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                                  Economic Indicators December 2020 

                                            By Kim W. Suchy 

 
Screamin’ and Yellen.  Those words have been very popular in recent headlines as C19 

vaccinations, through Operation Warp Speed, have sparked a screaming recovery in certain parts 

of the economy and Janet Yellen has been nominated as Treasury Secretary for the prospective 

administration.  

 

Both output and survey data suggest that the manufacturing sector is already expanding at a 

tremendous rate even prior to the vaccines. Further, housing is another area where data is very 

robust because C19 related issues and demographic trends have given rise to this sector. Work 

from home and work from anywhere practices have provided incredible leverage to this sector.  

Now, with the prospect of C19 vaccines available by the end of this year is significant because it 

is a safety net to protect small businesses, the key to economic recovery and employment 

regeneration. That said, this should be a catalyst for bank recovery. 

 

The market hit banks very hard this year in part because they have collectively set aside hundreds 

of billions of dollars to cover possible loan losses. The other part being the collapse of interest rate 

spreads as tighter spreads squeeze loan profitability. Yet with regard to reserves for losses, credit 

quality is one of the biggest factors that bank investors watch, because loan defaults will decimate 

a bank’s balance sheet. So, when C19 impaled large blocks of the economy for more than a month, 

travel, restaurants, lodging, retail, and energy became credit concerns and with them, banks. As a 

side note, energy was hit particularly hard as not only did demand for energy slide during the 

economic slowdown, election banter was calling for clean energy thus hurting the fossil fuel 

segment and it’s loan stability.  Bank valuations tumbled along with this.  

 

When Congress passed stimulus (i.e. PPP monies) earlier this year and the Fed augmented this, 

loan losses were curtailed.  In fact, they improved so much that loan write-offs and delinquencies 

actually shrunk on a year-over-year basis, something unprecedented in the midst of a recession! 

 

Now, here comes the Yellen.  Janet Yellen has been nominated as the Biden Administration 

Treasury Secretary and recall that she served as Fed Chair under Obama.  I will say that if she is 

confirmed, and likely will be, she will have the hardest job in America and may not make a lot of 

friends along the way.  
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As Fed Chair, she oversaw the imposition of tough new banking rules that Trump and Mnuchin 

have unwound. Once the Biden Administration begins amending and adding policies, they will 

certainly be in conflict with Powell (the new and current Fed Chair).  

 

Yellen has been a strong advocate for a big new economic relief package (not sure yet if it has the 

octane Pelosi wants).  On the flip side,  she has also talked about the need to get the growth of the 

federal deficit under control which means that if you have a large fiscal stimulus plan that a tax 

increase may be in the cards (ugg). She has always been a supporter of free trade, which many 

progressives consider a threat to American workers…..but Yellen’s free trade policies may be 

tempered with the recent issues surrounding China (Covid, cheating on current trade policy and 

currency manipulation). Recall that she was part of Clinton’s Economic Staff in the late 90’s and 

she pounded the table many times saying that free trade generally didn’t trigger job losses, but 

instead led to a reallocation of workers to better jobs…..Whoa! Today, given all the displaced 

workers, that argument may not hold as much water and keep free trade and China relations back-

burnered.  

 

Perhaps one of her biggest challenges out of the gate will be student loan debt. Harris and Biden 

both want these loans to either be forgiven or relaxed.  This would run against the grain of 

traditional Yellen belief that the government deficit needs to be reduced. Absent the revenue from 

student loan paybacks, the deficit would swell. Couple this with economic relief and certainly a 

tax increase, a rather large one, would be on the docket.  Now, I don’t think this will be Yellen’s 

fault, it will be a battle she will have to fight with the new administration…..she will probably lose 

the battle and the war because taxes will need to rise to pay for these programs, debt forgiveness 

and other programs Biden wants to provide.  

 

On a side note, with higher taxes, economic principles suggest that many employers will curtail 

hiring as their profit margins shrink.  Yellen, being a former Fed Chair, was always focused on the 

unemployment rate and inflation (the only two Fed mandates). If profit margins shrink due to rising 

taxes, companies increase prices and guess what?  Now you have fuel for inflation and rising 

unemployment.  Yellen’s two mandates as a former Fed Chair are in peril.  But she is Treasury 

Secretary and the Fed and Treasury are two independent entities and do not often join hands and 

design policy. So, Yellen and Powell will be shadowboxing for some time…Biden may force 

Powell out and Congress would have to approve a new Fed Chair. That Financial Committee 

hearing would be an interesting observation.  

 

Today, Trump, Mnuchin and Powell appear somewhat synchronized perhaps due to Trump’s 

strong hand.  Moving forward, there will certainly be disruption amongst the President, Fed and 

Treasury.  It will place enormous stress on the Fed who is already locked and loaded with lower 

rates for at least two more years.  Something has to give because holding our U.S. debt at low rates 

with the prospect of higher inflation will force significant bond sales as the paper is worth less.  

This will not be Yellen’s fault but will certainly keep her awake at night.  
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Here is your look at developments in the global marketplace. 

 

Positive Developments: 

 

 The Fed reported Tuesday that U.S. households reduced their credit card debt by $10B in 

the Q3 after cutting $76B in Q2. For the first three qtrs. of 2020, consumers reduced their 

credit card debt 13% or $120B, vs. the same period in 2019. This suggests that consumers 

are in much better credit condition during the holiday season. 

 On the flips side, due to the housing boom, U.S. households added $1.1T in new 

mortgage originations, so they increased their overall mortgage debt by 9.4% (or 

$85B) to a total of $9.9T during Q3. This means U.S. household debt increased in 

Q3 by 6.1% or $87B, but a mortgage debt, unlike credit card debt, represents a 

home, a major asset on the other side of the ledger and, from a cash flow 

perspective, mortgage interest is tax deductible. 

 The Commerce Department reported that housing starts in October rose 4.9% to an a/r of 

1.5M.  Single-family housing starts rose 6.4% to an a/r rate of 1.2M in October, while the 

more volatile multi-family housing starts were basically unchanged. In the past 12 mos., 

housing starts have risen 14.2%, supporting evidence of a V-shaped economic recovery. 

 The National Association of Realtors reported that existing home sales hit a 14-yr. high in 

October as sales rose 4.3% to an annual pace of nearly 6.9M. In the past 12 mos., existing 

home sales have risen 26.6%! There were only 1.42M homes for sale at the end of October, 

which represents a tight 2.5-month inventory, which gives rise to home price appreciation.  

In addition, a low interest rate environment has supported the appreciation in prices. 

Housing sales should remain robust in this low rate C19 environment, since the work from 

home – work from anywhere should persist for years since technology accommodations 

have facilitated this and have made many workers more productive at the site of their 

choosing. 

 Following a road bump in September, industrial production regained traction in October, 

rising 1.1%. In addition, the readings in prior months were revised higher. Industrial 

production has made up nearly 2/3 of the decline in activity witnessed during the peak of 

C19 lockdowns in March and April. Expectations are bright for a full recovery in the 

months ahead because retail sales reflect the fact that consumer spending and personal 

consumption spending on goods are climbing at a healthy pace.  

 Durable goods were very strong and started Q4 following the historic pace of new orders 

growth in Q3. With a combined 43.7% increase since the April trough, new orders now 

rest just 2.2% below the February pre-pandemic high suggesting a very noticeable V-

shaped recovery in the manufacturing sector.  
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 Real GDP was unrevised at a 33.1% annual growth rate in Q3. The largest contributor to 

the growth rate in Q3 came from personal consumption which, by the way, rose 0.5% in 

October.  Personal income is up 5.5% in the past year, while spending has declined 0.6% 

yoy.  We look for spending to escalate as we close in on holiday spending season. 

Neutral Developments: 

 The Commerce Department announced that October retail sales rose only 0.25% (month 

over month), well below the economists’ consensus estimate of a 0.5% increase. The good 

news is this was the 6th straight monthly increase, but the bad news is that only 5 of the 

13 sectors show any improvement. October’s leaders were online sales, which surged 

3.11%, accounting for most of the gains, and electronics & appliances, which rose 1.19%, 

due to the announcement of the iPhone 12. 

 

 There is mixed news in the job market. The bad news was that The Labor Department 

announced that unemployment claims rose 31K in the latest week to 742K. This was the 

first increase in in the past 5 weeks and suggests that C19 restrictions are likely slowing 

job growth. The good news is that continuing unemployment claims declined 429K to 

6.4M. 

 Labor Dept. also reports that continuing claims for Pandemic Emergency 

Assistance, which covers self-employed and independent contractors, rose 751K 

to 8.7M which is further indicative that as cities and states restrict their economies 

due to C19, the economic toll is mounting. Since unemployment insurance and 

special pandemic relief is due to expire at the end of the year, nearly 12M people 

could lose benefits unless Congress extends the program. 

 

 New single-family home sales declined 0.3% in October. The drop of 0.3% was due to an 

upward revision of 43K to September's sales, which put it at the highest level since 2006. 

Absent the upward revision, October would have posted a gain of 4.2% versus the sales 

figure for October reported a month ago. New home sales are now 29.1% above the 

January pre-pandemic high, and a two factors should facilitate the pace of new home sales. 

1) Affordability; near zero interest rates from the Fed which have reduce 30-yr. fixed 

mortgage to record lows. 2) Due to the pandemic, closures, and urban unrest, buyers' 

preferences have shifted away from units in city environments to the suburbs.  In addition, 

work from anywhere programs at most companies, buyers are seeking bigger homes. 
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 Fact Set reported that the aggregate earnings of the 63 Industries in the S&P500 reported 

a yoy decline in earnings of -6.3% in Q3. Of these 63 industries, 27 reported declines 

while 36 reported increases. The industries reporting the largest dollar-level increases in 

earnings for Q3 were Interactive Media & Services (+$5.2B), Software (+$4.1B), and 

Automobiles (+$2.8B) industries.  No real surprise there. The index reported a yoy decline 

in earnings because 3 industries reported extraordinary declines in earnings. They were, 

as expected, oil & gas, airlines and hotels/restaurants/leisure. All three industries have 

seen significant negative impacts to revenues and earnings due to C19. Oil/gas reported a 

decline on a dollar-level basis (-$14.3B), the airlines reported (-$13.0B). The 

hotels/restaurants/leisure industry a decline of (-$9.7 billion). 

 

Negative Developments:  

 Overall capacity utilization remained essentially unchanged at 70.6%. However, there 

were declines across a number of hard-hit industries, such as retail, personal services, 

hospitality, and arts & recreation. The latter two industries were operating at or below 

50% capacity. This is a significant hurdle to overcome.  

 Gold prices has been under pressure from rising Treasury yields. The yield on the            

10-year Treasury has been slowly rising which has an impact  on the direction of gold 

prices. Case in point, gold hit its all-time high of nearly $2,070 an ounce on August 6th, 

when the 10-year yield traded as low as 0.5%. Note, this is the nominal yield. Adjusted 

for inflation, it’s below zero! As yields climb, gold prices can fall.    

Over the last few weeks, economic sentiment has rebounded on the back of elections and 

encouraging C19 vaccine progress. The S&P 500 Index has jumped 9.8% in November, which is 

well above its pre-pandemic peak. Further, measures of volatility have eased, and investor 

sentiment is recovering at a nice pace. With C19 infection rates reaching new highs, stricter social 

restrictions will serve as strong headwind on near-term economic growth. Yet as we know, markets 

are forward-looking and focused on the prospects of a flicker of light at the end of a rather long 

tunnel. 

Last month, energy, financials and industrials were the strongest performing sectors in the SP500 

while communication services, utilities were laggards.   

 

 

    

 

 

 

     

 U.S. Index Last Month (% return)     YTD  (%) 

S&P500    9.8    11.6 

Dow  10.3      3.0 

NASDAQ Comp  10.9    38.6 

Russell 2000  16.4        9.5 
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On the international front, European and the Nikkei booked double-digit gains for the month of 

November fueled by hopes for a COVID-19 vaccine and the prospect of easing coronavirus 

restrictions. Gold bullion was lower last month yet continues to retain its crown as the one of the 

top performing asset classes year-to-date.  

 

International Index Last Month (% return)     YTD  (%) 

Euro Stoxx 50    17.1  -6.8 

Hang Seng      7.7  -7.6 

Germany    13.0  -0.5 

Nikkei    13.5   13.9 

FTSE-U.K.    10.8  -17.6   

China Shanghai Comp.       6.2   12.3  

Gold      -6.0    16.5 

 

 

Bond yields remain near record lows. The 10-year yield is trading at .84% which is 2 bps lower 

than at the close of October. The 2-year Treasury closed yielding .16%, which is slightly higher 

than where the 2-years closed last month. The curve has tightened a bit given that the 10/2 spread 

is at 68bps or 3bps narrower than last month.   

 

As always, if I can be of additional guidance, please feel free to call me at 312.485.6847.    

 

 

Best regards, 

 

 

 

Kim W. Suchy 

CEO Cornerstone Asset Management Group 

 

Email: Kim.Suchy@csamg.com 

Website: www.csamg.com 

LinkedIn:  https://bit.ly/30Gr3XF 
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