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TACTICAL STRATEGY

With 2019 now in the history books, equities again outper-
formed fixed-income instruments. For the year, the S&P 
500 generated a 31.5% total return, while bonds advanced 
9.2%. Global stocks lagged domestic stocks, but still rose 
18.4% for the year.
 Looking ahead, we continue to favor U.S. stocks, 
and we expect equities to again benefit from economic and 
market trends that indicate core U.S. GDP is growing at a 
2.0% rate, give or take 50 basis points; real interest rates 
will remain low on an historical basis in 2020; and stock 
valuations remain reasonable. As such, we are focused 
toward the high end of our asset-allocation range to equities.
 Risks to our outlook include uncertain conditions in 
key emerging economies, including China; inflation trends; 
Brexit and the euro; the volatile price of oil; the Federal 
Reserve; President Trump and his often unpredictable 
statements and decisions; the potential for geopolitical 
tensions in North Korea, Russia and the Mideast; and asset 
valuation levels. 
 Drilling down to stocks, small-caps had a strong 
year, but still underperformed large-caps in 2019. On 
valuation, the gap between large- and small-caps is in the 
normal range, based on our review of trends in P/E ratios, 
price/sales ratios and dividend yields. Our recommended 
exposure to small- and mid-caps is now 15% of equity al-
location, in line with the benchmark weighting. In terms of 
growth and value, growth once again outperformed value. 
We expect mid- to high-single-digit earnings growth in 2020, 

which should favor growth. Moving to the international 
arena, U.S. stocks have outperformed global stocks over 
the trailing one- and five-year periods. We expect this 
trend to continue over the long term, given volatile global 
economic and currency conditions. That said, international 
stocks offer favorable near-term valuations. 
 In fixed income, we look for the 10-year U.S. 
government Treasury bond yield to fluctuate within a 
fundamental range of 1.40%-2.50% in 2020. The cur-
rent long-bond yield is 1.8%, down from the 3.10% level 
touched in fall 2018 and below the midpoint of our range. 
After three rate cuts in 2019, we now expect the Fed to 
stay on the sidelines in 2020. Within the fixed-income 
segment of portfolios, investors have options ranging 
from government to corporate to foreign to asset-backed 
securities, among others. We currently favor U.S. Trea-
suries for the core of a portfolio. After a long narrowing in 
credit spreads, corporate bonds are less attractive and 
we would underweight them and add to securitized-debt 
securities. Inflation-protection is less of an emphasis given 
current conditions.
 Turning to commodities, we expect that a global 
economic recovery, led by Emerging Markets, can result 
in stability for commodities including oil, gold, metals and 
agriculture. However, as long as trade talks dominate the 
headlines, commodities will be under pressure, though 
gold could emerge as a safe haven. We think commodities 
should constitute up to 3%-5% of an Aggressive portfolio.
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Asset Category Asset Type Asset Class

Core Fixed Income 6.1%

Bonds Inflation-Indexed Bonds 0.0%

Opportunistic Fixed Income 9.6%
Cash Cash 2.3%

US Large Stocks 48.1%

Intl Large Stocks 11.0%

US Small Stocks 11.0%

Emerging Markets Stocks 5.3%

Commodities 4.1%
Real Estate 2.5%
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PORTFOLIO CHANGES
In Equities, given the recent rally in stocks even as earnings 
growth has been slow, we continue to favor min-vol and are 
moving more assets into our recently added min-vol ETF. 
Within Fixed Income, we are lowering our allocation to the 
Core segment and adding to Opportunistic, to better align 
with our Asset Allocation recommendation.

BUYS:
iShares Edge MSCI Min Vol USA ETF (USMV) 

iShares MBS ETF ETF (MBB) 
iShares iBoxx $ High Yield Corporate Bond ETF (HYG) 

SELLS:
Invesco S&P 500 Low Volatility ETF (SPLV) 

iShares 3-7 Year Treasury Bond ETF (IEI) 
iShares Core US Aggregate Bond ETF (AGG) 

QUARTERLY RETURN NOTES PERFORMANCE DRIVERS
During 4Q19, the portfolio gained 5.9%. The S&P 500 rose 
9.1%, with dividends, while the MSCI EAFE advanced 
7.8% and the Bloomberg Barclays U.S. Aggregate Bond 
Index was flat.
 On the risk side, the portfolio exhibited more-fa-
vorable risk characteristics than the equity benchmark. 
The average monthly return for the portfolio over the trail-
ing 12 months was 1.8%, compared to an average monthly 
return of 2.4% for the S&P 500. The standard deviation of 
the monthly returns over the trailing 12 months was 2.9 
for the portfolio, compared to 3.7 for the S&P 500.

The ETF holdings that were the top contributors to returns 
in 4Q19 were:
* Vanguard Information Tech ETF
* SPDR S&P 500 ETF Trust

The ETF holdings that contributed the least or most nega-
tively affected the model portfolio during the period were:
* iShares Core Total US Bond Market ETF
* iShares 3-7 Year Treasury Bond ETF
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Argus Research Co. (ARC) is an independent investment research provider whose parent company, Argus Investors’ Counsel, Inc. (AIC), is 
registered with the U.S. Securities and Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. 
Neither The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer 
and does not have investment banking operations. The Argus trademark, service mark and logo are the intellectual property of The Argus Re-
search Group, Inc. The information contained in this research report is produced and copyrighted by Argus Research Co., and any unauthorized 
use, duplication, redistribution or disclosure is prohibited by law and can result in prosecution. The content of this report may be derived from 
Argus research reports, notes, or analyses. The opinions and information contained herein have been obtained or derived from sources believed 
to be reliable, but Argus makes no representation as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. 
This report is not an offer to sell or a solicitation of an offer to buy any security. The information and material presented in this report are for 
general information only and do not specifically address individual investment objectives, financial situations or the particular needs of any 
specific person who may receive this report. Investing in any security or investment strategies discussed may not be suitable for you and it is 
recommended that you consult an independent investment advisor. Nothing in this report constitutes individual investment, legal or tax advice. 
Argus may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those represented in this 
report, and all opinions are reflective of judgments made on the original date of publication. Argus is under no obligation to ensure that other 
reports are brought to the attention of any recipient of this report. Argus shall accept no liability for any loss arising from the use of this report, 
nor shall Argus treat all recipients of this report as customers simply by virtue of their receipt of this material. Investments involve risk and an 
investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future performance. Argus has 
provided independent research since 1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of covered companies, or may own more than 
one percent of a covered company’s stock. Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, 
is a customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research Co. for research used in the 
management of the AIC core equity strategy and model portfolio and UIT products, and has the same access to Argus Research Co. reports as 
other customers. However, clients and prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus 
Research Group, have certain employees in common, including those with both research and portfolio management responsibilities, and that Ar-
gus Research Co. employees participate in the management and marketing of the AIC core equity strategy and UIT and model portfolio products. 
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