2020 Economic Outlook
The forecasts, estimates below are a summary of 2020 outlooks from Barron’s,
Wall Street Journal (WSJ), Fortune, BusinessWeek, Charles Schwab, Merrill Lynch, podcasts
from several prominent investment firms, analysts and my own analysis of economic, business,
and investment trends. Some of the forecasts below are from WSJ surveys of over 60
economists from Wall Street, academia, and corporate America.
Predicting the future is extremely difficult if not impossible. It is helpful to follow these
forecasts to determine are they improving, stabilizing or contracting. The ongoing forecasts,
trends are what is important to follow and is why I do Quarterly Economic Updates.
The key word that constantly was used in many of the reports I studied is “uncertainty”.
GDP
Below is the trend for GDP and forecasts for the next few years.

Source: WSJ

The Great Recession ended in the summer of 2009. This makes this expansion the longest in our
economic history.
The economy grew at 2.9% in 2018 (above the growth rate of this economic cycle). But,
economic growth will probably slow to a low 2% in 2019. According to the consensus of the
WSJ economists, 2020 economic forecasts see the economy continue to slow to about 1.7%, but
still growing.

Most economic cycles last about 5 years and this cycle is over 10 years old. The President’s tax

cuts that went into effect in 2018 probably prolonged this economic cycle as well as low
inflation and interest rates. But, similar to a race at the beginning of a race there is more energy,
toward the end of race that energy is spent. Investors and businesses need to keep this in mind.
The current slowdown has been expected by many economists, analysts and investors. I wrote an
article about the prospects of Trumponomics in 2017. Here are excerpts from my analysis:
“Presidents’ Reagan and Bush did implement tax cuts with mixed results.
Briefly, the belief that tax cuts will stimulate the economy and will increase
tax revenues to the Treasury is called supply side economics.
The negative side-effect of tax cuts is that our deficits and debts grow when
you take in less money but spend the same or more (again, supply side
economics has proven to not work). Cutting taxes now will make our debts
worse than it has in the past, but this time we have baby boomers retiring that
will cause Social Security and Medicare expenditures to explode. A bad time
for tax cuts.
Bottom line: tax cuts and deregulation will probably not have the sustained
economic impact and create the millions of high paying jobs that U.S. workers
need. Investing in the right infrastructure projects is worth focusing on.”
Click here to read my analysis of Trumponomics. My analysis includes six separate reports.

The tax cuts are creating larger deficits:

The deficits are growing again mostly due to the tax cuts (less revenue against higher spending)
and baby boomers are retiring causing Social Security and Medicare expenditures to increase. If
we go into a recession the deficits could get much, much worse because of even less revenue and
increased unemployment benefit costs.
Deficit spending leads to increases to our national debt:

Source: Statista

Our national debt is close to $23 TRILLION!!
These deficits and debts could impact the dollar, interest rates and could make the next recession
worse, but not as bad as the “Great Recession” of 2008. The growth we saw last year may not be
worth it because of the increased deficits and debts, in other words we borrowed money to attain
this growth. This may have worked out if we did not have the trade wars. Sanctions against Iran,
North Korea, Venezuela, and Russia are also contributing to the slow growth global economy.
Trade wars with Mexico, Canada, Europe and especially China has caused the global and U.S.
economy to slow. We can see the impact of U.S. business spending/capital expenditures:

The trade wars, especially with China escalated in 2018 when tariffs where imposed. We can see
CapEx (capital expenditures) plus R&D (research and development) fell most of this year, but it
did increase in the latest quarter.
The good thing is corporations have dramatically cut back on buying back their stock. It’s a
waste of capital to buy back their stock at such high valuations, prices.

The trade wars are having an impact on business confidence. Below is a chart that shows the
declining trend of CEO confidence:

Business confidence surged after the election. Tax cuts and deregulation and business friendly
administration were the main drivers of increased confidence. Deregulation is another bright spot
for business and the economy. Regulations were 97,110 pages in 2016, an all-time high,
but came down to 68,082 last year. It would help if regulations would come down at the state and
local levels, especially here in California. California has almost always been pro consumer and
labor.
Business confidence has dropped by about half, small business confidence hasn’t dropped as
much:

There have been several critical articles in the financial media regarding President Trump and the
economy, especially the global economy:

Why Trump Is Bad for Business, https://fortune.com/longform/trump-policies-bad-for-businesstrade-immigration-taxes-regulations-us-economy/
Would You Let Trump Run Your Company, https://www.bloomberg.com/news/articles/2017-0518/would-you-let-trump-run-your-company?sref=OTZLo57p
Trump Runs the Government Like His Business That’s the Problem
https://www.bloomberg.com/opinion/articles/2018-01-22/trump-runs-the-government-like-hisbusiness-that-s-the-problem?sref=OTZLo57p
The Real Risk to the Global Economy, https://www.barrons.com/articles/the-real-risk-to-theglobal-economy-1510372029
Fallout from Trump’s Trade Wars Felt by Economies Around the World
https://www.reuters.com/article/us-imf-worldbank-trade/fallout-from-trumps-trade-wars-felt-byeconomies-around-the-world-idUSKBN1WY0PZ
The U.S. Consumer is the largest component of the U.S. economy and is another bright spot for
the U.S. economy. See the Unemployment, Consumer section below.
CPI, Federal Reserve, Interest Rates
Below is a chart of the trend and forecasts for inflation:

Source: WSJ

Inflation has been subdued during this economic cycle and this is good for most consumers as
the cost of living is relatively stable. One of the reasons for low inflation this cycle includes a
slow growth economy. Even though we have low inflation now, economists are forecasting a rise
in inflation for 2020.
Interest rates should reflect the prospects for inflation. Interest rates are at historically low levels.

Below is a chart that shows the historical relationship of inflation, interest rates and the
economy, recessions.

Source: Federal Reserve Economic Data

Notice for most of this chart going back to 1950 the Fed Funds rate (blue trend line) is higher
than inflation (red trendline) as lenders want to protect the purchasing power of their investment
dollar. This was not true in the current economic cycle because of the major economic weakness
due to the “Great Recession”. Interest rates below inflation were used to reflate the economy.
Below is the forecasts for the Fed Funds rate:

Source: WSJ

The Fed Funds rate is the cost of money for the U.S. economy. Rates increase depending on
duration and credit worthiness of the borrower.
Fed Funds rate started to rise in 2015 as the recovery was believed to have staying power.
Rates were lowered three times in 2019. The Fed wanted to keep rates low to help the lower
rungs of our society find a job.
Low inflation and interest rates has helped this economic cycle be the longest in our economic
history. Let’s look at unemployment, another bright spot in our economy.
Unemployment, the Consumer
There are more job openings than there are unemployed as the chart below evinces:

Notice the difference between job openings and the unemployed at the end of the recession
(shaded gray area). Thanks to this long recovery and low interest rates we finally see there are
more jobs than the unemployed. A skills, education gap is one the main reasons why there are
more job openings than unemployed.
The downside of all this job creation is that most of the jobs are low paying, according to the
chart/data below:

Source: Daniel Alpert, Jeffrey Ferry, Robert Hockett, Amir Khaleghi

According to this chart and research, more than 60% of jobs created are low quality jobs where
the “income falls below the mean for all such jobs.”
Hispanics and blacks are the groups that are mostly being hired for these jobs this late in the
cycle:

Blacks and Hispanics had the largest unemployment numbers during the Great Recession and are
now the largest groups to hire from.

Below is a chart of employment trends and forecasts:

Source: WSJ

Unemployment peaked at a bit over 10% in 2009 and has fallen to about 3.6% in 2019.
Lower interest rates, the long recovery after the Great Recession and low unemployment is
finally helping an important component of the U.S. economy - housing. Below is a chart of
existing home sales:

Existing home sales collapsed the last few years due to rising rates, low inventory (home owners
are staying in their homes longer), high prices/affordability and tougher lending requirements.
Again lower interest rates and a good jobs market are helping consumer confidence and existing
home sales.

Another important segment of the consumer market is autos. Auto sales have been slowing
globally:

U.S. auto sales have been falling for several years. Auto companies keep raising prices making
affordability an issue and the duration of an auto loan also keeps on increasing.
Retail sales are cyclical for many reasons including: weather, Christmas, back-to-school, tax
season. The chart shows the volatility of retail sales:

Source: The Daily Shot, WSJ

Because the consumer is so important to our economy, I do focus on the consumer in my
Quarterly Outlooks.
Global Economy
Japan has been in an economic slump for about three decades. Their economic problems are
many (too much debt, an aging population, bad allocation of capital, problems with deflation,
competition from other Asian countries especially China, India, South Korea….)
Europe has not fully recovered from the Great Recession. The European banking system remains
risky and vulnerable. There are 28 countries in the European Union, EU. The EU has had a
difficult time managing and leading 28 nations that are reluctant to give up their sovereignty to
the EU. Great Britain has plans to leave the EU at the end of January 2020 and if not negotiated
properly with the EU, Britain could wind up in a recession.
Populism and citizen protests are occurring around the world. They are protesting against their
leaders as these citizens feel their needs are not being met by their out of touch leaders/dictators.
Populism is one of the reasons why President Trump was elected as he his paying attention to
citizens that are being left behind. There are riots and protests all over the world: Chile, Hong
Kong, France, Iran, Egypt, Iraq….
China Trade War
I’ve written many times about the many problems China faces: too much debt, bad allocation of
capital, corruption, experimenting with a hybrid economic system of capitalism and a centrally
planned economy, government state enterprises that are described as zombies. The trade war
with the U.S. is also taking a toll.
A “skinny” trade deal has been announced by both China and the U.S. Details of the agreement
have not been solidified at the time of this research and writing. According to the Wall Street
Journal, “the deal could reduce tensions, but not uncertainty” It is the uncertainty that is causing
the global slowdown. U.S. companies have not been investing because they’re uncertain of the
long-term outlook between the U.S. and the second largest global economy. Supply chain
disruptions are a major concern.
The U.S. needs to be careful to not destroy relations with China and their $6 trillion consumer
economy and 1. 3 billion population. Also, cheap goods from China helps keep our inflation low
and allows U.S. citizens to stretch their household budgets. Losing access to cheap goods to help
American families and businesses would hurt the U.S. as inflation could rise. There is talk that
the Trump administration would like to decouple our economy from China’s. This would be a
big mistake.

Risks
Below are a few of the risks the U.S. and the world face:


North Korea Christmas Surprise, North Korea warned of a possible “Christmas Gift”
in an effort to get the U.S. to lift its sanctions. Some experts believe the surprise
could be the launch of a long-range missile that has the potential to reach the U.S.



Iran also has U.S. sanctions against it and would like them lifted. They bombed a
Saudi oil facility, disrupted cargo ships, shot down a U.S. drone. The tensions, and
threats will continue. Oil supply disruptions could cause higher U.S. and global
energy costs and inflation and could lead to a global economic recession. At worse,
another Middle Eastern War. We’ve been fighting wars in the Middle East over
energy since WWII, as energy is essential as a strategic resource. The Middle East
has always had the cheapest and most abundant energy reserves in the world – it still
does.



Cyber-attacks continue and are threats to individuals and our national security



Extreme global weather, stronger hurricanes and tornadoes/cyclones, colder winters,
hotter summers, wild fires that get out of control (currently Australia has out of
control wild fires), floods, droughts.



Black and grey swan events, events that have a low probability of occurring but
would have a big impact - examples, Gulf Wars I, II, 911.
Politics

Most 2020 outlooks were concerned about the elections, especially toward the second half of the
year. There are many research reports about the impact of elections on the economy and markets.
Briefly, the research suggests that if there is a major change in economic policies, the markets
and economy will reflect these major changes bullish or bearish. If the Democrats win, there
could be major changes to economic policies and the markets and economies would have to
adjust to them.
There is a website, https://www.predictit.org/markets/1/US-Elections that takes bets on many
global events including U.S. elections. Here are the latest wagers:

Source: PredictIt

Wagers, putting money where your mouth is may be better than a poll. According to the wagers
on PredictIt, President Trump will be the 2020 election winner, but the wagers also predict that
Democrats will win. A lot can happen between now and next November. I will update these
wagers in future Outlooks.
2020 Recession?
I did not read one report where a recession was forecasted. First, no one can predict if we’ll have
a recession, what will cause it, when it will start, when it will end and when will the next bull
market/economic recovery start. Below is a chart that show predictions for a recession from the
WSJ survey of over 60 economists.

Source: WSJ

According to the above forecasts, 2020 has the highest probability of having a recession.

Below is the track record of economists’ recession predictions:

Notice that right before a recession the probability average is from about 40% to about 30%.
The current expectations for a recession is about 34%, a level that is worrisome. I wrote an
article in October Is a Recession on the Horizon? If you would like a copy, please email me.
Here is an excerpt from the conclusion of my analysis:
“It’s hard to predict the future, especially recessions. But, we have been through many
recessions and we do have indicators and market behavior that can help us spot trends that
lead to recessions.


Here are the indicators that are raising red and yellow flags:

1. Credit spreads, high quality versus risky bonds prices and yields are diverging
2. Yield curve inversion, long-term rates drop below short-term rates
3. Too much debt and leveraged loans. This cycle has been the longest in U.S.
economic history, and interest rates have been so low, debts have piled up
4. Corporate debt levels are at levels that normally precede recessions
5. Potential defaults with CLOs, student and auto loans
6. Debt, rising rates, a slowing economy and a bad allocation of capital are the main
reasons for most recessions. This cycle is following this script and is SERIOUS.

7. Bottoming unemployment normally leads to recessions. Unemployment is at
historic lows.
8. Peaking consumer confidence normally leads to recessions. Current consumer
confidence is close to past cycle peaks.
9. The ISM index was around 60 last year. The index has currently dropped to about
47 and this means there is contraction in manufacturing activity. In past cycles
when the ISM reaches 44, we are in a recession
10. The Leading Economic Indicator trends are “worrisome” according to Charles
Schwab”
My major concern is that if we go into a recession it could take some time to work our way out
of it. Below are some of the reasons why:


Interest rates are too low. On average interest drop about 5% to stimulate the economy as
the chart below shows:

The best stimulus for our economy is low interest rates. Currently rates are too low to lower to
make a difference. This should concern all businesses and investors.


As the deficit and debt charts above in the GDP section show, government spending
would be hard to pass because of our huge deficits and national debt.



If the President is reelected, I’m concerned about our President leading us out of a
recession or financial crisis as pointed out in the financial media links listed above in the
GDP section. There are a few concerns that I have that the financial media does not
talk/write about:

1) Most Presidents (Republican and Democrat) hire the best economic, business advisors in the
world. More importantly, the Presidents listened to them when devising and implementing
economic policies. This President has too much misplaced confidence in himself and relies
on his guts and experience, and a handful of friends that give him informal advice. He has
not issued his economic plan for his next presidential bid.
2) Integrity, I’ve been in the investment industry for over thirty years and a person’s integrity is
everything. If people believe you lie and are untrustworthy they won’t and shouldn’t do
business with you. This President either lies or makes things up: ” Chinese are paying for
tariffs”, no the importer does; “I will grow the economy 4% to 6%”; “the economy is
booming” (contact me for my August report Is the Economy Booming?, and no it’s not, it’s
slowing); “who is the bigger enemy Fed Chair Powell or China’s leader Xi Jinping”; “Janet
Yellen (ex Chair Fed Reserve) is more political than Clinton”, “Chinese are manipulating
their currency” (currency moves can be complicated, lately Chinese currency is weak due to
their slower growth) “the Chinese have been ripping off the U.S. for many, many years”
(China was allowed into the WTO in 2001 when it was about a $1.2 trillion dollar economy,
it was not until 2012 that the Chinese economy was about $12 trillion and they became a real
threat and a strong competitor), we are energy self-sufficient (the U.S. uses about 20 million
barrels of oil equivalent a day, we produce about 12, import about 3 mostly from Canada
and Mexico, export about 7 but most of it is not oil but non-crude petroleum, the non-crude
petroleum complicates the picture), the markets fell last December because the Democrats
won congressional seats last November….
3) Morals, I have a Registered Investment Advisor license. We are required to put our interest
above our clients. This President has said and done many things that are questionable
morally, especially when he puts his own interest first: having close relatives as key advisors
in his administration, saying if we go to war again in the Middle East we will take their oil as
we should have in past Middle Eastern wars, proposing the next G20 meeting should be at
his resort property in Coral Gables, Miami….
4) I’ve had bosses in the past who take credit when they shouldn’t and blame others when
things go bad. These type of bosses, like President Trump, and their tenure do not end well.
Will the President take responsibility for a recession (it would probably be a cyclical end and
not necessarily his fault, except for our deficits and debts that will get much worse in a
recession)? Will he have the right advisors to help lead us out, but more importantly will he
listen to advisors and not rely on his distorted view of business and the world economy?
Conclusion and Summary


Most economists see the economy growth slowing to about 1.7% in 2020.



Inflation and interest rates are expected to stay low in 2020.



This economic cycle is the longest in U.S. economic history. The tax cuts,
deregulation and higher business confidence probably increased the expansion at
least two years.



The consumer is the main component of our economy and so far it is healthy thanks
to a continued growing job market, high consumer confidence, low inflation and
interest rates. Housing is picking up, auto sales have been declining, and retail sales
are seasonal.



The tax cuts, a slower economy, retiring baby boomers signing up for Social Security
and Medicare, and high government spending has caused our deficits and debts to
get much worse.



Most economists don’t see a recession in 2020. Economists have a lousy track record
of predicting recessions. To be fair, forecasting the future is extremely difficult and
impossible consistently.



If we do have a recession we don’t have the normal tools of monetary policy
(lowering interest rates) and fiscal policy (government spending and taxes) to
stimulate the economy out of a recession. Also, questions have risen about the
President’s integrity, business acumen, and knowledge about how the global
economy works. Business and consumer confidence could continue to fall leading to
a negative feedback loop making the recession worse.



Elections will create uncertainty in 2020.



Risks to the U.S. and global economy include: Iran, North Korea, trade war with
China, extreme global weather, cyber-attacks, grey and black swan events.

I will issue my 2020 market outlook in a few weeks. It will include price targets for the markets
as well as risks and opportunities.
Happy Holidays, Merry Christmas, and a Healthy, Happy and Prosperous New Year.

Most retirees need safety, income, liquidity and not asset allocation and rebalancing. If you have
a financial planner and would like a free review of the risks, liquidity, fees and the amount of
income your portfolio generates, contact me at danhassey@yahoo.com.
How to contact Dan Hassey, Registered Investment Advisor: danhassey@yahoo.com
I can review your portfolio gratis. The review would include: 1.Upside potential 2. Risks 3. Costs 4.
Make sure your portfolio is meeting your financial needs and goals. I would be willing to spend up to
three hours on the free review.
Below is a brief bio. You can also review my LinkedIn profile. https://www.linkedin.com/in/danhassey-7a71301/

Dan Hassey’s passion for investing started at the UCLA Graduate School of Management where he
earned his MBA. After UCLA, Dan started his investment career as a stock broker for Merrill Lynch
in their Beverly Hills office. He has also worked for Paine Webber, Fidelity Investments, Charles
Schwab, and for famed futures money manager John Henry & Co. Inc.
Dan has also worked as a research analyst covering the markets, and the economy. Dan also
recommended, energy and dividend paying stocks. Contact me if you would like a copy of my track
record of my stock recommendations.

