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Cloudy with a Chance of Meatballs 
 

Expansion: Continued Growth with a Chance of Recession 
 Earnings Season Underway. With about 11.7% of the S&P 500 reporting so far, the blended year-over-year 

growth rate for Q4 earnings stands at 10.7%. Many large banks that reported last week appear to have 
benefitted from tightening monetary conditions. 

 The Fed’s Book Report. The Fed’s Beige Book release last week pointed to a continuation of the ongoing 
expansion, with 8 of 12 districts reporting moderate growth. The report cites tight labor markets in most 
regions, contributing to the difficulty some companies face finding qualified workers.  

 Market Volatility Settling Down.  The underlying fundamentals of the ongoing expansion appear intact, with 
strong labor markets and modest inflation trends continuing into the new year. Market volatility toward the 
end of last year seemed focused on the Fed’s tightening path, though volatility seems to have abated 
following the Fed’s communication that they are not on a set course and will proceed with caution. 

  

Our Take: Positive earnings growth and healthy underlying fundamentals should support the late-stage expansion. 
 
Shutdown: Gridlock with a Chance of Resolution 

 Longest Government Shutdown on Record. This Tuesday marks the 32nd day (and counting) of the ongoing 
government shutdown, surpassing the previous record of 21 days set in 1995. There appears to be no end in 
sight for the standoff, with both sides showing little appetite for compromise on border wall funding. 

 Shutdown Impacting Economy. The White House Council of Economic Advisers estimates that for every week 
the government shutdown lasts, it should reduce economic growth by 0.13% per week. These assumptions 
suggest Q1 GDP growth may be reduced by at least 0.6% and potentially more as the shutdown continues.  

 Consumer Sentiment at Trump-Era Low. The U. Michigan preliminary Consumer Sentiment Index reported a 
drop (90.7 vs. 98.3 in Dec.) to the lowest level since Trump’s election. Respondents cited the government 
shutdown and trade tensions as weighing on the American psyche. This highlights the indirect effect of 
ongoing political uncertainty, as a more cautious consumer may be more conservative with their spending. 

 Shooting Blind on Economic Projections. Part of the difficulty in measuring the impact of the shutdown on 
economic activity lies in the fact that some government data points are not being reported. For example, 
the Census Bureau has not been releasing data as scheduled, which has impaired market participants’ 
abilities to gauge the effect on housing activity via its housing starts and building permits data sets. 

  

Our Take: The ongoing government shutdown, now in its 4th week, is becoming a distinct economic headwind. 
 
Brexit: Delay with a Chance of “Hard Brexit” 

 Contentious Week in Parliament. This past week, Theresa May’s departure deal was voted down in Parliament 
by a 230-vote margin, triggering the opposition to call for a vote of no-confidence. The British leader survived 
by just 19 votes, raising doubts that she can execute an agreement before the March, 29 deadline. Assuming 
she holds her position, tough decisions will have to be made to avoid a “Hard Brexit” out of the E.U. 

 “Soft Brexit” vs. “Hard Brexit”. Commentary that surrounds Brexit often refers to either a “Soft Brexit” scenario; 
a mutual divorcement deal, or a “Hard Brexit”; departing the E.U. with no plan or arrangements. The degree 
of uncertainty associated with a “Hard Brexit” is very high and officials across the globe have warned of the 
catastrophic economic impact it could cause in Europe. As the prospect of a deal being struck by March 
continues to diminish, consensus is beginning to build that an extension to Brexit’s departure date is probable.  

 May Doubles-Down on Deal. Following demands in Parliament to present a “Plan B,” the Prime Minister 
appeared to stick with her previous strategy, betting that lawmakers will give in to her unpopular deal out of 
fear for the alternative. A vote was decided to take place next week, in which lawmakers will decide on a 
series of paths forward, such as voting to give Parliament greater control over the process. 

 

Our Take: Odds are likely moving in favor of a Brexit delay, but there’s a residual chance of a “Hard Brexit”. 
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Chart of the Week:  
The Indirect Effects of the Government Shutdown 

 
 
 
Dates of interest:  
1/21: Germany PPI; China Q4 GDP, Industrial Output & Retail Sales 
1/22: U.S. Existing Home Sales; Germany ZEW Sentiment; Japan BoJ Policy Meeting & Trade Balance 
1/23: U.S. FHFA Home Price Index & Richmond Fed Index; Japan Markit Mfg PMI (Flash) 
1/24: U.S. Jobless Claims, Markit Mfg/Svcs PMIs (Flash) & Kansas City Fed Index; Eurozone ECB Policy Meeting & 
Markit Mfg/Svcs PMIs (Flash); Germany Markit Mfg/Svcs PMIs (Flash); Japan CPI 
1/25: U.S. New Home Sales, Building Permits & Durable Goods; Germany Ifo Business Sentiment 


