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Happy New Year to all our clients and friends of MCM.  January 2020 marks the 30th 
anniversary of McDonald Capital Management and our quest to provide institutional 
quality investment management to the retail investor. I am humbled at this longevity and 
the trust our clients have shown over the 
years.  We look forward to many more! 
 
MARKET OVERVIEW 
They say history doesn’t repeat but rhymes. The 
scenario that played out in 2019 was almost the 
same as in 2017.  Strong returns in the fourth 
quarter that extended the yearlong rally after a 
year of crashing oil prices and emerging market 
despair were present in both years. The Trump 
RISK ON trade continued as large capitalization 
stocks (large caps) outperformed smaller firms 
globally as money flowed into large passive index 
funds that hold the biggest companies.   
 
The markets have climbed a “wall of worry” over 
the past 12 months that included such potential 
troubles as: Brexit, Fed tightening (then easing), 
trade wars, Iran, Turkey, Impeachment, and now, Coronavirus!    
 
Large cap stocks have continued to outperform smaller stocks and we are witnessing a “winner 
take all” mentality in the market. Just 4 stocks (MSFT, AAPL, AMZN, GOOGL) have supplied 
almost 70 percent of the 2020 YTD market move. These stocks are the dominant position in most 
funds and continue to keep getting more and more investment flow.  Also, the new investment 
craze of ESG investing (environmental, social & governance) is dominated by the mega tech 
names. Much of this outperformance is warranted by the dominant economic footprint of these 
tech giants as they gobble up more and more of the consumer and business spending.  Further, 
according to Leuthold research, 35% of the Russell 2000 index ( a commonly used measure of 
small stocks) are losing money compared to just 6% for the S&P 500 index. To make up for the 
large stock advantage, many small firms are borrowing more and more money to keep running in 
place as seen in the increase in debt numbers.  
 
According to Leuthold Research, the NASDAQ 100 (the largest stocks) has already beaten 
the NYSE Composite by 7 percent THIS YEAR.  In 2000, the difference was 8 percent.  (See 
Chart on next page) 

Market Sector Returns 4Q 
2019 

2019 2018 

S&P 500 (total return) 9.1 31.5 -4.4 
DJIA (total return) 6.7 25.3 -3.5 
NASDAQ Composite 12.5 36.7 -2.8 

Russell 2000 (small cap) 9.9 25.5 -11.0 
EAFE (International) 8.2 22.0 -13.8 

MSCI AC World 8.9 26.6 -9.4 
MSCI Emerging Mkts 11.8 18.4 -14.6 

US Aggregate 0.2 8.7 0.0 
US Treasury -0.8 6.9 0.9 

Municipal Bonds (20 yr) 0.7 7.5 1.3 
US Inv. Grade Corp 1.2 14.5 -2.5 

High Yield Bonds (“Junk”) 2.6 14.3 -2.1 
Gold 2.0 18.4 -0.9 

WTI Crude 13.0 35.3 -25.3 
BBerg Commodity 4.4 7.7 -11.2 
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Then, we get to Tesla, the poster child 
for speculation in the past 5 months. 
Tesla is acting like a 2000 “dot-com” 
stock from 20 years ago.  TSLA is up 
130% since December 1, 2019 and 
85% this year alone!  A year ago, 
there was serious concern about the 
company going bankrupt!  TSLA is 
the ultimate “story stock” that is, the 
product is aspirational and in limited 
supply, the “potential” market is 
substantial with first mover advantage 
and according to people smarter than 
yours truly, the data they collect from 
their different businesses will be 
worth huge amounts of money in the 
future. These are all facts that are 
legitimate reasons to own the stock. 
The question is, “how much of this is 

already priced into the stock?”  We probably won’t know this until it is too late…… 
 
Valuations and Expected Returns 
Investors can argue about what to expect in 
the next few months but there is one fact that 
is difficult to argue: Asset prices are elevated 
to the point that most are pricing in low 
returns for the future based on almost every 
fundamental metric you choose. The 
following chart from Goldman Sachs 
highlights the current valuation metrics and 
where they stack up versus history.  As you 
can see, most all are above 90 percent of ALL 
prior observations.  While this does not 
forecast an immediate problem, it is difficult 
to ignore historical precedents when 
committing new capital to risk. 
 
 
 
 
Fed Policy 
As most of you know, we have been advocating for several years that the Federal Reserve will 
have a difficult time raising short term interest rates very aggressively and that longer term rates 
will remain “lower for longer.”  Last December’s Fed “pivot” (in which they promptly reversed 
their mission of slowly raising rates to a more “normal” level) greatly influenced the stock, bond 
and real estate markets in 2020.    
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While the economy has continued to chug along surprising many along the way, something else 
has taken off like an Elon Musk rocket, CORPORATE DEBT. The Fed started extraordinary 
monetary policy post 2009 in order to enable American consumers (and corporations) to de-lever 
their balance sheets. The idea was that if interest rates came down, housing prices (and other 
assets) values would rise and give lenders a reason and ability to refinance debts to keep many out 
of bankruptcy.  That worked for the consumer and now, consumer debt as a percent of GDP is 
lower than it was in 2008.  However, Corporate Debt as a percentage of GDP is higher than ever 
in historical terms but due to low interest rates, corporate interest expense is as low since the 
1960s.  

2020 OUTLOOK 

The 2020 earnings growth 
rate should show 
improvement over the 2019 
figures (according to Zack’s 
Research in chart below).  
The big question will be if 
the coronavirus slows the 
world economy below its 
current level.  Equity is 
richly priced so good 
earnings are needed to keep 
the optimism going.   
 
 
Thanks to all that attended our 2020 Insight program. We had a great crowd and appreciate a the 
participation.  Please call the office to set up an appointment to discuss your portfolio and to 
update your investment objectives.  We are here to grow and protect your wealth.  Do not hesitate 
to call with any questions and/or concerns.  We always look forward to hearing from you.  
 
Eric McDonald, CFA 
MCDONALD CAPITAL MANAGEMENT 
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