
 

Tuesday, November 5th, 2019 

“Economy shows early signals of improvement” 

Nonfarm payrolls rose by 128,000 in October, well ahead of the 75,000 expected from economists. There 
were also some major upside revisions to August (up to 219,000 from 169,000) and September (up to 
180,000 from 136,000). This strong jobs report was another signal that the economy is on very solid 
footing, even showing signs of increased momentum.   
 
The stock market is one of the best leading indicators for the economy and the recent surge in cyclical 
sectors tells us there may be improvement brewing underneath the surface. The Dow Jones Transports 
Index, which had been lagging the broader market over the last 12 months, has outperformed the S&P 500 
by about 4% since interest rates bottomed in early September.  
 

 
 
It may also just be that the data is not turning out to be as bad as many expected and valuations needed to 
recover. We had been seeing the most value in cyclical stocks in recent months, so we are happy to see 
some recovery in relative sentiment.  
 
Last week, stocks sold off after the Chicago Purchasing Manager’s Index (PMI) dropped to 43.2 in October, 
the lowest reading since 2015. This was well below expectations and evidence that parts of the 
manufacturing economy remain under pressure. This poor reading was also evidently impacted by the 
recent General Motors strike, so it may not be an accurate barometer for the broader U.S. economy. That is 
likely why the Friday jobs report overshadowed it.  
 
Ten years into the economic recovery we should expect some mixed economic data. Yet, the overall trend 
continues to be positive, befuddling those that want to call for an end to the longest economic expansion on 
record. As far as we can see, the short-term trend appears to be recovering which is supported by the stock 
market breaking out of its consolidation range of the past few months and making new all-time highs.  
 



The Fed followed through on market expectations last week, lowering the benchmark discount rate for the 
third time this year. In terms of future policy, they indicated they would not be raising rates until they see 
real signs of inflation. As for future rate cuts, they removed the “act as appropriate” language from their 
policy forecast indicating it will take some serious deterioration in the economy for them to act again. In 
other words, they don’t expect any policy changes, up or down, for the foreseeable future.  
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