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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.

July 5, 2019

Although it’s not official,! it appears the current expansion has reached a new record.
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This chart shows expansions by months since 1850. The current expansion just reached 121
months, exceeding the 1991-2001 expansion, which was previously the longest.

Part of the reason this expansion has lasted so long is because economic growth has been rather
slow.

! The National Bureau of Economic Research, a private body, is the official arbiter of business cycles. When it dates
the onset of recession, it is usually months after the downturn has occurred. Thus, it is possible (but not likely)
that the group could determine that a recession began before July. We won’t know for certain that the current
expansion is the longest until the next recession starts.
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This chart shows the average GDP for expansions since 1960; we have also isolated the average
contribution from the components of GDP.2 Not only has this expansion had the slowest average

GDP growth, but two of the components, net exports and government, were negative
contributors. That had never happened over this time frame before.

Because the expansion was slow, the bottlenecks that often develop in a long expansion have not
become evident in this cycle. Inflation remains tame, with the overall PCE deflator below 2.5%.
In previous recessions this measure of inflation had exceeded 2.5%, which would tend to trigger

policy tightening.

PCE: Chain Price Index
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2 We break out fixed investment to eliminate the impact of inventories. The actual calculation is GDP =
Consumption + Investment + Government + Net Exports.
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Recessions are usually triggered by either policy tightening or a geopolitical event. The former
tends to occur when policymakers are facing rising inflation. With current inflation tame,
excessive tightening would be a major mistake. The potential for a geopolitical risk is elevated
at this time but not high enough to suggest a significant defensive position.

So, until inflation rises or a geopolitical event occurs, there is no reason that the current
expansion can’t last longer. And, as long as the expansion continues, equities should continue to
perform relatively well.

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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