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We have been surprised at the magnitude of the stock market recovery since the March
23rd low. With so many uncertainties related to the COVID-19 pandemic, the current
recession, and the upcoming election, it is tempting to worry that the economy will
continue to struggle. However, we believe equity prices are the best leading indicator for
the economy, and the recent stock market rally suggests that the economy will
eventually strengthen despite all the obstacles in its way. Other than stock prices, we
think there are several alternative data items that investors should be monitoring right
now. This week, we would like to cover a few of them and discuss how we’re positioning
our portfolios after the rebound in equities.
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Consumer Sentiment: The consumer accounts for about two thirds of United States
GDP and we believe the return of the consumer will be key to a sustainable recovery.
One way to measure the strength of the consumer is to analyze their spending habits. It
has been remarkable how quickly retail sales, a measure of purchases online and at
stores and restaurants has improved. As you can see from the chart, they are back to
their recent uptrend and are now close to pre-COVID-19 levels.
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• We believe the
consumer will be key to
a sustainable US
recovery.
• We are concerned
about unemployment
but encouraged by
housing and mobility
trends.
• We think the economy
will continue to
rebound but in different
ways than in past
cycles.
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Specifically, we have been encouraged that spending has increased for durable goods,
which include items such as automobiles and furniture. In our view, these purchases rely
on consumers feeling confident about their financial situation since they are typically

bigger ticket items. Recently there has been a shift away from non-store retail compared to the data reported at the
height of the pandemic. This category fell in the latest report which reinforces that consumers are leaving their
homes and spending money instead of ordering everything online due to health concerns. We will continue to
watch to see if these trends reverse as COVID-19 concerns have recently picked up again in the US.
Business Sentiment: The National Federation of Independent Business (NFIB) compiles a survey to track the
confidence of small business owners and to gauge their outlook on the US economy. For the second month in a
row, confidence rose as the country continues to reopen and there is a growing expectation that the recession will
be short-lived. We think this is an important metric to watch because small businesses account for half of the
private sector jobs in this country. Therefore, we will continue to track consumer and business sentiment over the
coming months as signs of whether the recovery is still on track.
INITIAL AND CONTINUING JOBLESS CLAIMS: MORE PROGRESS NEEDED
One of the key components of the economic recovery will be how long it takes to get employees back to work.
Every week investors are provided some insight into that timeline with the reporting of initial and continuing jobless
claims. Encouragingly, initial jobless claims have slowed since March, with about 1.3 million people filing for
unemployment last week.
Unfortunately, 1.3 million people recently unemployed is still extremely high relative to pre-COVID-19 levels of
roughly 200,000 and highlights the fractures in the labor market. Furthermore, continuing jobless claims (people
that remain on unemployment) have stayed at elevated levels even as the economy has reopened. Millions are set
to lose their unemployment checks on July 31st when the government stops paying an additional $600 per week to
jobless self-employed people and contractors who do not qualify for regular state unemployment benefits. We are
also concerned that a second round of shutdowns may shift temporary furloughs into permanent job losses.
We are hopeful but not yet convinced that the job market is stabilizing. Until initial and continuing jobless claims
decline below the 2009 peak of 665,000 we will remain concerned about the labor market.
HOUSING MARKET TRENDS: SURPRISINGLY RESILIENT
The housing market has many trickle-down effects for the economy and is also a major component of an
individual’s net worth. For these reasons, it is encouraging that home prices have remained resilient. We believe
there are two main drivers for the strength in housing. First, mortgage rates are at record lows with the average 30year mortgage rate falling below 3%. With monthly interest payments meaningfully lower, the ability to finance a
higher-priced home becomes much more manageable. The second factor supporting home prices is the lack of
inventory, or homes available for sale. According to Realtor.com, the number of homes on the market fell 27.4% in
June from a year earlier.
In general, we think home prices reflect opinions about the future of the economy. In other words, the purchase of a
home might be the ultimate “durable good” signaling stronger consumer confidence. We would argue that home
purchase applications near an 11-year high demonstrates the confidence that homebuyers have in the economy
despite the uncertain backdrop.
In addition to home buyers, home builders have also been feeling good about the recovery. For example, the
National Association of Home Builders/Wells Fargo Housing Market Index, a monthly indicator based on a survey
of home builders about their perceptions of current and future home sales, has been increasing since April. In fact,
the most recent survey from July shows that confidence is back to pre-pandemic levels last seen in March! The
combination of record low interest rates, lack of supply, and growing confidence should provide support to the
housing market, which we think is critical for the sustainability of this recovery.

MOBILITY TRENDS: PEOPLE BACK IN MOTION
Our investment team has been monitoring “mobility” to forecast when or if consumers return to their normal
routines. For example, Apple publishes daily mobility information that shows requests for directions in Apple Maps.
This data is available for the entire country but is also available to view by region. This information is publicly
available here: https://www.apple.com/covid19/mobility
These mobility charts highlight COVID-19’s negative impact on mobility, especially in March and April as the virus
began to spread throughout the country. However, beginning in late-April, driving and walking trends improved and
are now close to pre-pandemic levels. As you may have noticed in your hometown, road and highway traffic seems
to be getting back to normal and the public parks and sidewalks are filled with folks trying to escape the confines of
their homes…hopefully in a socially-distanced fashion.
While road and sidewalk traffic have increased, the destinations for travel have likely changed. For example,
instead of driving into the city to work in an office, people might be driving to the local home improvement store to
renovate their home office. Importantly, the people of this country seem to be leaving their homes again, which
should provide a boost to economic activity.
WHAT IT MEANS FOR OUR PORTFOLIOS: POSITIONED FOR RECOVERY
We think the economy will continue to rebound but in different ways than in past cycles. For example,
although the mall in your town might have an empty parking lot, it might not mean that retail sales are struggling.
Instead, we think this crisis will accelerate the trend towards online purchasing activity. Home prices may continue
to rise, but the growth might not occur in the same neighborhoods that have experienced the most price
appreciation for the last 10 years. Therefore, we need to consider both micro and macro trends as we come out of
this health crisis.
Lastly, the items above are obviously not an exhaustive list of things our team is monitoring. As mentioned earlier,
we think stock prices are the best leading indicator for the economy and that they reflect the collective wisdom of
investors around the world. Luckily, our mantra of “process over prediction” kept us focused on the positive
message from the market in addition to some of the data referenced above. As such, we are slightly overweight
equities with a preference for US equities relative to international stocks and bonds. Our team continues to monitor
the items outlined in this piece and stands ready if our risk management process warrants action.
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