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As we approach year-end it’s appropriate to reflect on what’s 

taken place and how things look going into 2020.  The current 

quarter, in particular, is representative of the entire year, in that the headlines 

seem to be so negative and concerning, even as the markets and economy are 

looking pretty decent.  This quarter, we’ve been hearing non-stop about the 

impeachment proceedings and the trade talks with China.  Earlier in the year, 

we were hearing nonstop about recession fears because we’re late in the 

business cycle and the yield curve inverted.  Yet the economy is more resilient 

than its given credit for, and you could easily say the same about the equity 

markets.  Despite all of the headlines, the unemployment rate of 3.5% is back 

to 50-year lows and the S&P 500 is up over 27% year-to-date.  And that in and 

of itself has market participants nervous.  But they needn’t be. 

The Atlanta Fed’s GDPNow forecast for the fourth quarter is at 2.0%.  In mid-

November, this forecast bottomed at a mere 0.3%.  What’s changed has been 

stronger-than-

anticipated 

economic 

data.  The S&P, as 

a result, is up over 

6% for the 

quarter, but trade 

headlines have 

investors on 

edge.  How 

concerned should 

you be?  Most 

forecasts for 2020 

U.S. GDP growth 

are in the range 



of 1.75% to 2.0%.  This range is almost ideal – the Fed isn’t going to be 

inclined to raise rates unless growth and inflation expectations move 

materially higher and so it allows the expansion to continue apace.  The Fed 

has cut rates three times this year – this helped to reverse the yield curve 

inversion.  And it has indicated that any further cuts are likely on hold since 

inflation remains below target.  Other major central banks are also in easing 

mode and shoring up global economies.  Unemployment of 3.5% is close to a 

50-year low, while wages continue to grow over 3% per year. Household 

incomes are rising and consumer spending is strong.  All of this provides a 

very strong backdrop for asset prices. 

Another significant bright spot is housing.  Mortgage rates are low (below 4%) 

and income growth has improved (although home price appreciation still 

outpaces income growth).  The iShares U.S. Home Construction ETF is up over 

52% year-to-date.  And with the 10-year Treasury below 2%, the 30-year 

mortgage rate should remain attractive going into next year.  And take a look 

at the Goldman Sachs U.S. Financial Conditions Index (lower levels are better) 

below.  This weighs risk-less rates, the exchange rate, equity valuations, and 

credit spreads and shows marked improvement throughout 2019. 

U.S. Financial Conditions Index (lower levels are better) 

 

Source Bloomberg 

One area of recent economic weakness has been seen in manufacturing.  The 

ISM Manufacturing PMI has been below 50 for four consecutive months – 

meaning managers are reporting a contraction of activity.  This may be due to 

trade uncertainty, but surely the auto strike weighed heavily on this 

https://acmwealth.com/wp-content/uploads/2019/12/financial-conditions-index.png


measure.  However, the aforementioned three rate cuts took place at about 

the same time as the weakness in manufacturing, so we should see the rate 

cuts improve the outlook for manufacturing in 2020.  And the auto strike has 

ended. 

All of this indicates that the economy and equity markets are showing signs of 

real resilience even though the news headlines from Washington don’t always 

feel that way.  Rather than focusing on the headlines, concerned investors 

should be speaking with their advisors to be sure their mix of investing 

strategies matches their long-term investment objectives. 
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