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A Strong US Consumer

The markets had a tremendous 2019. The year proved to be very positive for the investor who defied the 
last part of 2018 and maintained their bullish stance on risk assets…and “non-risk” assets. In 2019, we saw 
several significant events that confirmed the market’s ability to climb a wall of worry, yet increased anxiety 
that the end may be near.  As Mark Twain has said, “I’ve had a lot of worries in my life, most of which never 
happened.”

We are currently in the midst of the longest bull market in history, as well as the longest US economic 
expansion. While we remain vigilant in watching for signs of an imminent recession, we don’t see any yet.  
In fact, let’s take a closer look at several fundamentals that underscore our belief that any recession warnings 
are premature, and the US will not see a recession until at least 2021. (For a more detailed analysis, be 
sure to read our 2020 Investment Outlook.) 

The US consumer drives over two-thirds of the economy and has been both resilient and strong, despite 
incessantly negative headlines and uncertainty. 

• Net worth has climbed to $113 trillion with a more impressive $13.1 trillion in total liquidity (i.e.: cash) 
 which stands at a little over 80% of total debt. 

• Total household debt relative to disposable income is below 100% for the first time in 17 years. 

• The mortgage portion of the debt service ratio is at all-time lows (helped by low historical interest rates).

• The overall housing market has been strong (albeit with pockets of stagnation) and, in our opinion, the 
 prospects look positive moving forward. 

In short, the household/consumer may be one of the great anomalies of this expansion. The longer the expansion 
has gone on, the leveraged portion of their overall picture has gotten healthier rather than the typical increased 
leverage we are accustomed to seeing. We believe that all indicators point to continued consumption. 

Household Debt 
Service Ratios 
Source: Federal Reserve, Bloomberg

Household Consumer Debt Service Ratio

Household Mortgage Debt Service Ratio
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Labor Market Strength

Corporate America

Although we are in the late stages of this cycle and are monitoring the employment situation closely, we still have 
a very healthy job market according to multiple metrics. 

•  There are more job openings than unemployed workers (as of 11/30/19), although the hiring process has 
been elongated.

• The number of continuing jobless claims remains low.  

• Jobless claims have not shown a regular increase for some time - a metric we monitor closely relative 
 to longer-term averages to indicate a potential recession.  

Although corporations have seen some mixed data over the last year, we see several indications that Corporate 
America can continue to support US economic growth in 2020.

• Third quarter 2019 earnings exceeded expectations in every industry, especially considering pressure 
 on revenue growth.

•  Stock buybacks and the tax break of 2018 have increased the ability of companies to maintain positive 
cash flow.

•  Companies have generally maintained labor sizes and scaled, to a certain degree, more margin protection, 
despite the preponderance of negative headlines and global trade headwinds.

• Outside of a spike due to the new tax laws in 2018, corporate financing has been available internally, without  
 the need for external funding. In fact, we have not witnessed in the modern era a time when the gap was still  
 negative so late in the cycle.

• Monitoring cash flow is vital as nearly every severe correction starts with financial stress. In 2020, US 
 corporate debt maturing totals $690 billion, with $805 billion in 2021 and $810 billion in 2022. 

U.S. Continuing  
Jobless Claims 
Source: Department of Labor

Corporate Leverage
Source: Credit Suisse, Federal Reserve
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The Fed and other Central Banks

A Note on Trade

Heading into the third quarter, 60% of the global Central Banks were easing interest rate policies. In fact, emerging 
market Central Bank actions were more pronounced relative to the last decade, which we see as a prominent signal 
for their markets in 2020.

A telling chart provided by Arbor shows the key areas that dominate the Fed’s top concern. While the global 
economy is currently the primary focus, we would suggest that liquidity is what may keep them up at night. 

Trade tensions have culminated into a championship game of trade partners. The expectation that the apocalypse 
would arrive in the United States has somewhat stymied many economists, as they are shocked by the muted 
domestic impact compared to that in China. In fact, the JP Morgan Manufacturing Purchasing Managers Index 
(PMI) hit a low in June of 2019 and has steadily increased each month... without a signed and formal agreement 
between the United States and China. The chart below shows why.

While we are not expecting to see a full trade agreement that encompasses both tariffs and the intellectual property 
conflict, there may be room for a placation of the tariffs. We see any reduction in the trade war as a positive for 
the US economy.
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Top Concerns of  
Federal Reserve 
Rolling one-year usage in official communications as % of high 
frequency words. 
Source: Arbor Data Sciences, Federal Reserve, 2019

Global Economy
Economic Weakness
Liquidity and Market Volatility
Consumer, Energy, and Housing Prices

Global Share of Imports 
and % of GDP 
Source: Visual Capitalist, Eurostats, Bureau of Economic Analysis, 
Bloomberg, Global Economy

Share of Global Total Imports

Imports % of Domestic GDP (rhs)
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1.  FAVOR LATE-STAGE INVESTMENTS 
  We continue to favor late-stage investments with an emphasis on the Financials, Energy, Materials 

and Consumer Discretionary sectors. In addition, we favor cyclical stocks given our belief that a 
resurgence of the economy after a slow growth economic period will generate upward movement. 

2.  FAVOR LARGE-CAP VALUE STOCKS 
  We favor large capitalization value stocks, expecting to see increased US market volatility and a 

potential melt-up in the broader indexes. 

3.  FED AND GLOBAL CENTRAL BANKS PAUSE  
 The Fed and global Central Banks move to pause from their currently dovish stance as the year 
 proceeds. 

4.  YIELD CURVE STEEPENS  
 The yield curve may steepen as increased issuance of US Treasuries coupled with a rebound in 
 economic growth moves the longer-end of the yield curve outward.  This steepening is another 
 reason we favor Financials. 

5.  EMERGING MARKETS OUTPERFORM 
  Emerging Markets may outperform with better opportunities seen in the Asian and Eastern European 

markets, as these areas look to be able take advantage of a stabilizing global economy. We would 
be selective in the South American and Latin American regions.

6.  EUROPE AND JAPAN OUTPERFORM 
 We look for Europe and Japan to outperform with a focus on larger capitalization securities in the  
 United Kingdom. 

7.  COMMODITIES REPRESENT ONCE-IN-A-GENERATION OPPORTUNITY 
  The commodities market has seen difficult times over the last couple of years. However, with our 

expectation of a global economic pick-up, we see a timely opportunity specifically in the Agriculture 
and the Energy sectors.

8. FAVOR HIGH QUALITY DEBT 
  We favor higher quality debt with a heightened focus on duration and emphasize master limited  

partnerships (MLPs) real estate investment trusts (REITs), and higher dividend-paying stocks to 
complement the low interest rate environment. 

9.  US DOLLAR LOOKS VULNERABLE 
 The US dollar looks to be vulnerable in 2020 due to the last few years of risk-off investing. 

10.  US GOVERNMENT DEBT LOOKS WEAK 
 We see a vulnerability to returns in US government debt given the combination of low yields and  
 increased issuance of Treasuries to fund larger deficits.

2020 Expectations and Top Opportunities
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Warning Signs We Look For - But Don’t See Yet

• A significant spike in US Treasury yields with declines in the US dollar could become prohibitive to funding 
deficits that are already well-above the 60-year average. 

• A spike in high yield defaults with significant liquidity strains in the corporate debt markets and limited access to 
capital. 

• The 30- and 5-year US Treasury yield curves invert significantly and for a longer period with limited tools for the 
Fed to combat a more sustained slowdown in the US economy.

• The labor market reverses suddenly with large increases in jobless claims and the unemployment rate.

• The Fed becomes over-active in raising interest rates to try and stomp out any residual inflation and 
correspondingly reduces any chance for economic growth. 

• The balance sheet improvements seen in households over the last decade suddenly unwind and consumption 
contracts.   

You and Your Advisor
You work closely with your advisor to develop a winning financial game plan to meet your 
goals. At AAM, we are committed to helping you and your advisor succeed. We remain as 
dedicated today as we were over 40 years ago to developing innovative investment solutions 
that your advisor can leverage to meet your needs.


