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Holiday Cheers & Fears
• No Recession? Thank the Consumer

• The consumer has shouldered the burden of extending this economic 
expansion and shows few signs of slowing down

• Tariff Man Strikes Again
• The administration’s trade war has many fronts, though the U.S./China 

dispute remains the most consequential

• Fractured Politics in 2020
• Economics matter more than politics, but key policy shifts could impact 

corporations
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Consumer Excesses Nowhere to Be Found

No Recession? Thank the Consumer

• U.S./China Talks Heat Up. A report from the National Retail Federation showed
households are spending more than ever so far this holiday season. For the period
from Thanksgiving through Cyber Monday, they estimate consumer spending
increased 14% relative to the same period last year. Historically full employment and
steady wage gains are likely contributing to the U.S. consumer’s spending increases.

• Consumer Excesses Nowhere to Be Found. History has shown that the build-up of
excesses or economic over-exuberances can lead to recessions – during the Great
Financial Crisis, the excess emanated from real estate and the sub-prime lending
market. As it stands now, there are few signs of excesses in the U.S. economy and, in
the case of the consumer, we are observing quite the opposite. U.S. households
continue to de-lever their debt and have boosted savings rates, which should
provide a degree of stability in this now record-long economic expansion.

• Plentiful Jobs & Constructive Sentiment. Last Friday brought plenty of good tidings on
the health of the U.S. consumer in the form of economic data releases. The
unemployment rate declined to 3.5% in November, matching 50yr lows. In addition,
the University of Michigan’s Consumer Sentiment index jumped noticeably higher,
up to 99.2 from 96.8 in the month prior. This pair of developments is further evidence
that the consumer remains strong entering the new year.

The consumer has shouldered the burden of extending this 
economic expansion and shows few signs of slowing down
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Economics matter more than politics, but key policy shifts 
could impact corporations
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Tariff Man Strikes Again

• U.S./China Talks Heat Up. Rhetoric has intensified between the U.S. and China as we
approach the December 15th deadline for the imposition of new tariffs. The Chinese
have reacted unfavorably to Congressional resolutions in support of Hong
Kong/minority Uighurs and President Trump mentioned that it might be better to wait
for a deal until after the 2020 election. This may just be last minute posturing as both
sides come closer to a deal within the next few months.

• Steel & Aluminum Tariffs Back in Focus. President Trump announced last week that
the U.S. would revoke exemptions for Brazil and Argentina on steel/aluminum tariffs,
arguing that the devaluation of their currencies unfairly disadvantaged U.S. exports
to these countries. This is likely to have a relatively benign impact on overall
economic activity, especially compared to the much larger scale of goods facing
tariffs from China.

• France Faces Tariff Wrath. Last week, the U.S. Trade Rep.’s office proposed tariffs on
~$2.4 billion of luxury French imports (e.g., wine, cheese, handbags) at rates up to
100%. The duties would be a follow-up from an investigation into France’s digital
revenue taxes, which some have argued disproportionately target American tech
firms. These tariffs are expected to have a muted impact on the broader economy.
The grander scale of tariffs on Chinese goods, both implemented and threatened,
suggests investors should remain focused on U.S./China trade talks.

Fractured Politics in 2020

• 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
largely favorable corporate agenda, from tax reform to deregulation efforts.
However, some of the more progressive Democratic candidates have different
ideas, including threats to step up regulation for banks/tech firms and ban fracking
activity. Some proposals may be enacted unilaterally by executive action, though
the bigger 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.

The administration’s trade war has many fronts, though the 
U.S./China dispute remains the most consequential
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