Q4 2019 Quarterly Economic Update

In this Q4 recap: Equities maintain their momentum to close out a strong
year on Wall Street, helped by a slight thaw in the U.S.-China trade
dispute and some better-than-expected domestic economic data.

Movement in U.S.-China trade negotiations, an accommodative
Federal Reserve, evidence of decent economic growth – all this
brought some fourth-quarter tailwinds to Wall Street. The S&P
500 advanced 8.53% in the final three months of the year.
Foreign stock markets also posted Q4 gains, and some clarity
emerged regarding the Brexit. Gold and oil both posted Q4 gains.
Home buying tapered off. As the quarter ended, a new federal
law was passed, affecting both retirement savers and retirees.1

20-0085

In the fourth quarter, traders reacted to even the tiniest bits of news concerning U.S.China trade relations. New 15% tariffs were scheduled for select Chinese imports on
December 15. Those tariffs were never implemented, for on December 13, Chinese and
U.S. officials announced an agreement on a preliminary trade pact. In this “phase-one”
deal, to be signed in Washington this month, the U.S. agrees to phase out existing
tariffs on Chinese products, and China agrees to buy more U.S. crops. The phase-one
deal also made a start in addressing the most pressing issue in Sino-American trade
relations: the protection of U.S. intellectual property in China.2
The Federal Reserve made its third interest rate cut of the year in October – the third
cut in three meetings. Then, it signaled that it may not adjust short-term interest rates
for all of 2020. In December, the central bank’s newest dot-plot (a chart used to convey
the benchmark interest rate outlook for coming quarters) showed that none of the 17
members of the Federal Open Market Committee expected a rate cut in 2020, and only
four anticipated any kind of rate hike. Currently, the target range for the federal funds
rate is 1.50-1.75%.3
In terms of economic indicators, the fall increase in hiring was surprising news for
labor market analysts. The Department of Labor said that employers added 156,000
net new jobs in October; then, 266,000 in November. These numbers hinted at an
economy picking up rather than slowing down. Unemployment was at 3.6% in
October, declining to 3.5% in November. The broader U-6 unemployment rate (which
counts the underemployed as well as the unemployed) was at 7.0% in October and
6.9% a month later.4
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Consumer spending, according to the Department of Commerce, rose by 0.4% in
November, improving on an October increase of 0.3%. Through November, retail sales
were up 3.5% year-over-year, with respective October and November gains of 0.4%
and 0.2%. During Q4, the Bureau of Economic Analysis revised its Q3 gross domestic
product estimate up from 2.0% to 2.1%.4
Households maintained their optimism; however, in December, the Conference
Board’s Consumer Confidence Index recorded its fourth decline in five months. With
revisions factored in, the index went from 126.1 in October to 126.8 in November to
126.5 in December. The University of Michigan’s consumer sentiment gauge, on the
other hand, had its best reading since May in December, rising to 99.3. It rose in each
month of Q4, ascending to 95.5 in October and 96.8 in November.5,6
Inflation picked up in the fourth quarter; the Consumer Price Index rose 2.1% in the 12
months ending in November, 0.3% higher than the annualized inflation seen a month
earlier. The core CPI (which factors out energy and food costs) was up 2.3% year-overyear in November.4
Manufacturing seemed to stand out as the U.S. economic weak spot in Q4. The
Institute for Supply Management’s Factory Purchasing Managers Index was below 50
for the whole quarter (indicating an economic sector that is shrinking). The December
reading of 47.2 was the poorest since June 2009. ISM’s PMI for the larger service sector
of the economy was above 50 in both October and November (54.7, and then 53.9).4,7
The quarter also saw the passage of the Setting Up Every Community for Retirement
Enhancement (SECURE) Act, a major piece of legislation impacting traditional
retirement accounts. Under the SECURE Act, the age for required minimum
distributions (RMDs) from these accounts rises from 70½ to 72. (This change
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affects only those who turn 70½ in 2020 or later.) The SECURE Act also lets seniors
with earned income keep contributing to these accounts after age 70.4,8

The IHS Markit Purchasing Managers Index (PMIs) for the eurozone factory sector was
at 46.3 in December; a number below 50 indicates a sector in which activity is
contracting. Seven of eight countries measured by this index saw manufacturing
weaken further in December; Germany’s factory sector was in the poorest shape by the
end of the quarter, according to Markit’s data summary. Factory sectors in Italy and the
Netherlands showed their most dramatic monthly contraction since 2013 in
December.9
The Caixin China General Manufacturing PMI for China was at 51.5 by December, down
a bit from 51.8 in November. The rate of new Chinese factory orders declined in Q4, but
there was a small gain for export orders. China’s state factory PMI had a poorer reading
of 50.2 in both November and December. As Q4 ended, China’s government
announced it would reduce cash reserve requirements for the nation’s banks, which
would effectively pour another 800 billion yuan into China’s financial system.9,10
While the quarter opened with much uncertainty about when (and even if) the Brexit
would occur, some of this ambiguity was resolved by the end of the year. The
Conservative (Tory) Party won a decisive victory in December’s United Kingdom
general election, and Boris Johnson remained Prime Minister. As a consequence, the
Brexit may occur by the extended January 31 deadline set by the European Union, as
Johnson and the Conservatives appear to have the votes needed to approve a revised
Brexit deal. Their next task: forging a working trade pact with the European Union
before 2020 ends.11
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Gains far outnumbered losses last quarter. The largest advances were
made by emerging-market benchmarks: Argentina’s Merval jumped
43.36%, Russia’s RTS rose 16.12%, and Brazil’s Bovespa climbed 10.41%.
In the Asia-Pacific region, there were three improvements worth
mentioning: Japan’s Nikkei 225 gained 8.74%; China’s Shanghai
Composite, 4.99%; South Korea’s Kospi, 6.53%. France’s leading stock
index, the CAC 40, gained 5.29%; Germany’s benchmark, the DAX, added
6.61%.12
In the midst of all this, a couple of stock indices failed to advance.
Thailand’s Set50 index slipped 2.00% in the quarter, and Australia’s ASX
200 benchmark went sideways, losing 0.06%.12
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What were the best-performing commodities of the quarter? Well, there
were several gains of 10% or more, and at the top of the list, there is
coffee, which rose 23.88% on the Intercontinental Exchange (ICE) in Q4.
Soybean oil advanced 17.67%; palladium, 16.56%; WTI crude oil, 14.70%.
RBOB gasoline gained 12.23%; wheat, 11.19%. WTI crude ended the
quarter trading at $61.18 a barrel. Gold rose 3.41% in Q4, with the price
hitting $1,523.10 on the New York Mercantile Exchange (NYMEX) on
December 31.13,14
Some other futures took Q4 losses. Natural gas fell 15.69% for the quarter,
and Q4 brought setbacks of 5.36% for orange juice, 2.94% for corn, and
2.45% for the U.S. Dollar Index, which ended the year at 96.16.13
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When Freddie Mac conducted its last Primary Mortgage Market Survey of the decade
(December 26), it measured the average interest rate on a 30-year conventional
mortgage at 3.74%, and the mean interest rate for a 15-year conventional mortgage
was at 3.19%. Three months earlier (September 26), the average interest on the 30year home loan was at 3.64%, while the average interest on the 15-year loan was at
3.16%.15
30-year and 15-year fixed rate mortgages are conventional home loans generally
featuring a limit of $484,350 ($726,525 in high-cost areas) that meet the lending
requirements of Fannie Mae and Freddie Mac, but they are not mortgages guaranteed or
insured by any government agency. Private mortgage insurance, or PMI, is required for
any conventional loan with less than a 20% down payment.
The pace of home buying decelerated during the fall. National Association of Realtors’
reports showed residential resales down 1.5% in October and 1.7% in November. Still,
sales were up 2.7% year-over-year. By November, the median sale price of an existing
home was $271,300, a 5.4% increase from November 2018. The NAR said that there
was less than four months of existing home inventory in both October and November;
it views six months of inventory as a sign of a balanced market.4,16
New home sales, by the estimation of the Census Bureau, fell 2.7% in October, but
bounced back with a 1.3% gain a month later. Groundbreaking on new housing
developments had definitely picked up from 2018. Federal government data showed
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housing starts up 13.6% year-over-year in November, with permits for future
construction up 11.1% year-over-year.4,17

You may not want to abbreviate the year 2020 on financial, insurance,
legal, and health care documents you sign or date. If you write
“2/1/20” and there is enough space left after the “20,” an
unscrupulous party could add a couple of numerals and change that
date to 2/1/2018 or 2/1/2017, and so on.

As the chart below reveals, the big Wall Street benchmarks surged in the fourth
quarter. Their Q4 gains capped off one of the better years of the decade for domestic
stocks. Both the Nasdaq Composite and S&P 500 had their best years since 2013. The
quarter-ending settlements: Dow, 28,538.44; S&P, 3,230.78; Nasdaq, 8,972.60.18,19
MARKET INDEX

Y-T-D CHANGE

Q4 CHANGE

Q3 CHANGE

DJIA

+22.34

+6.02

+1.19

NASDAQ

+35.23

+12.17

-0.09

S&P 500

+28.88

+8.53

+1.19

BOND YIELD

12/31 RATE

3 MO AGO

1 YR AGO

10-YR TREASURY

1.92

1.68

2.69

Sources: barchart.com, treasury.gov - 12/31/1918,20,21
Indices are unmanaged, do not incur fees or expenses, and cannot be invested into directly. These
returns do not include dividends. 10-year Treasury yield = projected return at maturity given expected
inflation.

The opening quarter of 2020 got off to a bullish start, with a 330-point gain (and a new
record close) for the Dow Industrials on January 2. With the phase-one U.S.-China
trade deal slated to be signed and the economy not giving off distinct signals of
slowing, traders entered the new quarter seeing some upside in the market. Questions
are on the horizon, though. Can geopolitical tensions in the Middle East be managed?
Will the next earnings season meet forecasts? While the market opened 2020 with a
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rally, there are certainly potential headwinds around.22

MIRIAM MAKEBA

“

“

“Age is… wisdom, if
one has lived one’s
life properly.”

QUOTE OF THE QUARTER

360Blue Financial Strategies may be reached at 630-318-7400 or info@threesixtyblue.com
Know someone who could use information like this? Please feel free to send us their contact information
via phone or email. (Don’t worry – we’ll request their permission before adding them to our mailing list.)

Securities and advisory services offered through United Planners. Member: FINRA,
SIPC. 360Blue Financial Strategies and United Planners are not affiliated.
This material was prepared by MarketingPro, Inc., and does not necessarily represent the views of the
presenting party, nor their affiliates. The information herein has been derived from sources believed to
be accurate. Please note - investing involves risk, and past performance is no guarantee of future
results. Investments will fluctuate and when redeemed may be worth more or less than when originally
invested. This information should not be construed as investment, tax or legal advice and may not be
relied on for the purpose of avoiding any Federal tax penalty. This is neither a solicitation nor
recommendation to purchase or sell any investment or insurance product or service, and should not be
relied upon as such. All market indices discussed are unmanaged and are not illustrative of any
particular investment. Indices do not incur management fees, costs, or expenses. Investors cannot
invest directly in indices. All economic and performance data is historical and not indicative of future
results. The Dow Jones Industrial Average is a price-weighted index of 30 actively traded blue-chip
stocks. The NASDAQ Composite Index is a market-weighted index of all over-the-counter common
stocks traded on the National Association of Securities Dealers Automated Quotation System. The
Standard & Poor's 500 (S&P 500) is a market-cap weighted index composed of the common stocks of
500 leading companies in leading industries of the U.S. economy. NYSE Group, Inc. (NYSE:NYX) operates
two securities exchanges: the New York Stock Exchange (the “NYSE”) and NYSE Arca (formerly known as
the Archipelago Exchange, or ArcaEx®, and the Pacific Exchange). NYSE Group is a leading provider of
securities listing, trading and market data products and services. The New York Mercantile Exchange,
Inc. (NYMEX) is the world's largest physical commodity futures exchange and the preeminent trading
forum for energy and precious metals, with trading conducted through two divisions – the NYMEX
Division, home to the energy, platinum, and palladium markets, and the COMEX Division, on which all
other metals trade. The MERVAL Index (MERcado de VALores, literally Stock Exchange) is the most
important index of the Buenos Aires Stock Exchange. The RTS Index (Russia Trading System) is a freefloat capitalization-weighted index of 50 Russian stocks traded on the Moscow Exchange, calculated in
U.S. dollars. The Bovespa Index is a gross total return index weighted by traded volume & is comprised
of the most liquid stocks traded on the Sao Paulo Stock Exchange. Nikkei 225 (Ticker: ^N225) is a stock
market index for the Tokyo Stock Exchange (TSE). The Nikkei average is the most watched index of
Asian stocks. The SSE Composite Index is an index of all stocks (A shares and B shares) that are traded
at the Shanghai Stock Exchange. The Korea Composite Stock Price Index or KOSPI is the major stock
market index of South Korea, representing all common stocks traded on the Korea Exchange. The CAC40 Index is a narrow-based, modified capitalization-weighted index of 40 companies listed on the Paris
Bourse. The DAX 30 is a blue-chip stock market index consisting of the 30 major German companies
trading on the Frankfurt Stock Exchange. The SET50 index is calculated from the prices of 50 selected
SET (Stock Exchange of Thailand) stocks. The S&P/ASX 200 index is a market-capitalization weighted
and float-adjusted stock market index of stocks listed on the Australian Securities Exchange. The index
is maintained by Standard & Poor's and is considered the benchmark for Australian equity
performance. Intercontinental Exchange (ICE) is an American company that owns exchanges for
financial and commodity markets, and operates 12 regulated exchanges and marketplaces. Additional
risks are associated with international investing, such as currency fluctuations, political and economic
instability and differences in accounting standards. This material represents an assessment of the
market environment at a specific point in time and is not intended to be a forecast of future events, or a
guarantee of future results. MarketingPro, Inc. is not affiliated with any person or firm that may be
providing this information to you. The publisher is not engaged in rendering legal, accounting or other
professional services. If assistance is needed, the reader is advised to engage the services of a
competent professional.
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