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October 5th, 2020  
 

The ‘Speed’ of the recovery is very different than the ‘Level’… 

The economic data from around the globe has been fairly upbeat of late (aside from Friday’s jobs report – 

more on that below), and in many cases it has been surprising to the upside.  PMI readings in both the 

manufacturing and non-manufacturing sectors for the month of September have registered expansionary 

activity or an improvement over August levels in the following regions: 

 

Manufacturing Readings: 

• Australia: 55.4 vs. 53.6 in August 

• Brazil: 64.9 vs. 64.7 in August 

• Canada: 56 vs. 55.1 in August 

• China: 53 vs. 53.1 in August 

• Euro Area: 53.7 vs. 51.7 in August 

• India: 56.8 vs. 52 in August 

• Taiwan: 55.2 vs. 52.2 in August 

• U.K.: 55.2 vs. 54.1 in August 

• U.S.: 53.2 vs. 53.1 in August 

 

Non-Manufacturing Readings: 

• China: 54.1 vs. 54 in August 

• Euro Area: 50.5 vs. 48 in August 

• U.K.: 58.8 vs. 56.1 in August 

• U.S.: 55 vs. 54.6 in August 

 

As you can see, the list on the non-manufacturing (services) side is much shorter than the former, and this 

speaks to how much harder this Covid pandemic has hit the service oriented / direct human interfacing 

businesses.  The challenge going forward is going to be how to keep the momentum going, to which a 

Bloomberg News article published last week hit the nail right on the head: “The Global Economic Recovery 

Is Slowing From a Bounce to A Grind.”   

 

This reality was widely evident in last Friday’s disappointing jobs report, which did have some 

foreshadowing with nearly 120,000 layoff announcements (headlined by Disney’s 28k) over the course of 

last Tuesday and Wednesday.  As for the actual data in last week’s BLS employment report, we learned that 

the U.S. added +661k jobs in September which on its own would be a great number, but within the context 

of the devastation we’ve experienced since March, it was rather unflattering.   

 

https://www.bloomberg.com/news/articles/2020-09-30/the-global-economic-recovery-has-slowed-from-a-bounce-to-a-grind
https://www.bloomberg.com/news/articles/2020-09-30/the-global-economic-recovery-has-slowed-from-a-bounce-to-a-grind
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Of greater concern is the slowdown in the pattern of monthly data that is becoming evident: 

 

• June: +4.781 million 

• July: +1.761 million 

• August: +1.489 million 

• September: +0.661 million 

 

The truth of the matter is that the labor market is digging out of such a giant hole that we are still some 10.7 

million jobs shy of the peak in the jobs market prior to the economic lockdown.   

 

 
Consider that if the U.S. economy were to add +661k jobs per month going forward, it would take until the 

end of 2021 before we recovered the prior peak.  Unfortunately, such a feat seems highly unlikely.  Thus far, 

only 48% of the slide in full-time employment has been recouped and as it stands today there are 9.3 million 

fewer full-time jobs at present than at the turn of the year.  I could go on, but I’ll spare you the discomfort 

other than to provide some very important context. 

 

At the worst point of the GFC back in 2008-2009, the labor market lost 8.7 million jobs, and today we’re 

talking about a job market that after five months of improvement (and nearly $5 trillion in monetary and 

fiscal stimulus…) is still nearly 11 million jobs shy of its pre-recession peak. 

 

This is a key concept that investors and talking heads need to understand and distinguish when talking about 

the economy, the recovery, and the stock market: The ‘speed’ of the recovery is very different than the 

‘level’.  Sure, in a historical context we’ve added a record number of jobs over the prior five months, but 

stating that as an absolute to support a bullish narrative without context to the big picture is either 

disingenuous, cherry picking, or tone deaf.  Don’t get me wrong – and my intention isn’t to poo-poo the 

healing that is underway – but I think it’s as important to celebrate and cheer along the recovery that has 

commenced while still acknowledging and paying proper respect to the progress that still needs to be made.   
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Take for instance the following chart from Julian Brigden of MI2 Partners which plots the decline in 

Nominal GDP relative to trend, where the current decline at just over 13% is almost twice as large as the 

7.3% decline from trend growth experienced back in ’08-’09.         

 

 
 

It’s this reality that has every member of the Fed openly endorsing (and I would argue, even begging for…) 

additional fiscal stimulus.  It’s my opinion that those in the know began sniffing out two Friday’s ago 

(September 25th, when the Dow rallied more than 350 points on no meaningful news) the increasing 

probability that a fiscal deal will eventually be agreed upon.  It’s worth saying again, as I’ve said on 

numerous occasions over the past six months: The market doesn’t much care if you agree or disagree with 

the notion that stimulus (of any variety) is the dominant variable for asset prices at the moment.  There will 

come a time when this changes, and there will be intended and unintended consequences to such polices to 

which investors will have to adapt their strategy, but for the here and now, policy actions supersede 

fundamentals. 

 

Which brings us into the political arena, and a topic/area that I tread very cautiously on when entering, and 

that is regarding the upcoming election.  Most political strategists are expending a lot of time and resources 

on analyzing the polls, digging into the mood in the swing states, and picking apart every word and action 

from President Trump and former Vice President Biden.  To me, from an economic standpoint the policy 

options available to the eventual winner are the same: 

 

1. Continue down the path of repeated episodes of fiscal stimulus in order to nudge along what will 

continue to be a feeble and uneven recovery.  Success in this scenario will be measured in 

capital markets by its effectiveness in fostering reflation: stocks outperforming bonds, cyclicals 

over growth, cyclical commodities over precious metals.  Failure in this scenario will lead the 

U.S. down a path of stagflation: stocks once again outperforming bonds (but not as broad based 

as the former), growth over cyclicals, real asset-based businesses with pricing power over 

businesses with low bargaining power, while precious metals, inflation sensitive commodities, 

and real estate should also do well. 

 

In a nutshell, policy makers fear the debt overhang on the U.S. economy, and all efforts will be 

made to over time inflate our way out of this over-indebtedness problem.   
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Or…  

 

2. Policy makers halt the fiscal profligacy and implement a policy of austerity to moderate the level 

of debt outstanding.  This scenario will likely usher in a severe period of deflation and economic 

pain with a massive wave of both business and consumer defaults.  I know it sounds awful and it 

would likely feel that way, but this is the alternative to addressing an over-indebtedness problem 

that everyone who has objectively looked at the data concludes exists today.  If we adhered to 

capitalism and free markets in their truest forms today, this would be the reality and the market-

based solution would be widespread pain in the short-term that sets the stage for a dramatic 

economic reset that can sow the seeds for a more organic economic backdrop in the future.   

 

To me, it’s a no brainer as to which scenario is the path of least resistance and the one that will be pursued by 

policy makers.  The following tweet from Charlie Bilello (@charliebilello) succinctly summarizes the fact 

that from a fiscal policy standpoint, the only real difference between Republicans and Democrats at the 

current time is how they would choose to spend the money.  He has cultivated a number of tweets (below) 

from President Trump and Alexandria Ocasio-Cortez over the past three months.  Here we have  a side by 

side look at views from the current President and a member of the GOP, while the other is a member of the 

House of Representatives who is viewed as leaning towards the more extreme side of the socialist wing of 

the Democratic party.  My labels may very well be off – and if they are, I don’t intend to offend anyone – but 

my point is that both are conveying the same message, irrespective of party affiliation or label: the U.S. 

needs more stimulus, and we are in support of taking action to provide it.   

 

 
 

Which brings me to the following chart from BCA Research showing that the already implemented massive 

stimulus from U.S. policy makers is almost equal (as a % of GDP) to the level of stimulus provided from all 

other countries in the world combined.  If the roughly $2 trillion stimulus bill that is currently being 

negotiated is passed, then the U.S. stimulus impact will greatly exceed the rest of the world.   
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It’s no wonder why the U.S. dollar is down on the year and at risk of moving into a multi-year bear market 

going forward, while gold is up over 25% on the year with still a lot of room left for a multi-year bull 

market.  According to the latest projection from the Congressional Budget Office, U.S. Federal Debt is back 

to the highest levels ever achieved just after WWII and the future trend in this projection is on an 

unsustainable path higher.  Recall that following WWII, part of the policy solution was to cap interest rates 

because the U.S. government’s fiscal standing could not afford for interest rates to go higher.  So, for the 

majority of the next 35 years real rates (nominal rates minus inflation) stayed in negative territory and while 

the price of gold was fixed for much of the early part of this time period, once the peg was removed the price 

skyrocketed.  Today is a very similar setup with policy makers using a similar playbook, however the price 

of gold is no longer pegged.      
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There is one last topic I want to touch on relating to the Presidential election that is coming up in just under 

30 days, and this has to deal with the widely held view that a Biden victory means higher taxes and that 

automatically is negative for the stock market.  It could be or could not be, neither you nor I know for 

certain, but history is not as clear on this front as it’s being made out to be.  When former President Obama 

was first elected in 2008, he had to be aware that the U.S. economy was trying to claw its way out of the hole 

left by the GFC, because it took him four years before he started to raise taxes.  Yes, his tax hike was focused 

on those high income earners with taxable income above $450k (Biden’s level appears to be around the 

$400k level) and some of this was built into the passage of the Affordable Care Act, but my point is not 

about the nuances and details of the tax hikes but rather that the S&P 500 over the four years from when 

Obama first raised taxes to the end of his second term rallied more than 50%.  The stock market also rallied 

nearly 70% in the three years following President Clinton’s tax hikes.  

 

All I’m getting at is there is a lot more driving the outcome of the stock market (and asset prices in general) 

than the possibility of higher taxes.  Sure, ‘all other things held constant’, an increase in taxes is a depressant 

to growth and aggregate income, but everything else will not be held constant.  President Trump cut taxes 

back in 2018 and the S&P 500 is only up roughly 25% over this almost three-year period (not a bad return at 

a roughly 8% annual rate).  Sure, one could say “well, the pandemic threw a wrench into this performance”, 

to which I would reply, “my point exactly”.  Taxes are just one variable in a mosaic of information that goes 

into moving markets.  By themselves, a hike in taxes does not ensure stocks must trade lower, just like a cut 

in taxes does not ensure stocks must trade higher.   

 

Wrapping up my thoughts at the moment: 

  

• I think we do get a stimulus bill passed before the election, and each day that the stock market moves 

up in anticipation of this expectation, the less likely they will move aggressively higher once it’s 

announced. 
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• The same goes for the bond market, with interest rates (especially on the long-end) pushing up to the 

high side of their respective trading ranges – the 10-year T-Note yield closed at 0.78% today which 

was the highest close since early June.   

 

• Stepping back from the stimulus package, I think capital markets will be choppy and indecisive up 

until and through an announced winner in the elections.  To be frank, from a markets perspective I’m 

indifferent as to how things turn out as no matter what happens, all investors will have to adapt and 

adjust just like with any and all other incoming economic and fundamental pieces of information. 

 

• The U.S. dollar remains a key variable to watch as a sustained breakdown in its exchange rate relative 

to the rest of the world (a view I lean in the direction of occurring) is perhaps the most potent tool to 

ignite a sustainable reflation trade around the globe. 

 

• Asia is a region outside the U.S. that looks constructive according to our current research.  India and 

China (geopolitics with the U.S. aside) have two of the brightest long-term fundamental set-ups 

throughout the world.  China seems to have come through this pandemic in good shape, and unlike 

the U.S., they did not have to blow a giant hole in their fiscal standing to do so.  As a result, China 

was one of the first regions in the world to emerge from its recession and is now experiencing one of 

the fastest recoveries.   

 

• I still like precious metals, and gold in particular as a solid hedge against a host of unfavorable 

developments on many fronts.  I also remain constructive on silver, and while I think it has superior 

upside performance potential relative to gold, it also has more volatility and greater downside risk if 

we do not get a reflationary or weak dollar outcome.  Both markets have gone through what I would 

consider healthy correction and consolidation periods that fleshed out a lot of the froth that pushed 

prices to extreme short-term readings in early August.   

 

• Also, I think the energy sector is full of opportunity as it continues to work through an industry wide 

depression that started back in 2015.  A couple months back, I thought the supply/demand deficit 

would flip from an over-supplied market to an under-supplied market some time in Q4, but at this 

point this transition may not materialize until Q1 2021.  A lot is dependent on how the demand side 

shapes up, as any upside surprises here would pull this timeline forward and any delays pushes it 

further into calendar year 2021.  My advice for anyone willing to venture into this arena is to focus 

on entities with a strong balance sheet and solid leadership.   

 

• As for the bond market, there just isn’t much here that intrigues me at current interest rate and 

valuation levels.  The sovereign debt market is nothing more than a place holder for idle capital from 

time to time, and the risk/reward opportunity in the investment grade and junk bond market is 

unfavorable for my taste at current spread levels.  A widening out in spreads that are more reflective 

of the prevailing elevated and rising default risk in the market might get me intrigued, but a 550 basis 

point spread on junk bonds with a current default rate of 7% (likely on its way to north of 10%) is a 

hard pass for me.      

 

Let me end on a positive note: Yes, there remains a lot of pain, displacement, and challenges around the 

globe today, but on more fronts than is being broadcast in the mainstream media, people are coming together 

and corroborating on solutions.  Policy makers are all in on supporting and encouraging this recovery along, 

and it is a risky bet to go against them.  Keep in mind, the capital markets have priced in a fair bit of this 

optimism and constructive lean, so what I’m saying is the probability of a devastating left tail risk outcome 

occurring in the near-term has been taken off the table.  Stay prudent, stay disciplined, and stay focused, but 
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on the margin, I expect it to be more rewarding to lean in the direction of favorable outcomes even in the 

face of uncomfortable fundamentals.       
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