
Busy Summer                                                                                                                                        October 17, 2019 

As part of our ongoing financial planning and portfolio management services, we often have economic or 
market specialists speak at our investment committee meetings. During a recent meeting, Jack Manley, 
Global Market Strategist for JP Morgan Asset Management, was the speaker. Our goal was to gain insight on 
many current events that may affect our investment decisions.  

Usually the summer months are a bit slower in terms of news and economic development, however this past 
quarter has not been typical, so our conversation with Mr. Manley was time well spent. 

One key takeaway from this dialogue was that despite a list of short and long-term concerns that we 
discussed, the U.S. economy continues to show signs of life.  

U.S. Economy: The employment report released in September shows remarkable resilience despite the 
headwinds of tariffs, declining business investment, and a manufacturing downturn. The economy created 
136,000 new jobs in the month, plus 45,000 more in upward revisions for July and August. The jobless rate 
fell to 3.5%, the lowest in half a century. 

 

 

 



The economic expansion entered its 11th year in July, making it the longest expansion since 1900. This growth 
has been like a healthy tortoise – slow but steady. The question is whether it can continue, and on that score 
there have been some signs of a slowdown, though many of these signs can be attributed to trade-related 
causes which may be resolved if a U.S./China trade deal is reached and tariffs are lifted. 

The ‘usual suspects’ of a recession, for example, are a slowdown in housing prices, declining consumer 
spending, or an overzealous Federal Reserve. However these are not showing up in the data, making the case 
for continued economic resilience. 

 

 

Trade and tariffs: The trade negotiations with China and other nations are consistently the most influential 
on short-term movements in the stock market. News seems to come out daily about progress or setbacks, 
especially with China, which has added to uncertainty about the timing of a final deal. 

Taxes: Tax reform is one of the most talked-about topics among Democratic candidates during debates and 
speeches. Many ideas are being proposed, but the key takeaway is to expect some changes to the tax code 
if there is a change in the White House. 

The SECURE Act, which was recently passed in the House and is currently under debate in the Senate, could 
also change a few key components of the tax code. Currently, the IRS allows non-spouse beneficiaries to 



“stretch out” required minimum distributions based on their remaining life expectancy after inheriting an 
IRA. This is often referred to as a “stretch” IRA. It extends the life of the IRA by allowing for continued, tax-
deferred growth even after the death of the owner. The SECURE act cuts this distribution timeline to a 10-
year period.  

The SECURE act also pushes back the required minimum distribution age from 70 ½ to 72 for retirement 
account owners. This adds an extra 18 months before having to take withdrawals from a traditional IRA. 

Impeachment Proceedings: While the act of impeachment is a political process, there are concerns that the 
uncertainties surrounding the events may have a negative impact on the economy or the U.S. stock market. 
The challenge is that there is almost no historical data to draw upon to ascertain if this could push the 
economy into a recession. No President has ever been removed from office due to impeachment, and only 
three presidents, before our current president, have faced impeachment at all. 

During the two more recent impeachments (Nixon in 1974 and Clinton in 1998), there were very different 
market conditions amidst the events. The Dow Jones Industrial Average lost 40% during 1973 and 1974. 
Conversely, the Dow gained 16% in 1998.  

Prior to the resignation of President Nixon in 1974, the economy had already begun to slide into “stagflation,” 
a period of high inflation and high unemployment. These economic circumstances had nothing to do with the 
charges that ultimately forced Nixon to resign. With regard to today’s economy, both inflation and 
unemployment are at historically low levels. 

During the late 1990’s the economy was performing quite well. The political turmoil of President Clinton’s 
impeachment process did not appear to affect the expansion of the economy, as the gross domestic product 
(GDP) averaged +4.9% growth in 1998.  

Even though there is not much evidence to examine, it appears that political upheavals in Washington, D.C. 
do not have measurable effects on the economy or stock market. 

The European and Global Economies: The European Central Bank (ECB) is doing its best to help the European 
Union (EU) and its economy. The ECB has continued to cut its benchmark interest rate, taking it further into 
negative territory to raise inflation and encourage lending. It also plans to restart its bond buying program in 
another effort to stimulate the economy in Europe. 

The United Kingdom and European Union appear to be moving closer to draft a plan for Britain to leave the 
E.U. With a deal possible as soon as this week, this could put some uncertainty behind us regarding the Brexit 
negotiations, as well as the European and global economies. 



 

Federal Reserve and Interest Rates. As mentioned earlier, the Federal Reserve continues to lower interest 
rates. This is part of a global trend around the world as 16 central banks lowered their interest rates in the 
third quarter in response to slowing economic growth. As we enter the fourth quarter of 2019, investors 
anticipate two more rate cuts by the Fed before year-end. 



 

As a result of these reduced interest rates around the world, approximately $15 trillion in global government 
debt now has negative yields. This means investors are paying for the privilege of keeping money with a 
particular government, such as Switzerland, Germany, or Japan.  

Final Thoughts 

Market volatility in the fourth quarter of 2018 brought stock valuations closer to their long-run averages; 
however, these markets have moved higher this year and again achieved new market highs. Although stocks 
do not appear to be expensive, they are not cheap either. It is important for investors to avoid being 
positioned too aggressively, as many uncertainties, such as the Fed’s next move, trade, growth, and political 
tensions, may continue to cause volatility ahead. 

Therefore, a well-diversified portfolio and disciplined investment approach continue to be important as we 
seek to assist clients in achieving their long-term goals. 
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