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After posting a solid 3.1% growth in the first quarter, the US 
economic engine decelerated to a pace of about 2.0% for the 
remainder of 2019.  Persistent decline in manufacturing activity 
and business investment posed headwinds to growth.  This was 
due to slowing global growth and trade policy uncertainty.  The 
headwinds were overpowered, however, by sustained strength 
in consumer spending and a revival in the housing sector.  
Thanks to the strong job market, American consumers 
bolstered the longest running economic expansion cycle in 
history.  The housing sector experienced a significant boost 
from lower mortgage rates during the year.  Overall, the US 
economy likely maintained a growth rate of approximately 2.0% 
during the fourth quarter. 

The Trade War  The macroeconomic story of 2019 was the 
escalation and entrenchment of the trade war with China.  By 
year-end, the US and China agreed to a cease-fire.  Under the 
truce, the US suspended threatened tariff hikes and agreed to 
roll back some tariffs.  In exchange, China agreed to increase 
agricultural imports and tighten protection for intellectual 
property.  Notwithstanding the trade truce with China and the 
near completion of the US-Mexico-Canada trade agreement, 
trade policy uncertainty continued to cloud the outlook for 
business investment throughout the year.  Firms such as Cisco 
Systems, a supplier of IT infrastructure equipment, and CSX, 
manufacturer of freight transportation equipment, reported 
that sales were declining due to businesses postponing capital 
spending in the wake of trade uncertainty.  Nevertheless, this 
did not in the least sway investor sentiment in the equity 
markets.  

Market Sentiment  Equity market sentiment remained 
optimistic throughout the year, shrugging off the trade war as 
well as domestic political headlines.  The equity market was 
also unperturbed by the BREXIT saga and geopolitical flare-
ups, including the airstrikes that temporarily disabled 50% of 
the oil supply from Saudi Arabia.  The S&P 500 Index marched 
relentlessly throughout the year reaching new record highs.  In 
contrast, the bond market was reflecting the underlying 
macroeconomic fundamentals.  Long-term Treasury yields fell 
sharply during the first three quarters of the year, in line with 
slowing growth.   However, during the final quarter, long-term 
bond yields stabilized, and the yield curve steepened, as Federal 
Reserve policy actions effectively removed any perceived risk of 
a recession in the near term.   

Monetary Policy  After maintaining a hawkish stance 
throughout 2018, the Fed pivoted to a dovish stance in 2019.  
Citing potential risks to the domestic economy from the global 
slowdown, the Fed delivered three successive policy rate cuts of 
25 basis points (0.25%) against a backdrop of solid job gains 
and rising household spending.  This helped boost rate-sensitive 
sectors of the economy such as housing and consumer spending 
on durable goods such as cars and appliances.  Thankfully, this 
helped offset the negative impact from the decline in 
manufacturing and business investment.  In addition to cutting 

Numbers in the News 
   

 
Indicator 

12/31 
Value 

Versus 
9/30 

3-month T-bill 1.54% -26bps 

2-yr T-note yield 1.57% -5bps 

10-yr T-note yield 1.92% +25bps 

Yield Curve (2-10yr) +35bps +31bps 

ICE BofAML High Yield (YTW) 5.41% -65bps 
   
S&P 500 2976.7 +8.5% 

Dow Jones Index 28,538.4 +6.0% 

   
ISM manufacturing 47.2 -1.3% 
Retail Sales (Nov vs Aug) $528.0 +0.9%AR 

Payroll Employment (000) 152,383 +553 
    
CPI  
last 12 months 

 
+2.3% 

 
+0.6pp 

Core CPI 
last 12 months  

 
+2.3% 

 
-0.1pp 

Personal Consumption Deflator 
(PCD) last 12 mo (Nov vs Aug) 

 
+1.5% 

 
+0.1pp 

Core PCD  
Last 12 mo (Nov vs Aug) 

 
+1.6% 

 
-0.2pp 

 

Bloomberg Barclays Bond Index Returns 

 Fourth 
Quarter 

12 
Months 

Aggregate +0.18% +8.72% 

Government/Credit -0.01% +9.71% 

Intermediate G/C +0.37% +6.80% 

Intermediate A+ G/C +0.18% +5.89% 

1-3 Year Govt +0.51% +3.59% 

Municipal Bond +0.74% +7.54% 
 
 

bps = basis points (0.01%) 
pp = percentage points 
AR = annual rate 
NC = no change 
 

Data obtained from various market and government sources by 
Stoneridge PMG Advisors, LLC.  For additional information , 
please contact our office. 
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rates, the Fed pivoted from contracting its balance-sheet to a policy of balance sheet expansion through systematic purchase 
of Treasury bills.  These additional policy actions were intended to ease financial conditions and to minimize the risk of 
ruptures in the financial markets that could derail the expansion.  In other words, the “punch bowl” was back and it was a 
boon for equities and other risk assets in 2019. 

Fiscal Stimulus and Trade Policy  Monetary stimulus was not the only game in town.  There was substantial fiscal 
stimulus in the form of corporate tax cuts, not to mention deregulation.  During 2019 the fiscal deficit widened 26% to nearly 
$1 trillion dollars or 4.6% of GDP, from 3.8% of GDP during 2018.  This was in no small part due to the corporate tax cuts 
causing tax receipts to lag rising government outlays.  However, trade conflicts have neutralized any potential positive 
impact from monetary and fiscal stimulus on business investment.  Trade policy uncertainty imperiled supply chains 
crisscrossing international boundaries and deterred business capital spending.  Furthermore, US trade policy backfired on 
manufacturing and farming sectors.  Agricultural exporters faced retaliatory tariffs and farm bankruptcies rose in 
consequence.  Since the onset of the trade war, the manufacturing sector’s share of the economy and employment have been 
declining.   

Outlook for 2020   The current expansion has survived the last decade intact.  As we enter a new decade, weakness in US 
manufacturing is not yet showing clear signs of bottoming.  Cyclical recovery in this sector is linked to the global economy; 
and manufacturing remains weak in many parts of the globe.  The trade truce with China has not removed trade policy 
uncertainty.  Hence, business investments are unlikely to rebound strongly in the near term, and the burden of heavy lifting 
will once again fall on the consumer.  The pace of job creation, which has been a tailwind for consumer spending as well as 
housing, is likely to soften this year.  The Fed prefers to remain on the sidelines, and barring any geopolitical shock, the 
economy is expected to continue expanding at a tepid pace until global cyclical recovery begins in earnest. 

Fixed Income Commentary  During the fourth quarter, the negative spread between three-month Treasury bills and ten-
year Treasury notes reversed significantly.  After being inverted as much as 21 bps early in the quarter, the curve steepened 
to a positive 41 bps mid-quarter.  Monetary policy, which is currently neutral at worst, combined with strong equity and 
credit performance to push longer maturity rates higher across the curve.  For the quarter, two-year Treasuries declined 6 
bps to 1.56% while ten-year notes rose 24 bps to end 2019 yielding 1.91%. 

In the final quarter of 2019, we saw a reversal in the relative performance trend 
of US Treasuries.  Corporate bonds flipped the script and dramatically 
outperformed Treasuries.  This was a result of the backup in Treasury rates 
and the Fed’s interest rate policy reversal.  This hurt price appreciation where 
it matters most.   

The yield curve and higher Treasury rates moderated total return for corporate 
bonds last quarter, but within most sectors, excess return1 surpassed total 
return.  The index for all investment grade corporates returned 1.18% and an 
excess return of 2.42%.  The highest excess returns were posted in the energy-
refining (+4.16%), tobacco (+3.98%), and telecom (+3.84%) sectors.  The worst 
performing sectors were home construction (+0.62%), airlines (+0.96%), and 
senior bank debt (+1.56%).  For the full year, corporate bond performance was impressive with an excess return of 6.76%.  
No corporate sector produced a negative return, total or excess.  This was the result of a combination of strong demand for 
these issues and sizable deals during the year.  

Duration performed best reflecting the highest and best capture of both curve and spread return. Despite negative Treasury 
returns in the fourth quarter, long-maturity Treasuries still returned 14.83% for the year.  Contrary to market expectations 
at the beginning of the year, lower-rated credit outperformed. The market had been on recession watch, which precipitated 
a rotation out of vulnerable lower rated credits.  As the year progressed, the outlook changed to one of slow and steady 
growth in a lower rate environment and investors once again began to reach for yield. 

Looking ahead, the geopolitical outlook is unlikely to improve anytime soon but if the equity market shrugs it off, corporates 
will probably produce moderate returns in a risk-on environment.  Barring a systemic shock, the long-term trend for global 
rates is down although the largest price moves are likely behind us.  With the bond market continuing to look for a neutral 
Fed policy, we expect shorter-term two-year rates to trade in the 1.50% to 1.75% range, while the ten-year Treasury over the 
near term could move to a new higher trading range of 1.75% to 2.25%. 

 
1 Curve-adjusted excess return over US Treasuries 

Bloomberg Barclays Index 
2019 Total Return 

Fourth 
Quarter 

12    
Months 

Intermediate Treasury +0.01% +5.22% 

Intermediate Agency +0.32% +4.46% 

Intermediate Credit +0.98% +9.52% 

Intermediate High Yield 
Corporates 

         
+2.51% 

          
+13.88% 

Securitized (MBS, ABS, CMBS) +0.63% 6.44% 

Source: Bloomberg Finance L.P.   


