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Renewed optimism of a possible resolution to the U.S.-China trade dispute and expectations that global growth 
would pick up in 2020 led global stocks and interest rates higher in November. The hope that U.S and China 
officials will reach the Phase One trade deal, along with better-than-expected domestic GDP and the possibility of 
improving economic conditions in the Eurozone economy, boosted investor confidence. Despite the seemingly 
improved environment, we remain cautious against excessive risk-taking. 
  
 
 
 
 
 
 
 
The risk-on environment once again favored U.S. stocks over international stocks and lifted the S&P 500 Index to 
new all-time highs. In a twist, small-cap stocks led the U.S. equity rally with the Russell 2000 Index up 4.1 percent 
and the S&P 500 Index up just 3.6 percent. Time will tell if a new trend is afoot or if small-cap outperformance 
was a one-off. 
 
The U.S. dollar index (DXY Index) rose 1.1 percent in November and detracted from international developed and 
emerging market equity returns. The MSCI EAFE Index returned 1.2 percent while the MSCI Emerging Market 
Index fell 0.1 percent. Nonetheless, global equities are posting strong returns quarter-to-date with the MSCI All 
Country World Index up 5.3 percent. 
 
Real asset returns were mixed. Higher interest rates and falling volatility weighed on U.S. REITs in November, but 
the asset class1 had the strongest one-year trailing return among major risk assets, up 17.4 percent. Despite a 
1.8 percent rise in West Texas Intermediate (WTI) crude oil prices and attractive valuations, Master Limited 
Partnerships (MLPs) continued to struggle. The Alerian MLP Index fell 5.8 percent, pulling year-to-date returns 
into negative territory.  
 
Global bond indices for November were largely unchanged as modestly tighter credit spreads barely offset 
modestly higher nominal rates. We believe the Fed is likely to leave interest rates unchanged at its December 
meeting and we anticipate forward guidance regarding its balance sheet policy in 2020. The current rally in risk 
assets began in mid-September when the Fed intervened in the repo market. Any indications of further expansion 
of its balance sheet, or extending the duration of current policy, should support risk assets. 
 

   

Fear the FOMO November 2019 

On watch: Inflation, growth and earnings  

Key takeaways 
1. The risk-on environment in November favored U.S. stocks over international and emerging markets. 
2. Inflation is poised to move higher in the near-term based on “easy” price comparisons. 
3. U.S. growth is still slowing, leaving risk assets vulnerable to latent risks. 
4. Bloomberg consensus estimates for 2020 S&P 500 Index earnings growth seem lofty. 
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Market Outlook 
 
While the U.S.-China trade dispute provides no shortage of domestic headlines and sound bites for financial 
media outlets, latent risks in the current rally may be emerging. Therefore, we do not believe the market 
environment warrants excessive investor risk-taking.  
 
In our view, November and December inflation data, released with a lag, will likely reveal elevated inflation but not 
from economic growth. Instead, the risk asset sell-off that took place late last year resulted in “easy” year-over-
year price comparisons. While energy accounts for just 3.9 percent of the Consumer Price Index (CPI), volatile 
price movements can occasionally influence inflation data. For example, crude oil prices ended November up 
21.5 percent year-over-year, and crude oil futures contracts imply a similar year-over-year increase for December 
while the increase in energy prices should push inflation higher over the last two months of the year. 
 
We believe price comparisons should normalize by January, which could have the opposite (downward pressure) 
on inflation by the end of the first quarter next year. Along with volatile energy prices, the U.S. Trade weighted 
dollar is near twenty-year highs2 and bears monitoring as it may also influence domestic inflation.  
Mixed signals suggest the pace and trajectory of domestic economic growth remains uncertain. As of December 
6, the Atlanta Fed’s GDPNow forecasts fourth-quarter real GDP growth near 2.0 percent, but forward-looking data 
published by the Institute of Supply Management (ISM) suggest otherwise. U.S. ISM data suggests business 
activity in the manufacturing sector contracted in November while the growth rate of the U.S. service sector 
slowed. Bottom line: persistently slow economic growth (output demand) should put downward pressure on 
corporate profits, wage growth, or both.  
 
As of the end of November, Wall Street estimates for 2020 revenue and earnings growth do not appear to reflect 
this probability. Bloomberg consensus estimates currently forecast earnings growth of 10 percent for the S&P 500 
Index in 2020, which includes 5.0 percent revenue growth and 1.5 percent margin expansion. 
 
As of December 6, the forward price to earnings ratio of the S&P 500 Index is up 24 percent year-to-date to 19.2 
however, the actual valuation multiple may be higher if 2020 earnings estimates get revised lower. In our view, 
this is likely. By comparison, that same consensus forecasts 1.0 percent earnings growth and 0.50 percent 
margin expansion for 2019, of which three quarters are effectively already baked in.  
 
In our view, slower economic growth alone suggests 2020 consensus estimates may be too lofty and based on 
ambitious assumptions. Nonetheless, positive risk sentiment may fuel equities higher despite fundamentals and 
latent economic risks. Therefore, we continue to believe that investors should be patient and adhere to a well-
constructed, diversified investment portfolio anchored to your goals and time horizon. 
 
 

1. Asset class represented as measured by the FTSE NAREIT Equity REITs Index, which includes all Equity REITs not designated as Timber REITs 
or Infrastructure REITs 

2. Board of Governors of the Federal Reserve System (US), Trade Weighted U.S. Dollar Index: Broad, Goods 
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