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Gift-givers still have eleven shopping days until Christmas, but lawmakers are only left with a week to produce a
workable spending bill if a partial government shutdown is to be avoided next Friday. This is just one of several
issues for investors to contemplate as the FOMC prepares for its final meeting of the year amid signs of a global-
growth slowdown and an unclear resolution to the China-U.S. trade war; the tone of which seems to vacillate
between positive and negative on an hourly basis.

Earlier this week, Theresa May’s hold on her job as British Prime Minister was a moment-to-moment condition that
she eventually grasped by prevailing in a Parliamentary vote of confidence. She, and the United Kingdom, are
certainly not out of the woods, nor are they yet out of the European Union as her plan to exit the E.U. is far from
final and continues to be assailed by critics from all sides. The E.U. itself has been assailed by new, and lower,
growth estimates for the next couple of years. The European Central Bank (ECB) just lowered its 2019 GDP forecast
from 2% to 1.9% with just a 1.7% growth rate expected for 2020. In the face of this anticipated retrenchment, it
may seem odd to some that Mario Draghi, head of the ECB, chose this moment to end his version of quantitative
easing. Even as he made yesterday’s announcement, his remarks included the recognition that the need for more
monetary stimulus is still present, and will continue in the form of reinvested cash flow from the central bank’s
previous bond purchases.

Meanwhile, American consumers have been making a few purchases of their own and we learned this morning that
Retail Sales rose, about as expected, by 0.2% in November. What wasn’t expected was the big revision to October’s
report that boosted that month’s sales from 0.8% to 1.1%. Without autos and gasoline, November’s sales came in
slightly better than expected with a 0.5% jump and an even bigger revision for October from 0.3% to 0.7%. So, the
future may be a little cloudy, but at least the past is getting brighter. The brightness of China’s growth prospects,
dimmed in part by the effects of the President’s tariffs, was not helped by this week’s illumination that both
Industrial Production and Retail Sales were significant “misses” for the Chinese economy last month. Can observers
conclude that China’s announcement to reduce its own taxes on American cars along with its recent purchase of a
bunch of American soybeans is a capitulation on the part of President Xi? It seems that concluding anything about
this international back-and-forth is risky business.

In a recent Wall Street Journal poll, nearly half of the economists surveyed cited the Sino-American trade dispute as
the greatest risk to the economy for 2019. President Trump recently stated that he thought the Federal Reserve
was the economy’s biggest risk because, in his view, higher rates will do more harm than good. Only time will tell.

The President’s comments aside, Fed Chairman Powell will still probably tell us all next Thursday that the FOMC has
voted to bump its target for Fed Funds by a quarter-point to a 2.25%-2.50% range. The Fed will remain data-driven,
not Administration-driven, and even though the data is starting to look a little tarnished, it’s still shiny enough to
get one more rate hike out of the Committee this year.

The darkening patina of recent data includes a decline in the National Federation of Independent Businesses (NFIB)
Optimism Index from 107.4 to 104.8. That’s a pretty big drop. And if economic overheating is needed to justify
further increases next year, this week’s inflation data did not strongly bolster that argument. The Producer Price
Index (PPI) fell from 2.9% to 2.5% year-over-year and without food and energy, experienced only a slight rise of
0.1% to 2.7%. The Consumer Price Index (CPI) was unchanged at 2.2% year-over-year, and factoring out food &
energy, still only rose by the widely expected 0.2% for November, bringing the year-over-year core rate to the same
2.2% as the headline rate. And if tariffs are requiring Americans to pay more for what is bought from other
countries, it’s not showing up in the Import Price Index. That measure plummeted by 1.6% last month and even
when falling petroleum prices are removed from the calculation, Import Prices, ex-oil, still fell by 0.3%. Nothing in
this week’s data points to overheating and let’s not forget that the Fed’s favored inflation measure, the Personal
Consumption Expenditures Index (PCE), recently fell below the Fed’s 2% goal. A quick check of some key
commodities reveals that, for the year, lumber is down 28%, copper is off 16%, and the price of dinosaur wine has
fallen about 13%. That may sound like statistical cherry-picking to some, but cherry prices are down, too!

Still, darkening data brings a renewed brightness to bond prices and this morning’s little rally in the Treasury
market has brought the Ten-Year’s yield down below 2.90% with the Two-Year slightly above 2.70%. That’s about
as curvy as the road between Lubbock and Amarillo. And the stock market? Well, today’s meltdown in equity prices
makes Interstate 27 look positively scenic, so quit checking your 401k. Our economy needs for everyone to go
Christmas shopping; only eleven days left. Have a great weekend, and if you’re going to the mall, be extra-careful
out there.
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