
“Where to Now?”

Weekly Market Insights

Equity markets are getting quite predictable.  One record 

after another.  This past week was no different: the Dow 

Industrials rose 0.67%, the S&P 500 was up 0.58% and 

their smaller brethren, the NASDAQ, increased 0.91%.  

The U.S. equity markets are coming to an end of a 

remarkable year.  If the proverbial man from Mars would 

look at the economy and corporate earnings, he might 

be a bit surprised at the strength of equities.  Yes, the 

economy continued to grow and earnings were positive, 

but were they so strong as to advance the broad market, 

as measured by the S&P 500, up 29.5%, even after a 

disastrous fourth quarter 2018?  It is a good question yet 

to be answered.  Of course, there are more stimuli to the 

equity markets than economics and I am sure our CIO, 

Charles King, will address both earnings and valuations 

in our year-end review.  What happened last year is 

interesting but investors, of course, are interested in the 

future - what about the coming year?  Rather than try to 

predict next year’s markets, we thought it more 

beneficial to spend some time going around the globe 

and looking at what may affect each area.

The United States
Of primary importance to domestic investors is, of 

course, what happens in the United States.  There is a 

lot to think about.  What immediately comes to mind is 

impeachment.  Given the make-up of Congress, the 

Republican Senate and the Democratic House, the 

chances of the President being thrown out of office is 

very slim indeed.  But that is missing the point.  The 

battle over impeachment is a reflection of what appears 

to be happening in the country, a division of the 

electorate into factions.  Not only is this reflected in the 

impeachment exercise, but it is also being played out in 

the presidential primaries and the future campaign.  For 

centuries, theorists have warned about the damaging 

effect of factions.  Adam Smith and his brilliant mentor 

David Hume made the argument followed by James 

Madison and his colleagues when writing the Federalist 

papers.  Hume argued, “Factions subvert government, 

render laws impotent, and beget the fiercest animosities 

among men of the same nation, who ought to give 

mutual assistance and protection to each other.” 1 

Long term, this is the most serious problem the country 

faces.  In the realm of economics, the U.S. appears to 

be in good shape, at least for the coming year.  As we 

have written way too often, the consumer is in good 

shape, both fiscally and in attitude.  Inflation has not 

been a problem and the Federal Reserve has told us 

that the most likely path for them is to keep interest rates 

where they are.  This is a big positive.  

There are, of course, concerns.  One of the most 

commonly mentioned is the record length of both the 

recovery and the bull market.  That is an interesting 

point, but economic expansions and bull markets don’t 

die of old age.  They die from imbalances in the 

economy.  At the moment, we don’t see any that have 

reached the point to destabilize the economy.  However, 

there are warning signs, the expansion of debt being an 

important one.  Debt creation is rising in the United 

States.  That by itself does not bother us. In an Essay 

titled “The Act and the Crisis of 1866” Hammond Chubb 

wrote, “It’s not lending at low interest to men who 

deserve credit, but to men who deserve no credit . . . 

that occasions so many failures and so much ruin.” Our 

concern is the rapid growth of low quality debt.  It is 

growing rapidly and it deserves careful attention.
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Finally, the tariff war.  It gets the most attention but as 

we have discussed in the past, that by itself is unlikely to 

bring the U.S. economy to its knees.  Both sides, the 

U.S. and China, have too much to lose.  In any event, 

the United States, to a certain degree, is protected 

because its economy is less dependent on international 

trade than most other countries. 

We remain sanguine about the U.S. economy for 2020.

China
China is the most interesting case.  There are many 

reasons for this secrecy, questionable data and real 

goals, to name a few.

China appears to be in the midst of a massive change.  

From 1978 when Deng Xiaoping took control of China 

from Mao, the government was progressively loosening 

the grip on the economy.  As a result, China started a 

meteoric rise from abject poverty to relative prosperity.  

This continued until Xi Jinping came to power.  When he 

first ascended to his position of leadership, most were 

enthusiastic that he would push forward more liberal 

policies, particularly economic.  How wrong we were.  

Not long after he took power, he began to appear more

and more like Mao.  Purge after purge occurred and the

country reversed its path concerning State Owned 

Enterprises (SOE) and government interference in 

commerce.  This is one of the main reasons for the 

slowdown in China’s economy.  Even with government 

controlled news, stories of bad debt and banking crises 

abound.  Mr. Xi has tried to rapidly expand China’s 

global influence.  One of the major ways has been to 

sponsor, through low interest loans, projects in Third 

World countries.  Many of those are now under water 

and in default.  

At the moment, China’s economy and government are a 

strange alchemy of capitalism and communism.  No one 

really knows where this will lead but it is unlikely to be a 

great boost to the Chinese’s economy.  

Although many economists, particularly European, 

continue to believe the Chinese’s economy will grow to 

be the strongest in the world.  We doubt it, with the 

ascendency of Xi Jinping and the abandonment of the 

philosophy of Deng, China appears to be a case of 

destiny disrupted.

Europe and the rest - next week.
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