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“Happy” New Year 
 

Continuation of the Late-Stage Expansion 
 New Year, More Volatility. Late-2018 volatility appears to have continued into 2019; with only three trading 

days in the books, two of those days saw the S&P 500 up or down more than 2%. Concerns about ongoing 
trade risks, monetary policy, uncertainty in Washington and the longevity of the expansion appear to have 
investors on edge to start the year. 

 Strong Employment Growth Disputing Recession Rumors? Last week’s jobs report highlighted an increase in 
non-farm payrolls (312k) well ahead of expectations (180k). Overall, the gains were widespread across several 
industries, signaling steady labor market growth. The unemployment rate rose for the first time since May to 
3.9%, but still remains near historical lows. The state of the labor market remains particularly robust, with a strong 
labor market pointing toward a continuation of this late-stage economic expansion. 

 Manufacturing Growth Decelerates. The Institute for Supply Management’s Manufacturing Index fell from 59.3 
to 54.1 in December, as it appears manufacturing activity is experiencing moderating growth rates. 
Commentary from purchasing managers underlying the index suggested ongoing uncertainty from trade, 
Brexit and the durability of the ongoing expansion has turned some business more cautious. 

  

Our Take: Despite market volatility and moderating growth, the domestic economic expansion appears intact. 
 
Influence of the Not-So-Invisible Hand 

 Budget Showdown Continues, But ‘19 Entails More Fiscal Stimulus. The partial government shutdown continues 
this week as lawmakers struggle to agree on how to fund budget appropriations. However, once Washington 
comes to a consensus, the Congressional Budget Office projects that the federal government is on track to 
resume spending levels that should amount to even larger fiscal stimulus this year than in recent years past. 

 Fed to Slow Tightening Path. After raising rates four times in 2018, it appears the Federal Reserve may shift 
away from its path of regimented quarterly rate hikes now that monetary policy sits closer to neutral. In 
contrast to the Fed’s latest projection of two rate hikes in 2019, the Fed Funds Futures market is not pricing in 
any rate hikes at all this year, as many market participants expect the central bank to be more reactive to 
inflationary trends moving forward. 

  

Our Take: The combination of fiscal and monetary policy actions in 2019 should be net stimulative for the economy. 
 
Tariffs Are Having an Impact 

 Tariff Receipts Hit Record Levels. The imposition of tariffs on steel, aluminum and Chinese products last year 
was one of the bigger themes of 2018. The Department of Treasury’s monthly transaction statement shows that 
customs duties received by the government have never been higher in the 20-year history available ($6.3 
billion in the month of November alone). For reference, the change from about $3 billion in monthly tax to $6.3 
billion monthly tax on an annualized basis would represent approximately 0.2% of U.S. GDP. 

 U.S. Companies Feel the Impact of Trade Friction. Weakness in U.S. equity markets persisted into the New Year, 
in part due to the ongoing uncertainty from trade negotiations with China. In particular, Apple guided its Q1 
sales expectations, noting that a slowdown in China’s economy is weighing on the company’s profitability. 
Though anecdotal, this evidence of softening demand in China rattled investors and reignited the fear that 
the U.S.-China trade war is capable of impacting even the titans of corporate America. 

 Businesses Have the Ability to Adapt. As the trade conflict persists, some firms operating in China are continuing 
to seek production alternatives that provide shelter from American tariffs. While the overall economic effects 
still appear modest, some companies are proactively seeking to avoid the impact on already thin margins. 
For example, GoPro has become the first U.S. tech firm to announce plans to shift production from China, a 
signal that threatened companies aren’t so confident in a clean resolution to the trade war. 

 

Our Take: Ongoing trade issues continue to be a wild card amidst the ongoing economic expansion. 
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Chart of the Week:  
New Tariffs Are Having an Impact 

 

 
 

Dates of interest:  
1/7: U.S. ISM Non-Mfg & Durable Goods; Eurozone Retail Sales; Germany Mfg Orders & Retail Sales; Japan Markit 
Svcs PMI 
1/8: U.S. NFIB Small Business Index, JOLTS Job Openings & Trade Balance; Germany Industrial Production 
1/9: Eurozone Unemployment; Germany Trade Balance; Japan Trade Balance; China CPI & PPI 
1/10: U.S. Jobless Claims; Japan Personal Consumption Expenditure 
1/11: U.S. CPI & Treasury Budget; Eurozone Q3 GDP (Final); China Trade Balance 
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