
Equity markets suffered a minor loss this week after five 
consecutive weeks of gains.  It had to come sometime. 
Investors should not be particularly concerned, but 
rather think of this as the normal give and take of the 
market.

This past week the Wall Street Journal carried a story 
about a large and successful mutual fund taking a 
bearish view on the market.  The fund performed a 
transaction, not because the managers were bearish on 
the economy or the market, but just as a normal hedge 
not so different from what we suggest to our clients 
when we recommend periodic rebalancing of their 
portfolios.  So, as our title recommends, read carefully.  
More about reading carefully later.

The U.S. Economy
The U.S. economy, although apparently slowing a bit, 
remains in good shape.  The consumer continues to 
display confidence and demonstrates this confidence 
not only through various confidence polls, but consumer 
spending remains strong as well.  There is no reason to 
expect this confidence to fall as long as employment and 
wages remain strong.

Business activity has been slow to recover for a number 
of reasons.  The most obvious, of course, has been the 
continued trade conflict between the United States and 
China but others as well.   This past week, there was 
some encouraging news in that area.  The Purchasing 
Managers Index (PMI) for the U.S. rose to its highest 
level in four months to a level of 51.9%.  Any number 
above 50% indicates growth in business activity.  If this 
growth is confirmed by next month’s report, it will be 
good news for the U.S. economy and positive for equity 
markets. 

Monetary Policy
We fully applaud the FOMC’s (Federal Open Market 
Committee) view on interest rates.  The market and the 
economy are doing very well with interest rates where 
they are.  If there is a need for more stimulative action 
and fiscal stimulus is not in the cards, then there is 
another path to follow.  Non-required reserves are 
monies banks keep at the Federal Reserve Bank that 
are in excess of the amount of reserves the Fed legally 
requires banks to keep.  In order to entice banks to keep 
these funds with them, the Fed pays interest on these 
funds.  This is a powerful tool because it gives banks an 
alternative to lending. The current rate is 2.35%.  If the 
rate is high enough, banks will do the logical thing—lend 
to the Fed rather than lend in the market or to other 
banks in the Fed Funds market.  The reason this is so 
attractive is lending to the Fed has no duration or credit 
risk.  Clearly, in a low interest rate environment, lending 
to the Fed at near equal rates is positive for banks but 
not for the economy.  If the Fed lowers that rate well 
below market rates, banks should decrease deposits at 
the Fed and increase private lending, thereby 
stimulating the economy.

The European Central Bank
We have long argued that added liquidity will not be 
sufficient to kick start the European Union’s collective 
economies.  This past week Christine Lagarde, the 
highly regarded President of the European Central 
Bank, called for a concerted effort of increased public 
spending. In other words, a powerful dose of fiscal 
stimulus.  Whether members will pay attention is 
anyone’s guess. We don’t think the odds are very great 
because of the very different views concerning deficits 
within the Union, particularly from the largest and 
economically strongest country in the Union, Germany.  
In the absence of added fiscal stimuli, the ECB will have 
no choice but to add reserves, which will not likely move 
the economies forward.
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China and the failure in Hong Kong
No matter the outcome in the tug-of-war between 
mainland China and the territory of Hong Kong, there 
are three obvious losers: President Xi, the National 
People’s Congress (NPC), and the Communist Party of 
China (CPC).  They lose in almost every way possible.  
They lose on the International stage, which China is 
extremely conscious of, they lose domestically by not 
being able to come to some reasonable solution, and 
they dramatically lost the Hong Kong election. According 
to the South China Morning Post, a record 4.1 million 
voters came out.  That is one half of the population.  
Early results show the Pro-Democracy party won 201 of 
the first 241 seats while the Pro-Beijing candidates took 
just 28.  In a country like China, any event such as what 
has and is occurring in Hong Kong damages authority.  
This comes on the heels of continued slowing economic 
growth.  China had problems before the Hong Kong 
resistance, now they have just intensified.  No one, of 
course, knows the future, but it is clear that with the rise 
of President Xi, China’s economy has suffered. The 
country has become more territorially aggressive to the 
consternation of its neighbors and is now tied into two 
very difficult domestic problems, Hong Kong and 
Xinjiang.

Economic Releases
Two weeks ago we started to attach to this report a 
monthly calendar of economic releases under the 
guidance of Ryan Schutte. Ryan is a Senior Portfolio 
Associate at the firm, and will explain the significance of 
each of these releases, beginning with the Employment 
Situation and Unemployment Insurance Weekly Claims 
reports.  These are all important, and in one way or 
another, often misunderstood.

Employment Situation
Released on the first Friday of every month, the labor 
market report is one of the most closely followed 
releases in the United States, receiving attention from 
the media, policy makers, and investors alike.  The 
report is actually the result of two separate surveys –
one of households (conducted by the Census Bureau)

and one of businesses (conducted by the Bureau of 
Labor Statistics).  The household survey tracks 
employment, labor force, and unemployment numbers, 
while the business survey focuses on hours worked, 
wages, and jobs by industry.

Despite all of the information packed into the 
Employment Situation release, media headlines tend to 
focus on the U-3 unemployment rate.  The U-3 rate is 
intended to track the number of people who are jobless 
but actively seeking employment; however, it is often 
criticized for being too simple, failing to include the 
underemployed1 and discouraged workers2.  The U-6 
rate provides a broader unemployment measure and 
includes both of these groups in the unemployed and 
labor force totals.

While the U-3 unemployment number is a key indicator 
for the health of the overall economy, one must be 
careful not to treat it as an end all be all number.  For 
one, the unemployment rate can increase or decrease 
for a number of reasons other than simple increases and 
decreases in the unemployed population.  For example, 
the unemployed population may stay constant or even 
increase, but if the labor force happens to increase by a 
larger amount, the unemployment rate will still fall.  
Furthermore, the level of the unemployment may not be 
nearly as important as the change in unemployment.  
We highlighted Claudia Sahm’s research in a prior 
reading which suggests significant spikes in the 
unemployment rate may be a better indicator of a 
looming recession than the level of the rate itself. 

When the Employment Situation report comes out next 
month, we urge readers to look beyond the headline 
number.  Instead, pay attention to how it changed from 
the prior month and compare the U-3 and U-6 rates for 
further information on the labor force, discouraged 
workers, and part-time workers (we will make sure to 
highlight this for you).  By no means should the average 
investor read the entire BLS report, but taking the time 
for some additional analysis will provide readers with a 
better understanding of this important economic 
indicator.
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1The underemployed are those who are currently working part-time but would like to have full-time work.
2A discouraged worker is someone who has actively searched for a job in the past year but is now not doing so.
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Please click here for the updated Economic Release Calendar – November 2019.

Unemployment Insurance Weekly Claims
Released by the Department of Labor, the 
Unemployment Insurance Weekly Claims report tracks 
the number of initial unemployment insurance claims as 
well as the number of continuing claims across the 
country.  Jobless claims are a leading indicator for state 
of the nation’s job market, and may be an early signal if 
the economy is moving toward expansion or contraction.  
Generally, a spike in the number of claims suggests a 
growing unemployed population and a weakening job 
market.  Conversely, shrinking claims suggests more 
people are finding jobs, leading to increased incomes, 
consumption, and a growing GDP.  This release can 

dominate headlines due to its simplicity and the basic 
understanding that a healthier job market coincides with 
a healthier economy.  Markets may react strongly to the 
number of claims, especially if it reaffirms what other 
economic indicators are saying – serving to validate 
signs of a weakening or strengthening economy.  One 
should not place too much emphasis on this measure 
alone, however, as the week-to-week readings can be 
volatile and revisions often occur.  With this in mind, we 
believe readers should not take value in this indicator 
alone, and should instead make assessments in 
conjunction with the results of other releases.

Michael Olin Clark moclark@1919ic.com Ryan Schutte rschutte@1919ic.com

https://1919ic.com/
https://1919ic.com/
https://1919ic.com/
https://www.linkedin.com/company/1919investmentcounsel/
https://www.linkedin.com/company/1919investmentcounsel/
https://1919ic.com/wp-content/uploads/2019/11/Economic-Release-Calendar_November-2019-3.pdf

	Slide Number 1
	Slide Number 2
	Slide Number 3

