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Home, Sweet, Housing Market
• New Year, Same Fed

• Accommodative monetary policy is underpinning an improving housing 
market in the U.S. 

• Assessing a Fluid Macro-Risk Profile
• Risks are coming and going – investors should remain vigilant in this late-

stage economic expansion

• Earnings Picture: Q4 & Beyond
• With the bulk of earnings weakness likely behind us, attention turns to 

continued gains in 2020
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Monetary Stimulus Still Has an Impact on the Economy

New Year, Same Fed

• FOMC to Stand Their Ground. The Federal Open Market Committee (FOMC) will
meet this week to discuss the current stance of monetary policy in the U.S. Fed Funds
Futures are implying a nearly 90% chance that rates will remain unchanged. The Fed
has guided its interest rate projections for 2020 steadily lower over time, suggesting
that “lower for longer” remains the base case for 2020.

• Monetary Policy Remains Influential for Housing. There has been debate among
economists regarding the efficacy of monetary policy near the lower bound, with
some arguing its stimulus faces diminishing marginal returns. As the Fed tightened in
2018, new mortgage rates rose, in effect slowing the housing market since
homeowners could not sell or purchase without increasing their costs. However, as
rates fell after the Fed’s dovish pivot with three rate cuts last year, housing
rebounded nicely in 2019 and has continued to post strong results in 2020.

• Fed to Remain Accommodative. The Fed has been afforded the opportunity to
remain accommodative due to insistently muted inflation. Investors expect inflation
to persist below the Fed’s 2% target, and are therefore building up expectations for
the longevity of the Fed’s dovish tone. “Lower-for-longer” on interest rates could
mean mortgage rates remain near historic lows, a development that would
continue to stimulate the housing market. An improving housing market will likely
reinforce the foundation of this record-long economic expansion.

Accommodative monetary policy is underpinning an 
improving housing market in the U.S. 
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With the bulk of earnings weakness likely behind us, 
attention turns to continued gains in 2020

Investment Strategy Insights
Assessing a Fluid Macro-Risk Profile

• Putting Epidemic Scares in Context. The spread of the Wuhan coronavirus has been
a big theme so far this year, but investors should be wary of over-extrapolating its
implications for financial assets. In fact, markets have largely shrugged off epidemic
scares in the past. For example, the Avian flu in 1997 did little to stop the S&P 500’s
31% gain that year. SARS began to infect thousands in 2003, but the S&P ended the
year up 26%. In the end, it’s the economic/corporate foundation that matters most.

• U.S./E.U. Trade in Focus. With a phase one China trade deal in the rear-view mirror,
the administration is fixing its focus on trade relations with the European Union. Trump
reiterated his threat to place tariffs on European autos last week, which could
amount to a 0.5% headwind to GDP in the U.S. if enacted. Commerce Secretary
Wilbur Ross stated that the working assumption is to complete a deal with the E.U. in
2020, so investors should focus closely on these developments going forward.

• Closing Out the Brexit Saga. Three-and-a-half years after the referendum, the terms
for the U.K.’s exit from the European Union appear to be falling into place. British
Parliament, Boris Johnson, the Queen and the European Commission/Council
leaders have stamped their approval on a Brexit deal that now only awaits passage
via the European Parliament this week. The terms specify that the U.K. will remain in
the E.U.’s single market and customs union until the end of the year, during which
time both sides hope to hammer out an agreement on their future relationship.

Earnings Picture: Q4 & Beyond

• Q4 Earnings Growth Negative, but Improving. With approximately 17% of companies
in the S&P 500 reporting so far, the blended year-over-year growth rate in earnings,
which combines actual results with analysts’ expectations for companies that have
yet to report, stands at -1.9%. This estimate sat at -2.4% only a week prior, improving
alongside a handful of meaningfully positive earnings surprises.

• Peeking Ahead at 2020 Earnings. While the S&P 500 is on track for its fourth straight
quarter of year-over-year declines in earnings in Q4, it’s possible a handful of
positive surprises could help the index eke out a modestly positive gain for the
period. However, earnings prospects moving forward appear much more sanguine,
with consensus estimates standing at 9.4% earnings growth for 2020. Contributing to
that expectation on the macro-front are dissipating U.S./China trade risks and
confidence in a manufacturing rebound, among others.

• Trade Tensions & the Earnings Trajectory. Q4 earnings season has come along during
a relatively stable economic environment here in the U.S. Abating trade tensions
following the signing of the U.S.-China phase one trade deal and progress with the
USMCA deal (which President Trump is expected to sign later this week) have been
tailwinds to earnings expectations on a go-forward basis. That being said, trade
issues have not been entirely solved; U.S.-E.U. trade tensions may prove to be an
outstanding risk for a good portion of the year.

Risks are coming and going – investors should remain 
vigilant in this late-stage economic expansion
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