
A State of Confusion

Financial Markets 
Equity markets have been in a state of confusion these past two weeks. Markets rallied strongly after 
Donald Trump's decisive victory but experienced a decline of equal magnitude just one week later.
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The markets fell over a fear of higher interest rates, which has been the principal mover of U.S. markets for 
some time now. Short-term interest rates tend to act as a thermometer for the economy, and last week, we 
saw stronger-than-expected retail sales data, an upside surprise to the Producer Price Index (PPI), and a 
Consumer Price Index (CPI) reading still stubbornly above the Fed's 2% inflation target. To compound the 
matter, on Thursday, Federal Reserve Chairman Powell told investors that the Fed could afford to be more 
cautious in determining whether to cut rates in December.

Fixed-income markets also fell in price as interest rates moved higher. This is a reminder to readers that 
one of the fascinating things about markets is they're often the first to show the fears and elations of a 
population. In the case of the last two weeks, markets may have overreacted.

Economics
It is challenging to discuss the economy's future because there is considerable confusion coming from the 
president-elect's camp. Even so, the United States economy appears to be in very good shape—the best 
in the developed world. Regarding the economy's future, an obvious point of discussion is tariffs. Mr. 
Trump has said he will impose tariffs, some high and some not so high. Although nothing is certain, 
companies in the U.S. and abroad are taking action to protect themselves. Tariffs will likely have an 
inflationary impact on the global economy. When most Americans think of imposing tariffs, they 
automatically think of China. That is an error. Certainly, tariffs on China will be the most significant, but our 
trading partners and allies will also be facing increased tariffs.

Aside from tariffs, China remains the most interesting country globally. Of course, China has many 
documented economic problems. Not long ago, the country's leadership held a weeklong meeting to 
conclude how to solve those problems. Well, they did, and they didn't. They had the meeting, but they 
didn't solve the problem. Their solution was to issue a tremendous amount of debt, and while these actions 
will benefit some in the short run, the underlying problem remains unsolved.
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Credit Spreads Update
A few weeks ago, we introduced the topic of credit spreads—the additional yield investors gain for taking 
on credit risk.  Spreads were tight a few weeks ago, and they've only tightened more since.  Over the past 
three weeks, the spread between BBB-rated corporate bonds and comparable credit-risk-free Treasuries 
tightened by 6 basis points, while high yield spreads tightened by 17 basis points.  

Credit spreads tend to fluctuate with changes economic conditions, narrowing during periods of economic 
growth and widening during periods of economic weakness and/or recession.  The latest moves have been 
consistent with the former, with spreads grinding lower as U.S. economic indicators continue to point to a 
robust labor market, resilient consumption, and a growing economy.  Over the last few weeks alone, both 
retail sales and consumer spending surprised to the upside, 2nd quarter GDP topped consensus 
estimates, the unemployment rate held at 4.1%, and unemployment claims fell to the lowest level since 
May of this year—a very strong economic backdrop to say the least.

Readers may be left asking where spreads go from here?  There's no debating that spreads are very 
tight.  With little runway for further tightening, we can expect to see some degree of spread widening in the 
future.  The questions are when and what will the catalysts be?  Default rates are low, and the economic 
outlook remains strong.  So, as it stands now, weakening fundamentals are unlikely to be the 
reason.  Instead, technical factors may start to play a role, with waning demand causing spreads to drift 
higher.  The crystal ball is always cloudy, but we will continue to keep readers abreast of what develops.
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Conclusion
As we wrote earlier, discussing the economy's future with so much uncertainty surrounding the incoming 
president's cabinet selections is challenging. What has not changed is that the U.S. economy remains the 
strongest in the developed world. With political and economic difficulties, France and Germany continue to 
weigh down the European Union. Hopefully, next week we will have more information to work with and 
more insight to share.
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I. Front End Disclosure

The information provided here is for general informational purposes only and should not be considered an individualized recommendation or 
personalized investment advice. No part of this material may be reproduced in any form, or referred to in any other publication, without the express 
written permission of 1919 Investment Counsel, LLC (“1919”). This material contains statements of opinion and belief. Any views expressed herein are 
those of 1919 as of the date indicated, are based on information available to 1919 as of such date, and are subject to change, without notice, based on 
market and other conditions. There is no guarantee that the trends discussed herein will continue, or that forward-looking statements and forecasts will 
materialize.  

Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no 
guarantee that these investment strategies will work under all market conditions or are appropriate for all clients and each client should consider their 
ability to invest for the long term, especially during periods of downturn in the market. No representation is being made that any account, product, or 
strategy will or is likely to achieve profits, losses, or results similar to those shown.

All investments carry a degree of risk and there is no guarantee that investment objectives will be achieved. 

This material has not been reviewed or endorsed by regulatory agencies. Third party information contained herein has been obtained from sources 
believed to be reliable, but not guaranteed. 

There is no guarantee that employees named herein will remain employed by 1919 for the duration of any investment advisory services arrangement.  

1919 Investment Counsel, LLC is a registered investment advisor with the U.S. Securities and Exchange Commission. 1919 Investment Counsel, LLC, a 
subsidiary of Stifel Financial Corp., is a trademark in the United States. 1919 Investment Counsel, LLC, One South Street, Suite 2500, Baltimore, MD 
21202. ©2024, 1919 Investment Counsel, LLC. MM-00001447.

II. Investment Analysis

The information shown herein is for illustrative purposes. 1919 may consider additional factors not listed here or consider some, but not all, of the 
factors listed here as appropriate for the strategy’s objectives. 

There is no guarantee that desired objectives will be achieved. 1919 has a reasonable belief that any third party information used for investment 
analyses purposes is reliable but does not represent to the complete accuracy of such information by any third party.  

III. Portfolio Composition

For illustrative purposes. There is no guarantee that the portfolio composition for the strategy discussed herein will be comparable to the portfolio 
shown here. 
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