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FixatedontheConsum er

S HO R T -S IGHT ED O R P ER FECT VIS IO N IN 2020?

T hem assivedynam icsofglobalgrow thandtradew ereagaincenterstageforthequarter,butthere

w eresom eim portantdifferences.T hem arketssaw am uchim provedtonetotradeasthenew shitofat

leastapotentialcom pletiontoP haseO neofthedealw ithChinasoon.Additionally,thepositive

m om entum ontheU S M CA dealw ithChinaandm om entum w asw ellreceived.T heFederalR eserve’s

(Fed’s)ratecutsinthethirdandfourthquartershadpronouncedeffectsupontheeconom y andthe

financialm arkets. T heFedalsoindicatedthey w ouldprobably beinclinedtostay onthesidelinesfora

period,unlessprom ptedby higherinflation. T heseactionsdrovepositivebusinessm om entum ,

increasedcorporateissuance,andgenerally very positivereturnsinboththefixedincom eandequity

m arketsforthefourthquarter.

T heeconom y issom ew hatbifurcated.Businessesaredoingw ell,butnotexperiencingasm uch

m om entum asjustafterthetaxstim ulusprogram .T hedistancefrom thetax cutsis,ineffect,coolingoff

corporateearningssincem any com paniesusedtheproceedsforsharebuybacksandother

restructuring.S om ebusinessforecastingsurveyshaveshow ndeclines,includingtheInstituteofS upply

M anagem ent(IS M )m anufacturingsurvey.T hissurvey hasshow nadeclinebelow thelevelof50,w hich

indicatesnon-expansionary territory. How ever,theIS M servicessurvey hasrem ainedw ellabove50,

dem onstratingexpansionintheservicessector.T heU .S .econom y hasshiftedm oretoaservice-based

econom y overthepastdecades.

T heconsum er– responsibleforapproxim ately 70 percentoftheeconom y – rem ainsastrongbright

spot.U .S .consum erscontinuetoshow resilienceinspendingandarepropellingtheeconom y.

Confidencerem ainsstrongpartially duetothelow unem ploym entrateof3.5 percentandm oderate

w ageincreases.M ilesCapitalbelievesthatthem oderationingrow thseenin2019 isnotindicativeofan

upcom ingrecession,butw econtinuetom onitorconsum erandeconom icactivity closely.

T heFixedIncom eR ally

N O T S O FA S T A N D N O T S O FIX ED

T hefixedincom em arketshavegenerally ralliedforover30 yearsduetothecontinueddecreasesin

interestrates.W hilew ehadexpectedtherisinginterestrateperiodtolastlongertoeventually support

interestincom e,unfortunately thelow erinterestratetrendreturnedin2019 astheFederalR eserve

(Fed)pivotedintheirposturetow ardsinterestrates.T heFedlow eredinterestratesthreetim esin2019,

onceduringthefourthquarter,thenannouncedthey w ouldpause.

S horterm aturity treasury rates(shorterthan3 years)m ovedlow erforthequarterduetotheFedrate

decreases.T heoutlookforglobalgrow thim provedslightly,andtheFed’sstatedw illingnesstolet

inflationrunabovetheirlong-term targetforaperiodoftim e,helpedpushlongerinterestrateshigher,

w iththe10-yearU .S .T reasury rising24 basispointsto1.92 percent.T heincreasesinlongerrates

elim inatedpocketsofyieldcurveinversion.S horterm aturity ratesarenow nolongerhigherthanlonger

m aturity rates,w hichnorm alizestheslopeofthecurveandsom ew hatlessensconcernofapotential

econom icrecession.Fortheyear,interestratesdroppedstrongly acrosstheentirem aturity spectrum .
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T hepercentageofglobalnegativeyieldingdebtdecreasedfrom approxim ately 30 percentinthe3rd

quarterto19 percentinthe4thasglobalgrow thconcernsw ereslightly lessenedandglobalm onetary

policy rem ainedaccom m odative.Declininginterestrateshelpedtofurtherbolsterfixedincom ereturns

form ostsectorsforthefourthquarter.Absolutereturnsfortheyearforfixedincom ew ereakintosom e

positiveequity years.M any sectorsoftheinvestm entgradem arketsperform edvery w ellin2019,

includingcorporatebonds,governm ent-backedm ortgagebonds,m unicipalbonds,andtreasury

securities. T heBloom bergBarclaysAggregateBondIndex (Agg),abroadm easureoftheinvestm ent

gradetaxableU .S .Bondm arket,roseby 8.7 percentfortheyear.T heaveragereturnfortheAggindex

overthepastdecadehasbeen3.74 percent.

Gazingahead,arepeatofthisfixedincom eperform ancew illbedifficulttoachieveinin2020,solely due

tothem agnitude.Butw eatM ilesCapitalbelieveourclientscouldstillseequitereasonable

perform ancesim ply basedontheFedholdonrateactionpendinghigherinflation.

BU L L S CHAR GEIntothenew Decade

U .S .equitiesfinishedoffthefourthquarteronavery strongnote.T heS &P 500 endedthequarterup

9.07percent,w ithgainsin11 ofthefinal12 fullw eekstocapthebestyearsince2013.Inform ation

technology stockscontributed3.19 percenttothetotalreturnfortheindex,w ithApple,Inc.alone

contributing1.23 percentinthequarter.S m allCapstocksdidevenbetterthanlargecapsduringthe

quarter,up9.94 percent.Internationalequitiesalsorallied,butlaggeddom esticastheM S CIEAFE

returned8.17percent.

T heprim ary focusofthem arketsrem ainedonU .S .tradepolicy w ithChina.Aftertradetalksin

W ashingtoninO ctober,a“ P haseO ne” agreem entw asannouncedthatw ouldprovideChinasom etariff

reliefinexchangeforincreasedpurchaseofU .S .agriculturalproducts.Inm id-Decem bertheU .S .

confirm editw ouldnothitChinaw ithanew roundoftariffs.AlsoinDecem bertheU S M CA (U S -M exico-

CanadaAgreem ent)w assignedtoreplaceN AFT A,rem ovingfurtheruncertainty intheinternational

m arkets.

Earningsgrow thforthethird(m ostrecently reported)quarterw as-2.21 percentgrow thyear-over-year.

T hatisthethirdconsecutivequarterofearningsdeclines.T hisw asbetterthanfearedastheestim ated

earningsdeclinew as-3.7 percentattheendofS eptem ber.Forthenextquarter,earningsareexpected

todeclineby 1.65 percent.Giventhatallof2019 hasreturnedresultsaboveforecasts,thefourth

quarterearningscouldbeflat.How ever,earningsgrow thisexpectedtoturnaroundin2020.

P rojectionsarefor5-15 percentgrow thineachquarterof2020.

S low butsteady grow thintheU .S .,supportivem onetary policy aroundthew orld,andeasingtensions

betw eentheU .S .andChinaallindicatethat2020 couldcontinuetherally of2019.How ever,surprises

from anum berofdirectionsincludehiccupsintheChina/U .S .tradenegotiations,geopoliticaltensions,

changestoglobaleconom icm om entum ,andtheU .S .presidentialelectioncouldcause2020 tofallshort

ofexpectations.


