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Economic Economic Economic Economic OutlookOutlookOutlookOutlook    
My wife and I are blessed to have two wonderful children, ages 4 and 6. One of the difficult parts of parenting 
though is discovering the truth to “The Story”. This situation might occur when I am making dinner in the kitchen and 
the kids are playing together in the basement. Then an argument breaks out. When I go downstairs to investigate 
the source of the commotion, “The Story” begins. “The Story” consists of the two very different and competing 
versions of events that my children tell me. At this point, it takes all of my detective skills to ferret out the most likely 
version of what really happened. I try my best to follow the evidence by listening carefully to each child’s story and by 
reading subtle clues such as body language and tone of voice. Once I make my best guestimate of what really 
happened, then I can appropriately deal with the situation.  This month, the Investment Strategy Committee also 
listened to a version of “The Story”. This story is not being told by children but by the US equity and bond markets.  
We discussed the competing story that we believe each respective market is telling us, and we debated as to which 
version we found most credible.    
 
What are the competing stories? Well, the stock market is telling a very bullish story. At the time of this writing, the 
US market hit a new all-time high, and it continues to outpace foreign markets. This is especially true of large 
technology companies, as there are now four US technology companies each with over a $1 trillion market 
capitalization. On the other hand, the bond market is telling a very bearish story. Interest rates have fallen sharply 
over the past few months. For example, the yield on the 10-year Treasury bond was only 0.15% off of its 2016 all-
time low. Also, the yield curve is now “kinked” again with rates out to seven years below short-term rates. This 
description of the bond market is what an investor might expect to see if economic growth was set to slow rapidly.   
 
Which version of “The Story” is most likely to be correct – the stock market’s optimistic story or the bond market’s 
pessimistic version? The Investment Strategy Committee leans towards believing that the stock market’s story is 
likely to be more accurate over the next several 
months. There are a few reasons for this belief. First, 
the leading US recession indicators we follow suggest 
that the economy should continue to expand for the 
foreseeable future. Interestingly, one of the positive 
side effects of low interest rates is that the housing 
market has strengthened considerably in the past few 
months. For example, the chart at right* shows that 
new housing starts (the blue line), hit a cycle high in 
December. Notice that housing starts have peaked well 
ahead of every recession (the solid grey lines) since the 
1960s. A second reason we remain more optimistic 
than cautious is that the credit markets also remain 
supportive of economic growth. It still remains easy for 
consumers and businesses to borrow. Finally, liquidity 
conditions throughout the economy remain stimulative.  
Overall then, we believe that the answer to “The Story” is that the optimistic version is more likely to be correct. 
Economic data, credit conditions, and liquidity conditions look as they should during the middle of an expansion 
rather than how they would appear if the expansion were nearing its end. 
 
So what to make of the bond market’s seemingly pessimistic view? We think that it is a combination of concern that 
the coronavirus outbreak will cause global economic growth to slow combined with the belief that the Fed will cut 
rates later this year in order to further stimulate the economy.  In fact, at the end of January the Fed Funds futures 
market, where speculators can bet on the future direction of interest rates, was pricing in an 80% chance of two Fed 



    

rate cuts in 2020. Fed Chairman Powell has gone to great lengths though to practically shout that the Fed does not 
intend to cut rates any further, so it remains to be seen who will be correct. What we will continue to watch is the 
shape of the curve. To us, a “kinked curve” suggests that the bond market expects both a Fed rate cut in the future 
and continued economic growth whereas a fully inverted curve suggests that the bond market is forecasting that a 
recession will occur. Historically, a fully inverted curve has been a fairly accurate predictor that a recession will in 
fact follow.  
 
Looking forward, we will continue to listen to the competing versions of “The Story” told to us by the financial 
markets. We expect these stories to converge at some point in the future. Until that happens though, we will 
continue to follow the evidence to determine which one is most likely to be correct, and we will change our asset 
allocation recommendations accordingly.  

 

Investment Investment Investment Investment StrategyStrategyStrategyStrategy    
In terms of our investment strategy recommendations, we continue to wait patiently. We have recommended a large 
overweight to US stocks versus international stocks for the past two and a half years, and we have been generally 
overweight the US for most of the prior several years. As we entered 2020, the Strategy Committee had been 
observing signs that suggested that the slowdown in global economic growth may be ending, and at the same time 
that the value of the dollar might be peaking. As I have mentioned in the past few monthly outlooks, accelerating 
global growth and a declining dollar would be an investment environment favorable to international stocks. Then 
came the coronavirus outbreak in January. Once the outbreak became headline news, the dollar started to 
appreciate in value, and the outperformance of US stocks accelerated. Also, while the total impact is unknowable at 
this point, it stands to reason that with millions of people in China quarantined and many Chinese cities totally shut 
down, the virus outbreak will hurt global economic growth. Therefore, we continue to believe that our 
recommendations should position client portfolios appropriately for continued US equity outperformance versus the 
rest of the world.       
 
On the bond side of portfolios, we continue to recommend exposure to preferred securities and high yield bonds. We 
anticipate that these securities will outperform other areas of the bond market during an economic expansion. Also, 
given the very low yields currently offered by the bond market, we don’t anticipate recommending an overweight to 
bonds until we feel the need to position client portfolios defensively.  
 
We made no changes to our asset allocation recommendations this month. Please see our overall recommendations 
on the next page. 
                                          

       Michael Haun, CFA, CFP ® 
                 Vice President, Investment Strategist 

 
 

*U.S. Census Bureau and U.S. Department of Housing and Urban Development, Housing Starts: Total: New Privately Owned Housing Units Started [HOUST], retrieved from FRED, Federal Reserve Bank of St. Louis; 
https://fred.stlouisfed.org/series/HOUST, February 13, 2020. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



    

 

 

 

 

Investment Process 
PeoplesBank Wealth Management's asset allocation process develops both long-term (strategic) and shorter-term 
(tactical) recommendations. The strategic recommendations are based upon how the Investment Strategy 
Committee believes investment portfolios should be positioned in a generally neutral market environment over the 
next ten years. The tactical recommendations are meant to highlight opportunities over the next one to two years 
where the Committee sees either increased opportunity or risk. 
 
The Wealth Management Investment Strategy Committee (ISC) is responsible for establishing and updating both the 
strategic (long-term) and tactical (short-term) asset allocation for Wealth Management’s investment management 
and trust relationships. The committee is comprised of the senior members of Wealth Management and is chaired 
by Michael Haun, our Investment Strategist. The committee is also responsible for monitoring and updating 
strategies, managers, and funds within client portfolios. The ISC meets on a monthly basis. 
 
If you have any questions or would like to discuss PeoplesBank Wealth Management’s outlook further, please call 
Michael Haun at 717.747.2419 or email him at mhaun@peoplesbanknet.com. 
 
This newsletter is provided for informational purposes only and is not intended to influence any investment decisions. It is not an endorsement of any 
investment or strategy or security and it does not constitute an offer to purchase or sell any security or commodity. Any opinions expressed herein are 
subject to change at any time without notice. Information has been obtained from sources believed to be reliable, but its accuracy and interpretation 
are not guaranteed. Forward-looking statements and assumptions should not be construed as an estimate or promise of results that a portfolio could 
achieve. Actual results could differ materially from the results indicated by this information. Past performance is no guarantee of future results. It is 
impossible to invest directly in an index. 


