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'Cause the players gonna play, play, play, play, play 
And the haters gonna hate, hate, hate, hate, hate 
Baby, I'm just gonna shake, shake, shake, shake, shake 
I shake it off, I shake it off 
Heart-breakers gonna break, break, break, break, break 
And the fakers gonna fake, fake, fake, fake, fake 
Baby, I'm just gonna shake, shake, shake, shake, shake 
I shake it off, I shake it off 
 

- Shake It Off – Taylor Swift 

ICYMI has officially declared that 2019 is the year of ‘Taylor Swift’ in recognition of the American 
Music Awards proclaiming her ‘Artist of the Decade.’  
 
Trade wars? Haters gonna hate.  
The Federal Reserve? Players gonna play.  
Partisan politics? Fakers gonna fake.  
Global manufacturing contracting? Heart-breakers gonna break.  
The Market response? Baby, I’m just gonna shake, shake, shake, shake. I shake it off, I shake it off. 



Common knowledge at the end of last year was that not only was the economy slowing, but there was 
also a non-trivial chance we were slipping into – if not already in – a recession. The Federal Reserve had 
just hiked rates for the fourth time, analysts were falling over themselves to reduce 2019 earnings 
estimates, hostile rhetoric around trade was escalating, and markets began a free fall in the fourth 
quarter that left all but a few global markets negative for the year.  

By Christmas Eve, the S&P 500 had fallen eight consecutive days and was 19.3% lower than when the 
quarter began. While not ‘technically’ a bear market – that’s down 20% or more - it’s close enough for 
government work. This left the market trading at 14.3x forward earnings, well below the 35-year 
average of 16.0x forward earnings. 

Cue 2019 and what happened? The Federal Reserve reversed course and lowered interest rates three 
times and stopped the reduction of their balance sheet. The U.S. economy slowed, but continued 
growing nonetheless, setting a record for the longest economic expansion on record which stands at 125 
months and counting. Inflation remained contained with unemployment at 50-year lows despite wages 
growing at 3.3%. And the U.S. consumer – the greatest consumer in the world – continued to spend, as 
we avoided a recession this year. 

With one month left in the year, the S&P 500 stands at 3,140, 25% higher for the year and trading at 
17.7x forward earnings estimates of $174.95. Fun fact: Only 6% of the gains this year can be attributed to 
earnings growth; the balance has been through multiple expansion. The S&P 500 began 2019 with a 
forward P/E of 14.5x earnings and is now entering December with the S&P 500 trading at 17.7x forward 
earnings; a reflection of rising investor optimism and appetite for risk as imagined worse case scenarios 
failed to materialize. 

 



So, what’s common knowledge today? What is it that “everybody knows?” Here’s a quick summary:  

• The U.S. economy will avoid a recession in 2020 as GDP growth will be somewhere between 
1.8% and 2.2%. 

• Corporate earnings will grow by 10% this year, and another 10% in 2021.  
• Inflation will remain well-anchored; the Fed is on hold for the foreseeable future with low rates 

providing valuation support for equities, if not room for further multiple expansion.  
• Unemployment and consumer spending will continue to be a bright spot and providing stability 

to the economy.  
• Uncertainty around trade will diminish as the year progresses, helping the global economy to find 

its footing after seven months of negative growth. 

Here’s ICYMI’s base case scenario: We believe that the U.S. economy will avoid a recession in 2020 and 
growth will be on the low end of expectations; however, Comerica Bank’s chief economist Dr. Robert 
Dye warns that the risk of recession in 2020 is well above average.  

It’s overly optimistic to imagine that corporate earnings will grow 10% year over year with the economy 
growing at only 2%. One would have to believe that margins will materially expand and/or the economy 
re-accelerates, two scenarios we find unlikely. It’s more reasonable to believe that analysts will continue 
to lower earnings expectations, as has been the pattern in the past. We should see 2020 earnings 
estimates fall to low single digits as the economy muddles along. 

We take the Federal Reserve and Chairman Powell at their word and assume that rates are on hold for 
the foreseeable future. While this may provide valuation support at current levels, we believe that to 
maintain this would require sustained evidence of economic stability and growth coming in ahead of 
expectations. Should data disappoint or come in lumpy – our base case – we could well see investor 
optimism fade and valuations re-rate lower toward historic averages.  

Trade issues will continue to be a source of uncertainty and frustration for American business leaders. 
The almost daily contradictory messaging emanating from various administration officials makes it 
impossible to game an outcome. The restructuring of negotiations into separate phases appear to make it 
easier to reach an initial compromise – at least on the easy stuff – but even that may be too optimistic a 
take. 

We believe the single most important variable to watch is the U.S. consumer; consumer confidence 
remains high, and it’s not hyperbole to suggest that the consumer has not only prevented the U.S. 
economy from tipping into recession, but the global economy as well.  

The chart below is the Consumer Confidence Index with the one-year moving average in red. What we 
can observe is that while consumer confidence is elevated, it is no longer rising as the one-year moving 
average has just turned lower. Should confidence erode and consumers decide to reign in their spending, 
with growth this slow that may just be all that’s needed to end the longest economic expansion on 
record.  



 

What bothers us the most right now? It’s that America’s CEOs are in a mood. And when American 
CEO’s are in a mood, costs becomes a focus. Below is a chart of the Conference Board measure of CEO 
confidence: 

 

CEO confidence is the lowest it’s been since the Great Financial Crisis (GFC), and while not predictive, 
such lows have not been historically positive. It will be increasingly important how CEOs respond to 
incoming data over the course of the year. If they respond to weak data and margin pressure by targeting 
costs – read labor - then things could turn ug…not good, quickly.  



We don’t want to be a complete buzz-kill, because there are some unambiguous, notable positives that 
need to be acknowledged. First, 2020 is an election year and election years have historically been 
positive for markets, up an average of 7%. Second, we just made a new all-time high in the S&P 500 in 
November and across the globe markets are hitting either new 52-week highs or all-time highs, despite 
less than stellar economic data. If markets are future discounting mechanisms, could they be signaling 
better days ahead even if the current data doesn’t? It’s not unreasonable to believe that the data could 
take a turn for the better should we get positive resolution to the headwinds we’ve faced this year.  

I’ll leave you with this fun fact: When markets make an all-time high, there is an 85% chance they will 
be higher 12 months later by an average of 11%. So, we have that going for us too. 

Questions, comments, or concerns? Please feel free to contact me directly. 

wryan@comerica.com 
415.477.3232 (work) 
415.260.8864 (mobile) 
Best regards, 
Bill 
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