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2020 Themes
• Geopolitical Risks & the Ongoing Expansion

• Expect the ongoing expansion to continue into the new year, despite 
fresh geopolitical risks

• The Divide of 2020, Fractured Political Landscape
• Economics matter more than politics, but key policy shifts could impact 

corporations

• Has Monetary Policy (MoPo) Lost its Mojo?
• Monetary policy is doing what it can and rates should stay lower for 

longer
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Global Growth Slowed in 2019, but Expected to Recover in 2020

Geopolitical Risks & the Ongoing Expansion

• Tensions Stir in the Middle East. Smoldering geopolitical tensions between the U.S.
and Iran burst into flame after an attack on the U.S. embassy in Baghdad and the
death of Iran’s Quds Force commander, Qassem Soleimani, last week. Domestic
markets largely shrugged off the developments, with the S&P 500 closing off the
week down ~0.7% on Friday. The energy market saw the biggest reaction, with Brent
crude oil trading higher by more than 4% over concerns of supply disruptions.

• The Long, Unloved Expansion. The U.S. economy has worked its way through an
entire decade without a recession for the first time, en route to the longest
expansion (and counting) in its history. There have been a few bumps along the
way – the European debt crisis in 2011, the fiscal cliff in 2013 and the Chinese
slowdown in 2015 – none of which were strong enough to knock this expansion off
balance. The U.S.-China trade war has been the latest headwind, though the IMF*
projects the global economy should begin to recover heading into the new year.

• Eyes on the Consumer. The consumer has almost single-handedly been carrying this
economic expansion on its back, accounting for the vast majority of growth in the
U.S. while the manufacturing sector has sputtered. As a result, we are watching
consumer trends closely for any signs of lost momentum. In particular, rising
geopolitical tensions have the potential to raise energy costs borne by households,
though we have yet to see a material change in prices to that effect.

Expect the ongoing expansion to continue into the new 
year, despite fresh geopolitical risks

*IMF refers to the International Monetary Fund
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Monetary policy is doing what it can and rates should stay 
lower for longer

Investment Strategy Insights
The Divide of 2020, Fractured Political Landscape

• For Markets, Economics > Politics. In modern market history, there have only been
two U.S. Presidents to face impeachment: Richard Nixon and Bill Clinton. Market
performance around those events suggests less sensitivity to the political upheaval
and more focus on economic events such as the OPEC oil embargo and the
collapse of Long-Term Capital Management. This time around, trade may be the
external event that continues to determine the market’s underlying trend.

• Election Implications for Corporations. Some of the candidates running for President
have different ideas in mind for the private sector. President Trump has touted a
mostly favorable corporate agenda, from tax reform to deregulation efforts.
However, some of the more progressive Democratic candidates have different
ideas, including stepped up regulations for banks/tech firms and a ban on fracking
activity. Some proposals may be enacted unilaterally by executive action, though
the more significant ideas may require the cooperation of Congress.

• It’s Still Way Too Early to Call. It is important not to put too much stock into polls this
far removed from the election. There is considerable evidence via Google Trends
that suggests voters do not start to focus their attention on presidential elections until
the weeks surrounding the Iowa caucuses in early February. That being said, the
fluctuating success probabilities for certain candidates perceived as “less
corporate-friendly” could contribute to market volatility.

Has Monetary Policy (MoPo) Lost its Mojo?

• The Staying Power of Easy Monetary Policy. Multiple central banks have either been
cutting interest rates or pulling back expectations for rate hikes throughout the past
year – the Fed has been no exception. After an attempt at normalizing interest rates
over the past few years, the Fed was driven to cut rates three times this year. In
addition, it has also guided its interest rate projections for 2020 steadily lower over
time, suggesting that “lower for longer” remains the base case going forward.

• Central Banks Get Creative. There has been considerable debate among
economists regarding the efficacy of monetary policy near the zero lower bound,
with some arguing that its stimulus faces diminishing marginal returns. This has forced
central banks to pursue creative policy, such as the continued expansion of their
balance sheets, to supplement low interest rates. Such systemic bond buying is likely
a contributing factor to the proliferation of negative-yielding debt.

• Lackluster Inflation = Lower Rates for Longer? The Fed and other major central banks
have been afforded the opportunity to remain accommodative due to
unrelentingly tepid inflation. In particular, Fed Chair Powell has essentially stated that
he will not raise rates until inflation has moved materially and persistently above its
2% target. The market views this as an unlikely occurrence at this time. This, in part,
helps explain the relatively flat shape of the yield curve and the expectations for
lower rates for longer.

Economics matter more than politics, but key policy shifts 
could impact corporations
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