
This past week, investors regained confidence in the 
economy.  Fear of a significant economic reaction related 
to the coronavirus diminished, U.S. economic releases 
were positive and Brexit came with no immediate negative 
market reaction.  Perhaps the most vital, the impeachment 
process is over.

U.S. equity markets made impressive gains: the Dow 
Jones Industrial’s gained 3%, the S&P 500 3.17% and the 
NASDAQ led the pack by gaining 4.04%.

It was a very big week with lots of information for investors 
to digest.

The most obvious
Clearly, the most obvious action took place in the U.S. 
Senate.  Impeachment came and went with the expected 
result—Mr. Trump was found not guilty on both counts.  
Given the make-up of the Senate, it was almost impossible 
for Mr. Trump to be found guilty.  The vote went along 
party lines, with the exception of Senator Romney voting to 
impeach on the first count.  Nothing new, but the market 
seemed to be happy with the decision, or at least relieved 
that it was over.

Brexit
Brexit came and no market crisis occurred.  Of course, one 
day means nothing, but investors were pleased none the 
less.

The Economy
By far the best economic release was the excellent reports 
concerning the U.S. economy.  The Labor Department 
released its report on employment and job creation.  Both 
employment and wages show substantial gains.  This is 
remarkable considering how long this recovery has been 
going.  Interestingly, given the length of the recovery and 
the continued employment growth, inflation is not only 
subdued but below the FED’s desired level.  There may be 
many reasons for this, but two that come to mind are 
productivity and a growing labor force.  There has been a 
lot of talk about subdued productivity during this cycle, but 
there is a growing body of thought that, in the modern age 
of technology, we haven’t measured productivity correctly.  

If that is the case, then there has been a substitution of 
capital for labor which will be an inflation retardant.  
Academics and industry analysts continue to work on this 
problem.  The second point is not in doubt.  The U.S. labor 
market is expanding.

This is measured by the Civilian Labor Force Participation 
Rate.  Analysts have been puzzled over the stagnant 
participation rate over the course of the recovery.  That 
now appears to have changed.   This is very good news 
for at least three reasons.  The first and most immediate is 
it puts more money into the hands of consumers, which 
will keep consumption, and therefore, GDP growth in good 
shape.  The next two are not so obvious.  Increasing labor 
force participation has a dampening effect on the budget 
deficit.  It lowers the expense of Automatic Stabilizers.1
The last is it increases the country’s capacity to produce.

You will see later in this column that we use these 
numbers in an indicator judging the possibility of a 
recession. 

The Fed
Our earlier comments make it clear that we are confident 
the Federal Reserve Board will make no changes in 
monetary policy in the next six to twelve months.   But, 
there is an interesting development coming to the 
forefront.  Mr. Trump will send his nominees for Fed Board 
Governors to the Senate for confirmation.  One of the two 
is quite controversial.  More on this next week.

China
The papers have been full of news about China.  The 
Coronavirus remains a stubbornly big problem.  It is a big 
problem for a number of reasons.  Of course, the human 
suffering is paramount, but for China it is also an economic 
and political problem.  Since China is the heart of the 
virus, it has disrupted travel, work force participation, 
certainly tourism, and exports. At some point, these will 
affect an already slowing economy.  This leads to the 
political problem.  President Xi has been noticeably absent 
during the crisis.  There is a good reason for this.  He has 
put himself in the position of the absolute leader, and, 
given that, he will be held accountable.  The Chinese 
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government’s reaction to the crisis has been slow and 
heavy handed.  But it is not just Xi who must be 
concerned.  The Party holds itself out to be the only body 
that can bring China back to its former glory.  If that falls 
into doubt, it opens the door to political upheaval. Given 
the problems that already exist with the Chinese’s 
economy, plus Hong Kong and China’s Muslim problem, 
the last thing they need is a poor record in fighting an 
epidemic.

Sahm Recession Indicator Update
Over the past few weeks, we have been going over some 
of the more closely followed economic releases, explaining 
what they are, how to read them, and, most importantly, 
what they mean for the health of the U.S. economy.  This 
week, however, we will be revisiting a lesser-known 
indicator—the Sahm Indicator.  We first introduced Sahm
in June when recession fears were growing, and everyone 
was searching for a credible signal of an impending 
recession.  For those who need a refresher, the Sahm
Indicator signals a recession at a level of 0.50, when the 
three-month unemployment average rises 0.50 percentage 
points above its low during the previous twelve months.  
Claudia Sahm developed her indicator with the intention of 
finding a way to identify recessions earlier than 
conventional methods.  She has done a remarkably good 
job of this, correctly identifying every recession since 1970 
within 4-5 months of its beginning.2

In addition to detecting when we are already in a 
recession, Sahm uses the historical results of her indicator 

to identify the likelihood of a recession occurring sometime 
in the future.  Unsurprisingly, as the indicator value 
increases, the probability of a recession occurring in the 
coming months increases in tandem.

So, what is the Sahm Indicator telling us now?  Well, 
readers will be relieved to know that after Friday’s 
Employment Situation report, the current reading is 0.  
According to Sahm’s research, at 0, there is essentially 
no chance the U.S. economy is currently in a 
recession.  We are far from the 0.50 recession-
indicating threshold and have just a 20% probability of 
a recession occurring in the next year. For those who 
believe even a 20% probability too high, keep in mind, 
Sahm suggests there is a 12% chance of a recession 
occurring right now at any unemployment rate.3

Predicting recessions has proven to be an extremely 
difficult business, and Sahm’s recession indicator, while 
unique in its timeliness and track record, should not be 
taken with absolute certainty.  Whether it be the Sahm
Indicator, yield curve inversions, or declines in GDP, a 
myriad of indicators have shown to predict or identify 
recessions with at least some accuracy.  But, past trends 
will not necessarily continue in the future, and there are 
exceptions to every study.  Add Sahm’s research to your 
indicator arsenal, and use her findings in combination with 
the wide array of economic releases conveniently marked 
on our linked economic calendar below.  As we continue 
into 2020, Sahm, at least, believes we have a good chance 
of a continued economic expansion.
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The views expressed are subject to change.  Any data cited have been obtained from sources believed to be reliable.
The accuracy and completeness of data cannot be guaranteed. Past performance is no guarantee of future results.

Please visit us at 1919ic.com Follow us

Please click here for the updated Economic Release Calendar - February 2020.
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1Automatic stabilizers are a type of fiscal policy designed to offset fluctuations in a nation's economic activity through their normal operation without additional, 
timely authorization by the government or policymakers. The best-known automatic stabilizers are progressively graduated corporate and personal income 
taxes, and transfer systems such as unemployment insurance and welfare. Automatic stabilizers are so called because they act to stabilize economic cycles 
and are automatically triggered without additional government action.
2Nunn, Ryan, Jana Parsons, and Jay Shambaugh. “How will we know when a recession is coming?” Brookings Institution.  June 6, 2019.
3Ibid.
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