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“Best Investment Firm” in  

the 2019 South Bend Tribune 

Readers’ Choice awards.

Thank you for voting for us!

“Thank You To All Who Voted!”

For over 155 years, 1st Source has offered clients a convenient and friendly way to bank. Since 
the1930s, we have helped clients with their trust and investment needs by partnering with them 
to understand their goals and developing plans to reach them. Our mission is to help our clients 
achieve security, build wealth and realize their dreams.
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Paul W. Gifford, Jr., CFA, Chief Investment Officer 

STARTING POINTS
What a decade! From the end of the Great Recession to the longest post-war economic 
expansion—we’ve come a long way. Before looking ahead to what the 2020s might bring, we 
took a brief look back at the last decade from a financial perspective. 

The last ten years have been good for most traditional investments such as stocks and bonds. 
Even gold had a positive decade (just not as good as stocks and bonds). Areas that suffered 
negative performance for the 10-year period included commodities such as oil, corn and wheat.

The question now is, can the investment performance of the 2010s carry on through the 2020s? 
As recently as the 1980s and 1990s, we had two consecutive decades of very good investment 
returns. So, another good decade is historically possible! In past cycles, investments in stocks 
and bonds have had periods of very low or even negative returns. We think that is unlikely to 
change and high returns will be difficult to replicate in the 2020s. 

As we close out the decade, elevated starting points for stock prices and low yields on fixed-
income investments are challenges to another decade of good performance. A good starting point 
today is fixed-income yields. For example, the yields of most U.S. Treasury securities are below 
2 percent today and government bonds of many developed countries have negative yields. 

01/01/2010 11/21/2019
Dow Jones (price only) 12,388.52 27,848.27
S&P 500 Index (price only) 1,123.58 3,103.54

Federal debt $14 Trillion $23 Trillion

10-year Treasury yields 3.73% 1.77%

S&P 500 Earnings per share $60.56 $164.00

MSCI EAFE Index (price only) 1,580.77 1,963.04
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As a result, earning even a modest 3-4 percent 
from bond investments will be difficult. 

Various U.S. stock indices were trading at 17 
to 20 times company earnings, on average, 
which is modestly over the historical mean 
of 16 for the price/earnings (P/E) ratio. 
Company earnings need to continue growing 
at a reasonable pace to justify these higher 
multiples of earnings. Changes in bond yields 
could help or hurt this as well. International 
and emerging-market stocks have lower P/Es 
than those of U.S. stocks, so investing overseas 
could be a way for investors to improve their 
returns in the years ahead.

We still believe the 2020s will offer the 
potential for investors to see good returns from 
their stock and fixed-income investments, but 
given the starting points (mature bull market 
and low bond yields), we expect achieving 
them will be challenging.

To help make sense of the investment 
landscape going into the 2020s, this year’s 
Outlook has some additional features. Starting 
with the title, The Market Share. Late in 
the summer of 2019, we began sending The 
Market Share email newsletter to update our 
clients on various investment markets and 
answer some of their most common questions. 
If you would like to receive The Market Share 
email newsletter, send an email request to 
wealthadvisory@1stsource.com and watch 
your inbox. This year, we decided to join those 
communications with our annual investment 
outlook. Here you will find more articles with 
shorter commentary on specific topics to help 
us better tell the story.

Regardless of what the markets are doing, we 
will be your partner, helping and advising as 
you achieve financial security, build wealth 
and realize your dreams.

“can the investment 
performance of the 2010s carry 

on through the 2020s?”
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The start of the 2020s will be quite a bit 
different than the start of the last decade. 
Going into 2010, the U.S. was at the beginning 
of an economic expansion. In 2020, the U.S. 
will be much later in the economic cycle. 
The chart below shows that the current U.S. 
economic expansion is the longest in the 
last 165 years. One of the core tenets of 
1st Source’s investment philosophy is that 
economies move in cycles. We know that 
at some point there will be an economic 
recession. During much of 2019, the odds of 
a recession were relatively low. As we end 
the year and start the new year, those odds 
have increased. Issues of concern to investors 
include growing trade-war tensions, slowing 
economies globally, negative interest rates 
in many countries during the year, and an 

inverted yield curve that occurred briefly in the 
U.S. (the yield on a long-term U.S. Treasury 
was lower than the yield on a short-term U.S. 
Treasury). An inverted yield curve is thought 
to be a harbinger of recession. 

Most of us remember (sometimes with pain), 
the “Great Recession” of 2007-2009. The 
severity of that recession was more of an 
exception than a rule for recessions. Most 
economists define a recession as a decline 
in gross domestic product (GDP) for two or 
more consecutive quarters. Looking ahead, 
we would not expect a repeat of the Great 
Recession, but we would expect something 
milder in terms of economic activity 
contracting and stock market prices declining.

THE ECONOMY

U.S. economic expansion finally vaults over 1990s boom in duration
Cumulative months of economic growth from recession trough

Post-crisis economic 
expansion since

June 2009 hits record
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Our process of combining 

a client’s assets from 

multiple accounts and/

or managers to provide 

them with one holistic 

picture of their investments. 

Using Morningstar Direct, 

we analyze portfolios to 

ensure the combined mix 

of assets are working in 

conjunction with the client’s 

risk tolerance and goals. 

This tool allows us to identify 

a possible underweight 

or overweight in certain 

asset classes, industries or 

individual securities. 

INVESTMENT 
AGGREGATION 
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Our belief that the next recession will be more 
mild than the last one is based on the following 
observations: the financial industry is much 
healthier today, bank balance sheets and capital 
requirements have been strengthened (to 
help them better weather the next economic 
downturn), U.S. consumers are in better 
financial condition, and corporate cash flow 
appears to be strong. Historically, recessions 
have occurred when there have been excesses 
in the economy, such as a surplus of autos 
being built, an abundance of credit readily 
available and the development of asset bubbles 
(i.e. the “dot.com” mania for technology stocks 
in the late 1990s, and the housing boom that 
led to the Great Recession). As we enter 2020, 
we do not see the types of excesses that have 
led to the economic recessions of the past. 
This aligns with our expectation that when a 
recession does occur, it will be more moderate.
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Fiscal deficits and government debt are two 
separate things and two separate issues. 
Ongoing fiscal deficits have led to the 
substantial amount of fiscal debt currently 
being carried by the United States—along 
with many other developed and emerging 
nations. Fiscal deficits are simply government 
expenses that exceed government income. 
For the U.S., this was $984 billion for the 12 
months ending September 30th. The United 
States is at the peak of a business cycle—
economic output has never been greater—but 
the country’s fiscal deficit, for the 12-month 
period ending September 30th, is at the 
highest level since 2012 and the debt-to-GDP 
ratio has been at concerning levels since 2009 
(presently at 106 percent). 

Should we even care? The answer to that 
is two-fold. Fiscal deficits and growing 
government debt have minimal short-term 
impact on the stock markets because stock 
prices respond more to companies’ revenue 

and earnings growth, innovation and the 
expertise of the companies’ management 
teams. However, fiscal deficits and ballooning 
amounts of government debt will start to 
impact the economy in the long term and will 
ultimately affect the stock market. We see this 
as becoming an issue much further down the 
road, but it will be an issue in the U.S. (and in 
most developed nations) unless legislators get 
serious about fiscal policy. What could happen 
down the road? We could see higher marginal 
and corporate tax rates, a big cut in the estate 
tax exemption, cuts to important social welfare 
programs and defense spending, as well as hits 
to other significant parts of the U.S. economy. 
The United States’ economy is driven by the 
private sector, but the government provides 
a catalyst and stability that the private sector 
cannot always deliver.

It takes a budget surplus to start paying down 
debt. It is the same for governments as for 
us as individuals. For governments to have 

Erik D. Clapsaddle, CFA, Vice President and Senior Fixed Income Manager

FISCAL DEFICITS AND DEBT:
How much should we care?

LET’S LOOK 
AT 2020



PORTFOLIO 
ANALYSIS

Utilizing both internal 

and third-party research 

tools, the investment team 

can constantly monitor 

and evaluate our mix of 

investments. Recently, 

it was identified that the 

addition of the SPDR S&P 

Dividend ETF (Ticker: SDY) 

historically improved the 

downside capture ratio in 

equity portfolios (a measure 

of how much downside a 

portfolio experiences in 

relation to its benchmark) 

by 472 basis points from 

103.28% to 98.56%. SDY’s 

increased exposure to 

dividend-paying stocks in 

the real estate and utilities 

sector led the fund to 

outperform the S&P 500 

by 5.55% in the 4th quarter 

of 2018, a time when most 

stocks markets fell by 20% 

or more.
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Erik D. Clapsaddle, CFA, Vice President and Senior Fixed Income Manager

FISCAL DEFICITS AND DEBT:
How much should we care?

debt is normal and necessary. Governments issue 
bonds, which are debt obligations, to provide the 
liquidity they need and to fund infrastructure and 
other projects. From an investment standpoint, 
government bonds offer a way for fixed-income 
investors, both individual and institutional, to 
invest their money in safe (U.S. Treasury securities 
are considered to be free of credit risk) and liquid 
securities. Very few governments have been 
fiscally responsible for long periods of time. Some 
of the most recent examples of an over-indebted 
country and territory that have faced trouble are 
Greece and Puerto Rico and we see Italy as being 
on the brink. We recognize that for the good of 
their economies, all governments must eventually 
be fiscally responsible or they will take an 
economic backseat to those that are.
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Rob Romano, CFA, Vice President and Director of Research

EQUITY MARKETS
After a volatile and disappointing finish to 
2018, U.S. equity markets rallied in 2019, 
posting the best three-quarter start to the 
year since 1997. The fourth quarter of 2018 
was tumultuous. At one point, the S&P 500 
Index was down 20 percent from its high 
and ended the final three months of the 
year down 14 percent. In addition, investor 
sentiment (which we track very closely) 
became extremely negative toward the end 
of 2018. As such, only 5 percent of investors 
were bullish on the equity markets—one of 
the lowest readings since 2008. Another sign 
investors were overly pessimistic was the 
withdrawal of $85 billion from the equity 
markets in December 2018—the most since 
2008. The rebound in equity prices in 2019 
was driven by several factors which included 
attractive valuations for companies. Also, the 
pivot by the U.S. Federal Reserve (Fed) from 
raising interest rates to being more patient 
and data dependent contributed. Comments 
from Fed Chairman Jerome Powell to 
reassure equity investors that the Fed would 

be flexible, when it came to reducing its 
balance sheet, helped the rebound.

In the third quarter of 2019, corporate profits 
fell 2 percent year-over-year and analysts 
reduced their expectations significantly for the 
fourth quarter. A profit recession is possible 
with lower earnings coming from energy 
companies and large multinationals that have 
exposure to Europe and China. The trade 
conflict between the U.S. and China further 
exacerbates the slowdown in corporate profits 
at many industrial, technology and material 
companies. The U.S. exports $150 billion of 
goods to China, which is less than 1 percent of 
our GDP. In turn, China exports $550 billion of 
goods to the U.S., which is roughly 18 percent 
of their GDP. While the U.S. economy appears 
to be more insulated than the economies 
of other countries, the loss of business 
confidence and the increased uncertainty in 
the macro environment is causing businesses 
to rein in capital spending, further pressuring 
corporate profits. Monetary policy has shifted 
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Russell 3000 Value Total Return Level % Change
Russell 3000 Growth Total Return Level % Change
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Value vs. Growth

dramatically in the past nine months. In 
December 2018, more than half of the world’s 
central banks were tightening monetary policy 
by raising interest rates. In the past six months, 
more than 35 percent of central banks globally 
have lowered interest rates—some deeper 
into negative territory. We believe the recent 
monetary easing provided by central banks 
throughout the world may help reduce the risk 
of an extended decline in corporate profits.

Growth stocks continued their leadership 
over value stocks for the 10-year period 
ending October 31, 2019. The average annual 
return for growth stocks in the Russell 1000 
Growth Index was 15.4 percent, versus 12.0 
percent for value stocks in the Russell 1000 
Value Index. Growth stocks have done well 
over the past decade because investors have 
been attracted to companies with organic 
growth and tailwinds during a period of 
below-trend, global economic growth. More 
recently, the information technology sector 
and communication services sector contributed 

more than 70 percent to the S&P 500’s 
return for July and 40 percent for the first 
seven months of 2019, according to Howard 
Silverblatt of S&P 500 Dow Jones Indices. The 
period of out-performance by growth stocks 
over value stocks is the longest on record and 
dates back to the market lows in March 2009. 
Value stocks can be divided into two types: 
cyclical value and defensive value. Cyclical 
value stocks are found in the financial and 
energy sectors, while defensive value stocks 
are those of consumer staples, real estate and 
utilities companies. Cyclical value stocks have 
materially underperformed for several years. 
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Within the S&P 500 Index as of October 31, 
2019, the average annual 10-year return was 
2.9 percent for the energy sector and 11.6 
percent for the financial sector versus 13.7 
percent for the S&P 500 as a whole. The 
defensive value group performed better with 
real estate and utilities companies benefiting 
from lower interest rates. Valuations within 
the real estate and utilities sectors now appear 
extended with price/earnings (P/E) ratios at the 
higher end of the historical range. We maintain 
an overweight to growth stocks compared to 
value stocks, but we remain watchful for any 
catalyst which could alter this trend of out-
performance by growth stocks.

We believe equity markets are fairly valued 
based on a projected $164 in earnings per 
share for the S&P 500 and by applying a 18x 
price to earnings multiple, which equates to 
a target level of roughly 2,950 points for the 
S&P 500. There are pockets of over-valuation 

mainly in recent initial public offerings (IPOs) 
and in a few internet and software companies 
tied to cloud computing. Equity performance 
for 2019 year-to-date was driven primarily by 
the expansion of P/E multiples as corporate 
earnings growth has been minimal. On a 
relative valuation basis versus interest rates, 
the equity market looks attractive against 
the 1.77 percent yield for the 10-year U.S. 
Treasury bond. Currently, 61 percent of S&P 
500 stocks have dividend yields greater than 
that of the 10-year Treasury bond, reducing 
the attractiveness of bonds relative to stocks 
as income generators. We believe this mature 
bull market in stocks still has potential upside 
given recent monetary accommodations by the 
Fed and historically low interest rates, though 
returns going forward are likely to be below 
historical averages.



Historically, almost one-third of minor dips became moderate corrections, which NDR defines 
as a peak-to-trough decline of 10 percent or more. These corrections have taken place a bit more 
than once per year, on average, since 1928. 

As the chart above indicates, the move from a moderate to a severe correction (declines of 15 
percent or more) has occurred 45 percent of the time historically, with an average frequency of 
one occurrence every two years. There have been only three such episodes since 2010, the most 
recent one taking place in the fourth quarter of last year. 
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Average number of occurrences per year
Chance of a decline moving to the next stage (%)

S&P 500 Index price declines
(1/1/1928 - 9/30/2019)
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Data are computed from the S&P 500 Index since 1957 and S&P 90 Index from 1926 to 1957. Data before 1926 are from Cowles and Associates, interpolated by Professor Robert 
Shiller from annual data. Index returns are for illustrative purposes only and do not represent actual fund performance. Index returns do not reflect any management fees, 
transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. Past performance does not guarantee future results.
 

MARKET CORRECTIONS: 
THE RECORD
Dips of 5 percent or more in the S&P 500 Index (price only) happen frequently, averaging 
between three and four times per year over the past 91 years, according to a study conducted by 
Ned Davis Research (NDR). 

This year, there have been two dips so far. The first came in the May-to-June period. The second 
was the S&P 500 Index (price only) declining from its daily closing high of 3,025.86 points on 
July 26th to 2,840.60 on August 14th.



The year of 2019 saw new records set in the 
financial markets, including an all-time high in 
the S&P 500 and an all-time low in the 30-year 
U.S. Treasury bond yield. However, The most 
mind-boggling of all was the $17 trillion of 
bonds around the world with negative yields. 
More specifically, bonds with negative yields 
are concentrated in Japan, the Eurozone and 
Switzerland where central banks are buying 
the majority of government debt and plenty 
of corporate debt. At one point this year, the 
30-year Swiss government bond was yielding 
-0.67 percent. In Denmark, a bank was offering 
10-year mortgages at a negative interest rate 
of -0.50 percent. In Europe, investors have 
been buying junk bonds (non-investment grade 
corporate debt) with negative yields. These 

conditions are hard to come to grips with—
borrowers are getting paid to borrow money 
and lenders are paying to loan them money. 

Watching the plethora of media reports about 
negative interest rates, you may have asked 
yourself, “Why is this happening?” We 
understand why countries’ central banks have 
lowered interest rates into negative territory, 
but we are quite skeptical about whether 
these actions will have the desired result of 
strengthening economic growth and moving 
inflation closer to their target rate. Moreover, 
negative interest rates may have undesirable 
consequences for financial institutions (a 
cornerstone of all developed economies). 
This policy will likely create asset bubbles 
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FIXED INCOME: 
Negative yields
By Erik D. Clapsaddle, CFA
Vice President and Senior Fixed Income Manager
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due to easy financing, and will eliminate the 
possibility of decent, risk-free returns on the 
savings of individuals and businesses. 

We believe negative-yielding bonds have 
become something slightly short of a 
boondoggle. Central banks around the globe 
have continued to issue bonds with negative 
yields and yet their economies are barely 
growing and/or have decelerated quickly. 
Some bond market watchers believe that 
negative yields will eventually find their way 
into the United States (we doubt that, despite 
the benefits negative interest rates would 
offer to our highly indebted nation). The U.S. 
Federal Reserve has witnessed firsthand the 
lack of effectiveness that negative yields have 

had in many countries around the world. We 
believe the detrimental effect that negative 
interest rates would have on savers and 
financial institutions in this country should be 
at the forefront of all Fed thinking and should 
keep the Fed from moving forward with such 
absurd policy. Then again, Alan Greenspan, 
former Chairman of the Federal Reserve, 
stated “You’re seeing it (negative interest rates) 
pretty much throughout the world. It’s only a 
matter of time before it’s more in the United 
States.” In September, current Fed Chairman 
Jerome Powell stated, “I do not think we’d be 
looking at using negative rates.” We agree with 
Chairman Powell. 

“borrowers are getting paid to 
borrow money and lenders are 
paying to loan them money.” 



THE ELECTION 
AND THE MARKET

As 2019 comes to an end, the U.S. election cycle is already in swing. It is too early to make any 
predictions, but it’s interesting to see how the Dow Jones performed during an election year over 
the past 29 presidential elections.

The graph above illustrates the year when the incumbent party won, when they lost, and the 
average. Historically, when the incumbent party retains the presidency, it is favorable to equity 
markets as change in leadership typically causes markets to be nervous about policy changes. 
One additional interesting point is that in late September or early October the market has 
historically dropped in anticipation of a change in leadership. 

History also reminds us that it really doesn’t matter who is in office when it comes to investing. 
However, you can be sure the election will continue to be present in our communications with 
you throughout 2020. 

Dow Industrials: Election-Year Cycle (Incumbent Party Wins vs. Losses)

All Elections
Incumbent Party Wins
Incumbent Party Losses

Plotted lines are average cycle patterns based on 
daily data from 1900 through 2016
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THE ELECTION 
AND THE MARKET

As mentioned in last year’s Outlook, we 
started to position our clients’ portfolios 
more defensively by looking at where we 
could reduce risk. In our stock portfolios, we  
analyzed the mix of holdings and implemented 
changes to reduce risk by selling stocks and re-
balancing holdings. Another way we reduced 
risk is by decreasing exposure to growth-
oriented stocks and reinvesting the proceeds 
into more conservative sectors that pay higher 
dividends. One fund we invested in is the 
SPDR® S&P Dividend ETF. The fund holds 
stocks that have increased their dividends for 
at least 20 consecutive years. The fund has 
historically performed better when equity 
markets are falling and provides greater 
income than many of today’s bonds. We also 
worked to increase credit quality in portfolios 
by lowering the allocation of holdings in high-
yield bonds. Lastly, the majority of our client 

accounts today have larger cash balances today 
than they have had over the past 10 years. 

As we finish the 2010s and start the 2020s, 
we continue—just like we have for the past 
156 years—working closely with our clients 
and helping them meet to their wealth-
building needs. 1st Source has managed 
investments through the Great Depression, 
the Great Recession, two world wars and 
numerous bull and bear markets. As we enter 
this new decade, we will continue working 
to understand our clients’ financial goals. 
We strive to uncover the risks involved in 
current and new investment opportunities, 
as well as manage investments in an ever-
changing environment. Our Wealth Advisory 
Services team looks forward to serving the 
investment needs of individuals and families 
for generations to come.

POSITIONING FOR 2020
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• Our investment philosophy is focused on 

the needs and objectives of our clients.

• We place a high value on long-term 

consistent investment returns.

• We believe in broad diversification as 

a way to manage risk, grow assets and 

preserve wealth within each client’s 

investment portfolio.

• Economic and financial markets are 

cyclical. Therefore, we believe value can 

be added through tactical adjustments to a 

portfolio’s asset allocation.

• We track measures of investor sentiment 

to look for indicators which help us make 

prudent investment decisions on behalf of 

our clients.

OUR 
INVESTMENT 
PHILOSOPHY



1st SOURCE CORPORATION
INVESTMENT ADVISORS, INC.

Jon Cisna; Sam Sweeney; Rob Romano, CFA; Jason Cooper, MBA;
Paul Gifford, Jr., CFA; Jackie Kronewitter, CRSP; Marie Alvarez;

Erik Clapsaddle, CFA, CFP®; Chris Davis, MBA; Noreen Kazi, MBA.
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Wealth Advisory Services has ten staff members on the 1st Source Corporation Investment 
Advisors, Inc. team. Together, we offer nearly 200 years of combined professional experience. 
Three of our investment staff members have the CFA (Chartered Financial Analyst) designation, 
one staff member has the CFP® (Certified Financial PlannerTM) designation and one staff member 
has the CRSP (Certified Retirement Services Professional) designation.



INDIANA
Elkhart
574 295-4392

Fort Wayne
260 969-2273

Lafayette
765 807-2590

South Bend
574 235-2790

Valparaiso
219 476-2935

Warsaw
574 268-1229

MICHIGAN
Niles
269 687-6809

St. Joseph
269 982-2806

Kalamazoo
269 492-5050

FLORIDA
Sarasota
941 554-2605

Investment and insurance products are not insured by the FDIC or by any other government agency, are not
deposits or obligations of, or guaranteed by 1st Source Bank, and may involve risk, including loss of value.

1stsource.com/was  |  800 882-6935


