
Economic Outlook
Fundamentals Still Matter

Presentation to the AFWA
11/7/19

Mark Fleck, CFA



Markets



Year to date and historical performance of various asset classes
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Year to date and historical performance equity sectors
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S&P 500 Dividend Yield versus Treasuries and Corporate Bonds

Options for Income Investors
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S&P 500: 9/16/18-Present

Equity Markets Little Changed Over the Past Year



S&P 500 Valuation
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S&P 500 – PE NTM
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S&P 500 Trailing EPS

S&P 500 Earnings



Interest Rate Outlook
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Federal Reserve targets

On target
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5-Year Breakeven Inflation Rate

Falling inflation expectations



Labor: Wage growth
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Average hourly earnings of production and non-supervisory workers – year-over-year percent change

 



Stock Market Correlation with Inflation Trends
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Average S&P 500 1Y forward PE (since 1989) and Trailing PE (since 1970) in four US 
core PCE inflation environments

Source: JP Morgan



Global Interest Rates
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Source: Data provided by Thomson Reuters



More rate cuts likely
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Implied probability using Fed Funds futures for change in policy

Source: Data provided by Thomson Reuters
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Forward interest rates
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Source: Data provided by Thomson Reuters

4Q19 Market Outlook 
Updated: October 28, 2019



Metrics to Track for the End of the Bull 
Market



NY Fed Warning Signal
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NY Fed Recession Probability



Recessionary indicators point to limited downside risk
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Recession Dashboard 

Source: ‘80-’07, Credit Suisse;  ’73 & Present, Patten & Patten



Yield Curve Indicator
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US 2Y-10Y Spread

Yield Curve Inversion Recession
Lag

S&P 500 Peak
Lag

S&P 500 Return post 
Yield Curve Inversion

8/1978 17 months 19 months 17.7%

9/1980 10 months 3 months 13.6%

12/1988 19 months 20 months 35.7%

2/2000 13 months 2 months 8.4%

12/2005 24 months 23 months 23.5%

Source: Data provided by Thomson Reuters



Slowing Global Growth
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Markit  Manufacturing PMI by Country / Region

Source: Data provided by Refinitiv



Manufacturing and Services sector growth deceleration
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ISM Manufacturing PMI and Non-Manufacturing NMI



Truck demand is a lead indicator
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US New Heavy Truck Sales

?



Labor: The Jobs Picture since 2008
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The Jobs Picture since 2008



Labor: More Layoffs
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Industrial, Auto, Retail, and Transportation Layoff Announcements
12-Month Rolling Sum
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Sales of New and Existing Homes – Annualized Rate in Thousands

US Home Sales



Consumer: High confidence but rattled by 2018 market volatility
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Conference Board Consumer Confidence



Leading economic indicators are stable
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Leading and Coincident Economic Indicators



What to do 



Focus on likely policies not politics
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Financial markets react to changes in policies over the long run

Politics:
• Brexit
• Election Season
• Impeachment

Policies:
• Tax Policy
• Monetary Policy
• Trade Policy



Politics: “It’s the economy, stupid”
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Economic growth forecast suggests popular vote victory for Trump

Source: Goldman Sachs



What we are telling clients:
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• Be prepared for heightened volatility

• Don’t expect interest rates to rise significantly

• Rising risk of recession but not imminent 

• Raise cash now for known needs over next 12 months

• Be watchful for the formation of a bubble
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