. World wide growih is expected to clock in around
3% in 2020.

Housing staris are up 3.2% and Builder confidence is at a
20 year high. Underpinning this real estate pick up is low
interest and inflation rates. Federal reserve chief, Jay
Powell, stated in December, "l would want to see a sig-
nificant rise in inflation that is persistent before raising
interest rates."
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OK Ken, It's Full Speed Ahead, Right?

Not exactly. | follow a number newsletters and here is what they are saying:

« Charles Akre who manages top performing, Akre Funds (AKRIX) say Stock
Valuations remain high or unconducive too generating above average long term
returns. It is unusual for this exceptional stock picker but he has 17% in CASH.

« Jim Cramer ,who is seen on Squawk Box each morning on MSBC and hosts his Mad
Money Show, is also wary of the markets. | subscribe to his service and on a recent
member only call. He advised that was waiting until the market actually comes down
to commit capital. He has been selling off small stock positions but is still 80%
invested. Basically, he likes the economy but is looking for a lower price.

< Abby Joseph Cohen of Goldman Sachs stated their forecast for the S&P 500 was
3400 and we are now within spitting distance of that now; she thinks by most
measures the market is fully valued. She spends a lot of time thinking about what
could go right and what could go wrong and currently thinks a lot more could go
wrong.

o Todd Ahisten who manages the $4 billion dollar Parnassus Equity Fund was to
the point. He thought the market was fully priced and it is a year to be more
defensive. He expects more volatility and tepid economic growth

As if to confirm the above, earnings are projected to decline 2% from a year ago in this
quarter. But investors expect a turn around in 2020 ... Why? A turnaround is expected
this year thanks to world growth and easing trade tensions. Also, the U.S. dollar is
forecasted to fall, which normally lifts commaodity prices, which will in turn strongly
favor worldwide growth, now estimated to be 3%. (see chart on back of page 2).
According to FactSet, earnings are expect to grow 4.6% in the first quarter and 6.4%
on the 2nd quarter over last year. An earnings pick up often happens after we go
through a slower period, as was the case in 2013 and 2016.

None of the above experts are negative on the economy but are concerned about high
valuations.

Conclusion

While growth may be slowing, the U.S. economy remains resilient and, as a result, we
remain bullish in our mid- to- long-term outlook on the market. We are cautious in the
near-term, viewing the market as more sellers than buyers. At the moment, as we
continue to believe that while many reasons exist for the market to continue going
higher, we acknowledge that we are coming off of a very strong 2019 and a broader
pullback would not be out of the question.

Please see atiached a Morningstar report on the T. Rowe Price Capital Appreciation
Fund (PRWCX) which has more than kept up with the market averages with less risk or

volatility.
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Address: T. Rowe Price Capital Appreciation Fund Minimum Purchase: ~ $2500 Add: $100  1RA: $1000
Baltimore MD 21202 Min Auto Inv Plan: Add: $100
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