
 

 

 

Goldilocks 

Markets are either anticipating the end of the cycle, or retracing the Taper 

Tantrum.  

During a bizarre period of economic history post-GFC, stockmarkets rose on 

bad news, and fell on good.  

Bad news meant the Federal Reserve was more likely to increase stimulus. 

Good news would give them reason to bring an end to the cheap money that 

was fuelling rising asset prices.  

Then came the “taper.” Not an actual change in policy – merely the 

acknowledgement by Chairman Bernanke that, one day, in a distant 

future period, the Fed would start to reduce its bond buying 

programme (quantitative easing). Not raising interest rates, not even 

stopping bond purchases – merely reducing the size of bond purchase 

programmes.  

This proved more than markets could bear, and they fell heavily in response 

across the board - $A, gold, commodities, emerging markets shares, credit.  

Ultimately, the economy proved more robust than the emotions of investors. 

The Fed did taper QE, and finally end it. They also raised interest rates – 

initially once, then over and over. And the economy grew anyhow. With this 

growth, corporate earnings grew into stockmarket valuations, and market 

levels were justified with hindsight.  

Today we find ourselves back in the search for a “Goldilocks economy” 

– not too hot, and not too cold.  

Investors had hoped that the US-China trade dispute, translating to actual 

stockmarket falls, would spook the Fed into abandoning its policy path. 

Instead of a December rate hike and then 3 more, they expected new Chair 

Powell to skip the December move and then announce the cycle had ended!  

If we know anything about Powell, it is that he does not care if the 

stockmarket slips. The market’s expectations were not realistic.  

Instead, he eased 2019 guidance to 2 x 25bp (from 3 x 25), but data 

dependent (and so with the risk to the downside). This implies a Dec 2019 

interest rate of 2.5-3.0%.  

 

ECONOMIC & MARKET 

COMMENTARY   
DECEMBER 2018 



DECEMBER 2018 Economic & Market Commentary  

CPG Research & Advisory 2 

Powell looked and sounded uncertain. Markets do not like the feeling that the 

Fed doesn’t know what it’s doing. They plunged. Then came reports that 

Pres Trump was considering firing him – a terrible signal, if true.  

But in the real world, US Q3 GDP grew at +3.4% annualised, and is still 

accelerating:  

 

To jump to recession would need a massive economic shock – 1973’s OPEC oil 

shock, the failure of a major banks. Tariffs (especially postponed ones) are not 

of that magnitude. Moreover, to push the economy into slowdown, the Fed 

would need to not notice the deterioration, or not care.  

Then this week the US saw a very strong jobs report:  

 

GDPNow projects a quarter again near trend: 
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There does not appear a strong case to abandon rate increases. However, the 

Fed will not be watching markets (unless they fall much further) – the 

primary determinant of 2019 policy will be the outcome of trade talks.  

Another overhang for US markets is the uncertainty of impeachment. 

With a Democrat House, it did not take the declaration “We’re gonna impeach 

the m***f***” to guess their plans. On the current information, the Senate 

vote will be nowhere near 67-33 for a conviction and removal from office, so 

markets are likely to treat impeachment as a minor distraction.  

The shutdown is a more pressing concern. Unlike last time, there is no 

obvious path that both sides are working to. However, once again these events 

will resolve themselves in a timeframe too short to be any real medium-term 

threat to corporate earnings.  

However, a “no deal” on trade would be very negative for the 

economy, and would see a cautious Fed (and perhaps even a pre-emptive 

rate cut from the RBA).  

Conversely, if there is a new Trump-Xi deal, and the tariff battle ends, 

that should be sufficiently positive for the Fed to proceed with its 

2x25bp guidance (and be allowed to, by the market).  
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Leading Markets 
Global stocks fell heavily, as investors 

concluded that the G20 meeting did not 
resolve the US-China trade tensions. 

Despite a record points gain Dec 26th, 
US markets closed sharply lower. Dow, 

S&P and NASDAQ were down  8.59%,  
9.03% and  9.40% respectively. 

Emerging Markets did much better to 
return -2.66% in $US with a similar 

result from Frontier.  

US 10-year bonds rallied to 2.71% 

(-30bp). High yield credit traded to its 
widest since August 2016.  

Other Highlights 

The US government shut down as Pres 
Trump rejected funding that excluded 

$5bn for border wall extensions.  

After the G20 meeting, different 

wordings from China and the US 
suggested they had too far to go to 

agree in 90 days. At US request, 
Canada arrested the Huawei CFO for 

breaching Iran sanctions – further 
infuriating the Chinese.  

However, they did indicate support for 
the Korean peace process.  

The US Federal Reserve raised its rate 
target to 2.5%, making future increases 

“data dependent.” The market 
considered this overtightening, despite 
following a (revised) +3.4% p.a. Q3 

GDP. CPI rose 2.2% (-0.3%) in 
November as the oil price collapsed. A 

modest +155k non-farm payroll kept 
US unemployment at 3.7%, during 

higher participation of 62.9% (+0.2%).  

EU Unemployment was steady at 8.1%, 

but inflation eased to 1.9% (-0.3).  

The UK faces a hard EU exit, and 

possible “purgatory” with a permanent 
“transitional” arrangement in Ireland.  

Japanese Q3 GDP was revised down to 
-0.6%; YoY GDP was zero. It has a 

trade deficit of over JPY1tr CYTD, vs 
+2.5tr surplus to Nov 2017.  

 

 

Domestic 
The ASX200 lost just -0.12%, although 

Smallcaps fell -4.18%. Buybacks by the 
mining leaders boosted largecap 

returns.  

APRA’S proposal would see sub debt 

increase from 2% of risk-weighted 
assets to around 6-7%, at least tripling 

total issuance.   

Australian 10-year bonds rallied on 

offshore leads and weaker domestic 
data, with yields -27bp to 2.32%; the 

spread to US 10yr bonds widening 
beyond 50bp. 

The RBA kept the cash rate at 1.5% in 

December, maintaining “more likely up” 
wording and still expecting above-trend 

growth and falling unemployment. 
However, the market is starting to price 

a 2020 rate cut.   

Labour force participation rose +0.2%, 

taking headline unemployment to 5.1% 
(+0.1%) despite a strong +37,000 

jobs. Hours worked fell -0.2% but are 
+1.1% higher YoY. 

Apartment approvals fell -4.8% to 
be -22.2% YoY. Retail sales were 

+0.3%.  

The trade surplus was $6.6bn (+69%) 

in Q3, narrowing the overall current 
account deficit after services by 11% to 
$-10.7bn. October is traditionally a poor 

month, but was +$2.32bn on goods 
and services.  

Corporate profits rose +13.5% YoY. 

Commodities and Currency 

WTI oil plunged to $46/bbl (-10%), 
having gone under $43.  

Gold closed at $1,278 (+4.4%). Tin 
increased +5.3%, while rest of other 

base metals were all lower.  

Iron ore recovered to $71.30 

(+13.4%). 

The $A finished at US70.5c (-3.3%), 

retesting October’s lows and cushioning 
falls on unhedged global equities. 
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KEY FINANCIAL MARKET DATA – AS AT 31ST DECEMBER 2018 (UNLESS SPECIFIED) 
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        1 Growth Assets   0% - 20% 
        2 Growth Assets 21% - 40% 
        3 Growth Assets 41% - 60% 
        4 Growth Assets 61% - 80% 
        5 Growth Assets 80%+ 
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