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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 a special
section within our Daily Comment report, updating the piece every Friday.
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Equity markets, to a greater or lesser degree, tend to reflect social and political trends. After all,
the mood of investors plays a role in the propensity to move money into stock markets.
Unfortunately, the impact of social or political events on equities tends to be a mixed bag. The
chart below shows over 120 incidents from 1896; some events were notable, while others had
only a modest impact.
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(Source: https://www.marketwatch.com/story/the-dows-tumultuous-120-year-history-in-one-chart-2017-03-23)

What is notable about this chart is that some factors can be bullish, such as the creation of the
assembly line or the introduction of the internet. Some events would seem to be negative, but
the impact is fleeting, whereas other negative occurrences have a much more significant impact.
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The U.S. is experiencing a wave of civil rights protests similar to what occurred in 1968 (#73 on
the above chart). On its face, civil unrest would seem to be a negative factor for investor
confidence. However, at least initially, the widespread protests may lead to a policy response
that is supportive for equity prices.

One of the effects of the 1968 civil unrest was the Humphrey/Hawkins Full Employment Act.
The law required policymakers to strive for full employment. In fact, the bill had four policy
goals—full employment, a balanced fiscal budget, a balanced trade account and price stability.
As anyone with a modicum of formal economic training can note, these four goals are not
necessarily consistent. In other words, achieving full employment and price stability or a
balanced budget may not be possible. Therefore, policymakers had to decide which goal was
preeminent. The bill was passed in 1978; by the time it was enacted, concerns about full
employment had been supplanted by inflation worries so the bill never really lived up to its
sponsors’ goal of full employment. However, it is this bill that requires the Fed chair to
semiannually travel to Capitol Hill to talk about monetary policy and the economy.

Forty-two years after the passage of Humphrey/Hawkins, there is growing evidence that the
Federal Reserve is focusing on employment, especially minority employment. Spearheading the
effort is Atlanta FRB President Bostic, who recently penned a letter on racism. But, beyond
what the Federal Reserve system can do with its own hiring and its regulatory power over
lending, there is a question about what monetary policy can do about this issue. After all, setting
interest rates is a blunt policy instrument. In his recent press conference, Chair Powell noted that
minority unemployment had declined markedly before the pandemic, but has risen since the
recession occurred. In his opinion, the best way to boost minority employment is to foster a
strong labor market.

UNEMPLOYMENT RATE BY RACE
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This chart shows the unemployment rate for African Americans and Caucasians. The rate for the
former is persistently above the latter, but what is notable is that the longer an expansion lasts the
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narrower the difference between the two series becomes. If the Fed is serious about reducing
African American unemployment, one of the important policy goals would be to extend the
expansion as long as possible.

To some extent, this is nothing new; monetary policy isn’t designed to end an expansion
prematurely. But, this information signals to investors that the Fed has yet another reason to
preserve an expansion, which is supportive for equities—unless it becomes apparent, at some
point in the future, that the FOMC would be willing to allow inflation to rise above target to
preserve the expansion. In general, for the past 33 years, major declines in equity markets have
been tied to recessions. That is true, in part, because the Federal Reserve has earned inflation-
fighting credibility. It remains to be seen whether what we are observing now represents a more
notable shift away from inflation suppression.

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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