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Confluence Investment Management offers various asset allocation products which are managed using “top
down,” or macro, analysis. We publish asset allocation thoughts on a weekly basis in this report, updating the
report every Friday, along with an accompanying podcast.
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This Recovery is Different

Since the Federal Reserve was granted independence in 1951 there have been 11 recessions.
Although each recession and recovery are somewhat unique, analysts tend to compare them for
clues about future economic activity and policy actions. In terms of monetary policy, Chair
Powell has staked out a dovish path, suggesting that the first rate hike may not occur until 2023.
However, recent comments from Fed officials suggest the chair’s position is becoming
increasingly isolated.

2021 2022 Stance

Powell * *  Dove
Clarida * * No Bias
Brainard * *

Bowman * *

Quarles * ?

Waller * -
Vacant

Williams NY * *

Evans CHI *

Bullard STL *

George KC *

Barkin RICH *

Bostic ATL *

Daly SF *

Mester CLEV *

Rosengren BOS * -
Kashkari MINN

Kaplan DAL

Harker PHI

On this table, voters are designated by stars. Currently, there are five committed doves on the
FOMC. We expect the no-bias camp to vote for stimulus reduction next year at the earliest. The
hawks, on the other hand, are committed to moving this year. Although we could see a rise in
dissents later this year, we suspect that policy will remain steady until 2022.
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Next year could be interesting, to say the least. Powell’s term as chair ends in February and
Quarles’s term as vice chair for regulation ends in October 2021. His full term as governor
extends to 2032; although it is customary for a governor to step down once a vice chair position
ends, Quarles has indicated he will stay around for a while. If the no-bias group shifts to
tightening, Powell may have to tighten or face losing a vote.

Monetary policy in recoveries and expansions has varied over the years. Prior to 1982, it wasn’t
always clear from the behavior of fed funds alone whether policy had changed. To estimate
changes, we can also use the New York FRB discount rate as an indicator.

Federal Open Market Committee: Fed Funds Target Rate (EOP, %)
Federal Funds [effective] Rate (% p.a.)
Discount Rate at FRB New York [DISCONTINUED] (% p.a.)

20 20

Ty f
W

B L L L
50 55 60 65 70 75 80 85 90 95 00 05 10 15 20 25

Source: Federal Reserve Board/Haver Analytics

Looking at the recessions from 1955 (the first after independence) onward, what is striking is
that the FOMC often moved to raise rates rather quickly after the recession ended. During the
seven recessions, the average number of months from the end of the recession to the first rate
hike is 13 months. In the past three, the average is 48 months. It has been four decades since the
FOMC raised rates quickly into a recovery. For three decades, investors have become
accustomed to the slow withdrawal of stimulus.

However, this recovery appears to be much different than the past three. In part, the recovery
has been stronger due to massive fiscal and monetary policy support. But another factor is that
the recession, although short in duration, was unusually deep. Although sometimes deep
recessions have “L”-shaped recoveries, this one did not. One way to see this is by comparing job
openings to the number of unemployed workers.
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During the entirety of the recovery from the 2001 recession, the number of unemployed
exceeded job openings. In the previous recovery, it took until March 2018, almost nine years
after the recession ended, for openings to exceed the number of unemployed. In the current
recovery, we crossed that line in May, 13 months after the last recession ended.

Unfortunately, the JOLTS report, which measures job openings, started in 2000, so it doesn’t
provide a long-term history. The Conference Board had a series where it measured help wanted
ads relative to the number of unemployed. It was discontinued in 2010. Although that number is
a ratio based on an index, we created a model from the JOLTS report that approximates the help
wanted/unemployed ratio to the present.

A HELP WANTED/UNEMPLOYED RATIO

c

2 14

24

2

< 124

3

&5

&5 1.0 1

=

2 08-

'—

@

g 0.6+

=

2:) 0.4

(23]

S 02-

& W

<

< 0.0

g 2 4 6 8 10 12 14 16 18 20 22 24

v

Y MONTHS
Y1954 Y1958 Y1961 Y1971
Y1975 Y1980 Y1982 Y1991
Y2001 Y2009 Y2020

Sources: Havver Analytics, CIM

WWW.CONFLUENCEINVESTMENT.COM
3



Comparing the behavior of the help wanted/unemployed ratio from the end of every recession
since Fed independence, the current recovery is acting more like the pre-1990 cycles. We have
denoted the past three with dots on their lines and it is notable that the labor market didn’t
improve over the two years after the end of the recessions. So far, the FOMC leadership is
acting as if this recovery is similar to the past three cycles; if it is not, policy will likely need to
tighten much faster than the market expects.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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