Unemployment is still near historic lows

Despite a deceleration in growth, the level of growth is
still healthy. The unemployment rate is still extremely
low, with nearly 7.5 million job openings across the
country. Although no cycle can last forever, there are
no signs of this one overheating just yet.
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The bottom line for investors? The economy is still
healthy, despite various risk factors that investors fear.
For many, staying invested and diversified is still the best
way to achieve long-term financial goals.
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Our Investment Insight this quarter is
from James Liu of Clearnomics, a
market and economic insight service.
Clearnomics sends Legacy Wealth
Management a weekly commentary
on topics of interest and useful slides
on economic and market data that
are updated daily. James is a
Chartered Financial Analyst charter

he fact that we are living through the longest
economic expansion and bull market in U.S. history
should, unequivocally, be good news. The economy has
grown steadily over the past ten years. Over 20 million new
jobs have been created, eclipsing the 9 million that were
lost from 2008 to 2010. The S&P 500 index has risen 327%
over this period and fixed income has also done well with
interest rates remaining low. Of course, not all Americans
have participated in this recovery, either economically or
financially. Broadly speaking, however, many diversified
investors have done well over the past decade personally
and in their portfolios.

holder and worked in a similar role at
JP Morgan before starting his own
firm. We thought an outside
viewpoint would be refreshing for our
readers this quarter, so what follows
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is a recent article from Clearnomics
that we found insightful.

But even for many investors who have benefited, the glass is
always half empty. They fear that a recession, policy mistake,
global conflict, or Fed error lurks around every corner. This is
heightened by recent global events and even this week’s Fed
meeting. And while these factors are often the reason for
economic downturns, there are always many more false
positives than actual economic crises - the investment
equivalent of crying wolf.
This is why understanding the business cycle and economic
fundamentals can help investors stay focused on the long
run, rather than day-to-day market movements and
headlines. Despite short-term concerns around the age of
the business cycle, trade wars and the Fed, markets are
driven in the long run by economic trends. Historically,
healthy economic growth supports portfolio returns while
economic downturns result in pullbacks.

Fortunately, the U.S. economy continues to look
healthy, even if it is decelerating. At only 3.6%, the
unemployment rate is still near historic lows, no
matter how you slice it. Inflation is showing no signs of
over-heating with Core CPI at 2%. Household net worth
has never been higher, and interest rates are still low,
further supporting consumers.
Thus, it’s never been truer that business cycles don’t
die of old age alone. There are always risks from policy
and global events - but this occurs in both directions.
Last year, the market was jubilant over tax reform. This
year, it’s in the doldrums over trade.Yet, over the past
two and a half years, the S&P 500 has risen nearly 30%.

Of course, not everything is rosy. In terms of the
sheer pace of growth, this is still the slowest
recovery on record. The yield curve, which often
functions as an early-warning sign of the late stages
of an economic cycle, is still inverted at the short
end and extremely flat at the long end. Still, these
warnings signs are important in the context of a
broadly healthy economy.

While we’ve enjoyed a long
period of steady growth, the
economy has grown only by
half the rate of the 1990s.
Still, even this level of
growth can be positive for
markets if it is sustained for
long periods of time.

Thus, long-term investors should continue to stay
diversified and disciplined. Following are three
charts that highlight these important economic
themes.

There are signs that the
economy, while healthy,
is slowing

This is the longest
business cycle on record

This is the longest
business cycle in U.S.
history, at over 10 years
and counting. It has now
surpassed the expansion
of the 1990s, which was
capped-off by the tech
bubble, and the 1960s
which spanned almost 9
years.
However, each subsequent market cycle since
then has been slower.

If the good news is that the
economy is still healthy, the
bad news is that it has been
slowing for some time.
Various data, including
leading economic indicators and the Citi surprise
index, suggest that more
recent numbers have been
weaker than expected.
It’s important to keep this in the context of long run
trends and broad portfolio diversification. Even
during the strongest growth cycles, there can be

soft-patches, especially when considering only a few
months or quarters. It’s important to keep the entire
cycle in perspective.
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