
David A. Rosenberg  

+1 416-583-5566 

information@rosenbergresearch.com 

rosenbergresearch.com 

 

Breakfast with Dave 
Economic Commentary October 16, 2020 

 
 

  

IN THIS ISSUE 

MORNING MACRO/MARKET MUSINGS 

• All this talk of recovery after a quarter of massive fiscal stimulus and re-openings is likely premature — 

every single recession in the post-WWII era saw at least one quarter of GDP rebound 
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• I recall writing last spring and summer that one of the concerns I had was a policy mistake, and we are 

seeing that in real-time 
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• The NY Empire Manufacturing Survey was weak, but the Philly Manufacturing Business Outlook Survey 

was solid 

NARROW MARKET LEADERSHIP 

• The market we have on our hands today is just about as healthy as was the case the last time the major 

averages were this concentrated back in 2000 

CANADIAN HOUSING MARKET — OVERVALUED AND NOW LOSING STEAM AT THE MARGIN 

• Canadian existing home sales hit a record high in September, though signs of a “topping out” in housing 

activity have emerged 
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Webcast with Dave — Upcoming Guests 
Eligible subscribers will get an invite closer to the event 
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Wednesday, November 11, 2020 

4:00 pm EST 

James Grant 
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Contact us at information@rosenbergresearch.com or phone us +1 416-583-5566 

 

MORNING MACRO/MARKET MUSINGS 

HIGHLIGHTS  

• Mixed start to equities  

• Europe sees some positive earnings reports  

• COVID-19 count is on the rise; and who will take a vaccine first?  

• U.S. dollar bounce-back takes a pause  

• Rental rate deflation far more dominant than commodities  

• Australian bond yields drop again and to below Treasury rates!  

• Jobless claims data call into question the economic recovery 

view 

• Did anyone notice that real personal incomes FELL 3.0% in 

August?  

• Every recession sees at least one quarter of a “pop” (so don’t be 

fooled)  

 

 

https://www.rosenbergresearch.com/
mailto:information@rosenbergresearch.com


BREAKFAST WITH DAVE October 16, 2020 

This report is prepared for the exclusive use of the individual Rosenberg Research & Associates Inc. subscriber to whom it was delivered. Sharing,  

redistributing, retransmitting or disclosing this report in whole or in part, or in any form or manner, without the express written consent of  

Rosenberg Research & Associates Inc. is a violation of our Terms of Use and will be prosecuted to the fullest extent permitted by law. 

rosenbergresearch.com  Page 4 of 31 

COMMENTARY 

Overseas overnight 

Very mixed start to the day — right after a session with a big late-day 

recovery that saw most stocks rise even as the major averages still 

closed in the red. With the Dow down less than 0.1% and the Nasdaq 

finishing with a 0.5% loss, the value stocks made another attempt at 

outperformance, and much of this on renewed hopes, based on some 

comments out of Treasury Secretary Mnuchin, that a budget deal with 

Nancy Pelosi is still possible (the fiscal hawks in the Senate, well, 

that’s a different story).  

So far, there has been little movement in U.S. equity futures. Europe 

did see some positive follow-through and has rallied 0.9% so far 

today. Some positive earnings reports out of LVMH and Daimler 

provided an antidote to more bad news on the COVID-19 virus and 

clampdown fronts. Asia was more nuanced, mind you — gains in Hong 

Kong (+0.9%), India (+0.7%), Singapore (+0.4%), and China’s 

Shanghai Composite (+0.1%) were more than offset by losses in 

Thailand (-0.8%), Korea (-0.8%), Taiwan (-0.6%), Australia (-0.5%) and 

Japan’s Nikkei 225 (-0.4%). All in, the Asia-Pac composite closed with 

a 0.2% loss.  

Bond markets have a very slight bid — the 10-year T-note yield is off 

the highs as it sits just south of 0.73%. Australia has actually 

continued to rally hard on RBA easing expectations and its 10-year 

yield (down 4 basis points to 0.72%) has slipped below U.S. levels for 

the first time since March (New Zealand, at 0.52% and Canada, at 

0.57%, point to more convergence in this trade).  

In the FX market, the rally in the DXY dollar index has stalled out — off 

28 pips, to 93.7. In classic risk-off fashion, the yen firmed 0.2%, to 

¥105.26. Sterling has recovered 0.3%, to $1.295. As the Australian 

bond market rallies, the Australian dollar continues to slip, falling a 

further 0.1%, to 70.9 cents (U.S.; and down 2.1% for the week). Oil is 

slipping with WTI off 0.9%, to $40.60 per barrel. Gold is flat at $1,910 

per ounce.  
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CHART 1: DXY U.S. Dollar Index is Attempting to Break Out of its  

March Downtrend 
United States 

(index) 

 

Source: Bloomberg, Rosenberg Research 

Politics — little change in the polls  

There has been little movement in the polls in the wake of last night’s 

town hall meetings. The President is still down 11 points in the 

national polls and “Sleepy Joe” has at least a 3 point lead in the major 

battleground states. The problem in this popularity contest is that 

Trump’s 54% disapproval rating is close to where Hillary’s was at this 

point in 2016 (at 55%). A lot of good that metric did for her; Joe only 

has a 42% dislikeability factor and the President, try as he may, can’t 

seem to get that number up. From my lens, it’s not about the 

economy. It’s not about Russia. It’s not about China. It’s not about 

COVID-19. It’s just about the same people who decided to give Trump 

a shot to shake things up in 2016 and have simply grown tired of all 

the high drama and 24-hour-a-day reality TV in their lives.  

COVID-19 count on the rise  

On the COVID-19 front, I should add that the U.S. new case count, at 

59,494, just hit its highest level since August 14th; the 7-day moving 

average has topped the 14-day trendline in more than 40 states; and 

hospitalization rates are back on the rise... and winter hasn’t even 

started. As for the vaccine being our savior — the question is who is 

going to be the first to take the shot? A WSJ/NBC poll found that “20% 

of respondents said they would take a vaccine as soon as one 

becomes available.” You first! See Many Wary of Covid Vaccine on 

page A6 of the WSJ.  
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Deflation/Disinflation intact  

There has been a lot of talk about inflation lately but not much in the 

global data. The final Eurozone data came out and the CPI only eked 

out a 0.1% increase in September, and this took the year-over-year 

trend to -0.3% from -0.2% in August. The incoming price data in the 

U.S. had been surprising on the high side until we got the September 

consumer price report where, outside of the understocked used 

vehicle market, there was no inflation at all. What people miss, as 

they gaze at commodity prices, is how critical rents are and they are 

deflating fast — the latest example is from the Cushman & Wakefield 

survey which found in Q3 that rental rates on first-class retail spots 

on Madison Avenue are down 17% from year-ago levels.  

Want to know what’s “fake”? Try the “recovery”  

If you recall, not too long ago, Jamie Dimon had this to say about the 

economy:  

“The word unprecedented is rarely used properly. This time, it’s 

being used properly. It’s unprecedented what’s going on around 

the world, and obviously Covid itself is a main attribute. The 

economy would be in shambles without the safety net of the 

CARES Act. In a normal recession unemployment goes up, 

delinquencies go up, charge-offs go up, home prices go down; 

none of that’s true here. Savings are up, incomes are up, home 

prices are up. So you will see the effect of this recession; you’re 

just not going to see it right away because of all the stimulus.” 

Yes, yes, it’s 100% true that we will see a 30% bounce in third-quarter 

real GDP (at an annual rate). But here’s the rub: without the stimulus, 

the economy would have contracted at a 10% rate. So let’s not fool 

ourselves — organically, the economy is still in recession. And 

recessions only end once the government’s training wheels are taken 

off the bicycle. That is still quite a long time off — and why real 

personal income EXCLUDING government transfers is one of the four 

cornerstones of how the NBER defines the contours of the business-

cycle call. And, yes, the stock market has done well — except for the 

fact that the sectors geared for the economy to remain in a “stay-at-

home” state is the only reason for this... most cyclical stocks are still 

in varying stages of pain.  

And so is the labor market. We are still 11 million jobs shy of where 

we were when the pandemic hit hard in February. I estimate that 

between 5 and 7 million jobs are lost for good. The initial jobless 

claims data, part of the Conference Board’s leading economic index, 

are showing that the labor market recovery has clearly stalled. The 

53k run-up in claims in the October 10th week was the steepest 

increase in two months and the 898k level was the highest since 
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August 22nd. We now know that 800k has proven to have been a floor, 

even as the national economy re-opened! And keep in mind that this 

represents the “flow” of newly-laid-off workers — 3.5 million 

Americans have been pushed into the unemployment line in just the 

past four weeks. The worst such showing in the 2008/09 recession 

was 2.6 million; 1.7 million in the 2001 recession; 1.8 million in the 

1990-91 recession; and 2.7 million in the 1982 recession.  

And we’re in a recovery, correct? Sure thing. Knock yourself out with 

that one. If that’s what you believe, it’s because the tooth fairy stuffed 

the household sector with a surreal $6.6 trillion of income transfer 

flows in April (at an annual rate — equivalent to 30% of GDP right 

there) and, indeed, that money has been plowed right back into the 

economy. Some of it even into the casinos and the stock market 

(what’s the difference?). The savings rate peaked at 33.6% in April 

and in August it was down to 14.1%. At that point, three-quarters of 

the stimulus checks were spent; I reckon that 100% of it was spent 

by the end of September.  

Meanwhile, real personal incomes fell 3.0% in August and that month 

also marked a new stage in the labor market — how is there a recovery 

when real incomes fall 3.0% once the benefits start to recede?? This 

goes back to Jamie Dimon’s comment — we will see “the effect of this 

recession”… just not “right away.” But we are now. And the inability 

of the Treasury market to fulfill the wishes of the bond bears and get 

close to their 1.0%+ forecasts on the 10-year T-note, even as the 

stock market surged, tells you that at least one asset classes is 

paying attention.  

Forget the Establishment survey — the Household survey showed a 

275k employment decline on an apples-to-apples comparison. I hear 

how the unemployment rate has come crashing down from 14.7% in 

April to 7.9% in September, but these talking heads never say how 

reporting errors have flattered this number and that it is really closer 

to 11.0%, upon closer examination. Considering the peak was 10.0% 

in the Great Recession — well, that certainly does provide some much-

needed perspective.  

The bulls yesterday were out in full force saying the feel-good news in 

the claims data was the 1.17 million decline in the backlog of 

“continuing claims” to 10.02 million — with no regard at all to the fact 

that most of these people have seen their benefits expire and are 

leaving the labor force in discouragement (the labor force contracted 

695k in September — that, actually, was the hallmark of that report). 

We know from the JOLTS data that in the past three months, we have 

seen the flow of new hires declined by 1.3 million, or 18%. And on the 

pink-slip front, we also know that in September, the Challenger survey 

of firing announcements soared 186% from year-ago levels.  
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Including all forms of unemployment assistance, we now have a total 

of 25.3 million Americans (out of a 160 million labor force) receiving 

some form of jobless benefit. So this isn’t some form of depression? 

Just because we don’t see soup lines? I have news for you — you don’t 

see them because today’s soup line is an electronic debit in your bank 

account. This is about three times the worst numbers we saw in the 

2008/09 Great Recession. Oh, but the economy is doing just fine.  

It actually did hit me, watching the talking heads on bubble-vision who 

claim we are in a recovery phase because of a 30% GDP bounce in 

Q3 after a 30% plunge in Q2. And remember, that setback in Q2 

followed a 5.0% decline in Q1. Whether an exogenous shock or not, 

this is a huge recession. The question is — is this recession over? This 

debate reminds me of 2008 when a Q1 real GDP contraction of 2.0% 

at an annual rate was followed by a Q2 rebound of 2.0% — everyone 

believed the worst was behind us. To the point where the ECB actually 

raised rates that summer and the Fed switched to a tightening bias. 

Go figure. But what I’m trying to stress here is that we only know when 

recessions end well after the fact, and what is needed is follow-

through. So all this talk of recovery after a quarter of massive fiscal 

stimulus and re-openings is likely premature. The bottom line is that 

every single recession in the post-WWII era, all ten, saw at least one 

quarter of GDP rebound. In fact, the mode, median and mean are two 

quarters of positive sequential GDP readings in the recession. Keep 

that in mind.  

THE BIG PICTURE  

I recall writing last spring and summer that one of the concerns I had 

was a policy mistake, and we are seeing that in real-time. I really don’t 

understand Nancy Pelosi on this one; the only reason why we had this 

GDP snapback in the third quarter was the earlier-than-expected re-

opening phase. And now this is stalling, or going into partial reversal, 

with the renewed breakout of the coronavirus — I mean, the Oyster 

Bar at grand central station just shut down again because of sluggish 

business and reservations on OpenTable are still down a whopping 

35% YoY despite months of re-opening and COVID-19 fatigue.  

As we saw in the first quarter, when real consumption fell at a 6.0% 

annual rate and the savings rate was already in a well-defined 

uptrend, you don’t need lockdowns to influence household behavior. 

Nerves being frayed are enough — which is why the pace of re-

openings is slowing down, not just here, but globally, especially in 

Europe; and now we have this situation where the fiscal stimulus has 

lapsed. There was a time when the gobs of guilt-induced fiscal 

stimulus had personal incomes at pre-crisis highs, but at the end of 

September, my back-of-the-envelope calculations show that all those 

handouts from the government have been spent, just as the best of 

the jobs recovery is in the rear-view mirror.  

https://www.rosenbergresearch.com/
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And we have both sides playing politics, but I do believe this is on 

Nancy Pelosi — nothing can be done without her, and I am amazed 

that she can’t accept a $1.8 trillion budget package, which is triple 

what Obama unveiled in 2010; her number is $2.2 trillion and I 

suppose she feels she has done enough by coming down from $3.5 

trillion. Meanwhile, Mitch McConnell is being dogged by the fiscal 

hawks in the Senate who don’t want to spend a penny more than $1.8 

trillion, and frankly, I don’t blame them. I’ve never seen so much 

rancor; of course the election is complicating things here, but hanging 

in the balance is a renewed economic collapse in the fourth quarter 

and likely into the first quarter of next year because nothing is going 

to get done until late February at the earliest, and that is simply too 

late.  

By then, as many as 20 million jobless people on extended benefits 

lose them, and without an extension, we also head into 2021 with an 

eviction crisis on our hands. If you remember back in late summer, 

we had about one in ten mortgages in forbearance and the 

delinquency rate was only about 3.0%. Well, that is because in early 

September the government introduced a measure to halt residential 

evictions nationwide, but this provision expires on December 31st and 

I am amazed at what little press this receives. But the people in the 

business of evicting folks out of apartments and houses, of handling 

delinquencies and foreclosures are clearly anticipating a big 2021 

and that’s one of the shoes that we have to be really worried could 

drop next year for the economy. Great news for eviction services but 

a likely social calamity unless reason prevails in Washington.  

Think of what that would mean for the 12 to 16 million Americans 

who are at risk of losing their homes or getting booted out of their 

apartment units in the middle of a global health crisis. The reason 

why the stock market is hanging in so well is this belief that we will 

see a budget deal, because we always have. Then again, this is a 

whole new political dynamic we have on our hands and acrimony on 

a scale that goes back to the civil war. I’m sure that is not an 

overstatement. We already saw the initial effects of the fading 

stimulus, because in August, personal incomes actually fell 2.7% but 

consumer spending rose 1.0% because households tapped the prior 

massive doses of stimulus and ran down the savings rate to fund the 

spending — but without the lagged stimulus to draw from, spending 

would have declined 3.0%.  

People haven’t done the math, but I have and if not for the stimulus, 

never mind a 30% statistical bounce in third quarter GDP — we would 

have suffered an additional 10% contraction. So if the stimulus isn’t 

extended, that will cost real GDP growth 5.0% for the fourth quarter; 

I was penning in 5.0% growth heading into the quarter but with an 

assumption that we would see the stimulus extended; but that goes 
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to zero or maybe even negative for this quarter, and that negative 

momentum will build into Q1 2021. The Fed is working on the same 

math, which is why Jay Powell has been much more vocal of late 

about the necessity of a fiscal deal; without it, we end up in a double-

dip recession instead of just an uneven and choppy recovery.  

Now on the politics (because there is no avoiding it), the market is 

pricing in a Biden victory, which seems logical based on the size of 

his lead in the polls. And the markets are also pricing in a clean sweep 

where the Democrats take the House and the Senate. But what 

people haven’t noticed is that even with Biden’s enhanced fortunes, 

the races in the Senate have tightened up. If the Senate stays 

Republican, I can tell you that the big bold $3.0 trillion fiscal stimulus 

package, green energy and all, will never see the light of day. We get 

more gridlock but with a different composition.  

And let’s also keep in mind that, unless Biden really wins big and 

especially in the battleground states, this election gets contested, we 

likely will not know who the president is for a couple of months — that 

is right, months — though we have to know by January 20th, but we 

are into a period ahead of intense political-induced volatility and if 

you recall how this played out with Gore vs. Bush in November 2000, 

this will make that period of intense uncertainty look like a walk in the 

park. Back then, over that 5-week time frame until the Supreme Court 

interceded and ruled against the lower court in Florida over the 

“dimpled chad” count and all the delays, the S&P 500 sank 12% and 

bond yields collapsed more than 80 basis points. Now do the math 

on that one considering we’re starting at 0.73% as opposed to 5.72%.  

Back to the stimulus — I hear all the time about how careless and 

reckless the Fed and the fiscal authorities have been given the size 

of the Fed’s balance sheet and the boom in the fiscal deficit. Let’s put 

that in some sort of perspective. We indeed have had $5 trillion of 

fiscal and monetary stimulus combined to combat the economic pain. 

If the Democrats sweep, tack on another $3-$4 trillion. All this 

“largesse” is not coming close to filling the deep economic hole. I say 

that because Larry Summers just co-authored a piece in the Journal 

of the American Medical Association that found a total economic loss 

of $16 trillion based not just on the direct damage to the economy 

from job declines and business closures, but also the permanent 

collateral damage to the economy from deaths and illness. That $16 

trillion aggregate loss (almost a full year’s worth of GDP!), taking into 

consideration all of the direct and indirect effects, is four times more 

severe than the GDP loss from the Great Financial Crisis. This is why 

it is a big mistake to believe that the policy response so far has been 

inflationary as much as trying desperately to avert a destabilizing 

deflationary outcome. We may still get that.  
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So I should emphasize: this is an assumption-fueled stock market 

and all along the Treasury market refused to bite. I’m just not 

convinced these assumptions have much validity and I sense they 

can switch on a dime. All this talk of “stimulus” creating the 

conditions for economic acceleration conjures up the memory of the 

last cycle when we had the massive Obama infrastructure package 

and then the epic Trump tax cuts, which took the deficit to $1 trillion 

even before the pandemic hit… and look at all the inflation that 

created. As in, very little.  

And that includes all the repeated QE’s out of the Fed and a decade 

when the funds rate peaked at 2.5% — the lowest peak since the 

1930s. The stock market couldn’t handle anything above that tiny 

threshold, as we found out in late 2018. And for the entire decade-

long economic expansion that saw the unemployment rate decline to 

a five-decade low of 3.5% (more due to structural weakness in the 

labor force participation rate than a bona fide jobs boom), the yield 

on the long bond and 10-year T-note managed to decline 150 basis 

points! And now we have the same bond bears clinging to the same 

call for the same (faulty) reasons of a decade ago!  

As for the big picture, here it is. We have a deflationary output gap on 

our hands of 8.0%.  In the 2008/09 Great Financial Crisis, it never 

got above 6.0%. And this is supposed to be a recovery we are in. Or 

were in. By my estimates, the output gap, which measures the degree 

of excess capacity in the economy, will end this year at 6.4%, will be 

3.4% at the end of 2021 and 3.0% at the end of 2022. Inflation 

pressures don’t tend to accelerate and pose a problem for bond 

yields until the gap gets into a 1.0%-2.0% range, which happened 

right on schedule in the sixth year of the post-Great Financial Crisis 

recovery, and that isn’t supposed to happen until... the end of 2025. 

Of course, much of the timing hinges on the success in dealing with 

this health crisis, how we learn to live with it, and the policy response.  

So as for interest rates, which I know are near and dear to your hearts, 

the Fed has already told you that even with its macro forecast of 

inflation returning to 2.0% and the unemployment rate plunging back 

down to 4.0%, it is going to be keeping the funds rate pinned to the 

floor until the end of 2023 at the earliest. So there is no Fed policy 

risk in interest rates. And I think it is way too early to be talking about 

inflation right now with an output gap of 8.0% — there is just too much 

excess capacity in the economy and I think it will take three or four 

years, maybe even longer, to mop it all up and create the conditions 

for taking inflation from talk to a new trend.  

So while I see so many pundits talking about higher inflation, it’s the 

same crowd who were saying the same thing post-2009 with all the 

Fed QE and the Obama fiscal stimulus. But I want to stress, and I 
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know I’m repeating myself here, it wasn’t until the output came close 

to closing in 2015, six years later, that we started to see inflation 

becoming a concern to the Fed or the bond market. I suspect it could 

take longer this time around… so I would say to consider 10-year 

Treasuries to remain in a range as low as 0.25% and as high as 1.0% 

for years — we are now just a little above the middle of this range; but 

what is very clear is that shorter dated yields (from overnight to 2 

years) will remain very close to zero as far as the eye can see. So the 

answer is yes, we have indeed all turned Japanese when it comes to 

interest rates, Europe actually was ahead of us, but this is where we 

are and frankly we were heading there even before the pandemic.  

You know, I keep hearing about how the bulls are longing for the world 

that existed before the pandemic and that once the vaccine comes, 

we will revert to the good old days. Well, let’s assess those “good old 

days.” These were the days of no capital deepening and no 

productivity growth, but a bull market in financial engineering where 

the corporate sector issued a record amount of bonds to buy back a 

record amount of stock and provide the illusion of an earnings cycle 

on a per share basis. We went into this crisis where over 50% of the 

household sector did not have enough savings to get through three 

months of a job loss. Come again? More than half? And so we end up 

with a health crisis morphing into an economic crisis and then to a 

financial crisis that has proven to have been ten times worse than 

anything we saw in 2008 and 2009.  

How did that happen? Too much debt. Not enough national savings. 

A deficiency of liquidity. Is it my imagination or didn’t the repo market 

blow up in the Fed’s face a year ago? Is that a sign of financial 

stability? Or what about the fact that the Fed, under Jay Powell, never 

came within 50 basis points of reaching the neutral Fed funds 

estimate at the time of 3.0%. The peak in the funds rate in the context 

of a decade-long expansion, a 3.5% jobless rate and a quintupling in 

the stock market was 2.5%, the lowest for any cycle since the 1930s.  

And, of course, we realized that we had to shut down the non-

essential segment of the economy to deal with the pandemic, but we 

didn’t realize that we had become such an economy geared towards 

enhancing leisure as opposed to enhancing the marginal product of 

capital; that closing the “non-essential” part of the economy actually 

meant closing 75% of GDP. Oops. Who knew? The vagaries of an 

economy where bars, gyms, restaurants, retail outlets, hotels and 

casinos came to employ an unprecedented 35 million people, or 30% 

of the private sector workforce, heading into the crisis. Just a thought 

that maybe we shouldn’t be longing so much for that pre-pandemic 

economy that focused so much on financial engineering as opposed 

to improving the productive capital stock, that relied so much on 

discretionary consumer spending as opposed to precautionary 
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savings, and an economy that was so heavily tilted towards non-

essential services — principally leisure and hospitality.  

All that said, the economy is 11 million jobs “in the hole” compared 

to prior to the pandemic. There are 3.8 million Americans who believe 

they are on “temporary layoff” and expect to be recalled. The numbers 

are so daunting that even if we see this metric goes back to the pre-

COVID-19 norm, there would still be roughly 7.0 million more jobless 

Americans than there were before the pandemic began! And these 

temporary layoffs in the beginning are increasingly morphing into 

permanent layoffs now. We can glean that from those who lost their 

jobs at the beginning of the crisis — more than 2.4 million people have 

been out of work for 27 weeks or more; and there is a huge wave right 

beneath that as almost 5.0 million people have been out of work for 

15 to 26 weeks.  

And just as we have seen 75% of jobs lost in the most affected 

industries come back, the lagged spillover is hitting others — let me 

give you an example… when you sift through the household data you 

see that people with a high school diploma or less gained 1.5 million 

jobs as they head back to the low-value-add consumer services 

industry; those with a post-secondary education saw the second 

biggest job loss ever at 2.0 million. So the carnage is now climbing 

the flagpole to industries beyond just restaurants, airlines, hotels and 

theme parks.  

A few more statistics — 20% of the job growth in September was full-

time and the workweek was boosted 0.3% and on top of that, for the 

first time in this statistical recovery, there was no growth in temp 

agency employment and that is a leading indicator. This is telling you 

that businesses are turning cautious over the outlook. Something 

else that is also a leading indicator is the Challenger layoff 

announcements and in September they soared 186% year-over-year 

— that is a tripling. So more hours, more reliance on part-time works 

and more layoff announcements. Think about it.  

Like I said, the best part of this jobs recovery is over, and initial jobless 

claims consistently above 800k is a sure signpost of this assertion — 

20% higher than the worst levels we ever saw in the Great Recession 

and we have market pundits somehow believing we are into an 

economic recovery just because the fiscal authorities and the central 

bank were performing emergency surgery to save the economy. 

Seriously, I heard an economist on CNBC the other day gleefully 

talking about the “improvement” in the unemployment rate to 7.9% 

from the April peak of 14.7%, with nary a comment about the fact that 

the broad measure of joblessness (the U-6 metric), at 12.8%, is 

double where it was at the turn of the year, and is exactly where it 

was in November 2008, the deepest part of the Great Recession (it 
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never even breached 10.0% in the 2001/02 downturn). It’s amazing 

what passes for good news these days.  

So economic risks are skewed very much to the downside, ironically 

just as the IMF lifted its economic forecasts (to just dire from 

supremely dire). We did have a V-shaped Q3 bounce after two 

quarters of contraction that still leaves real GDP for 2020 down at 

least 5.0% (for some perspective, that is double the contraction for 

all of 2009 and almost triple the decline in the 1982 recession year).  

The ongoing need for fiscal support and central bank intervention 

speaks to the extreme level of fragility in this extremely debt-heavy 

consumer and business sector. For bond bulls, the only cheery thing 

coming out of this prognosis, is that even as low as bond yields are, 

especially out the curve, they have more in the way of downside than 

upside, if we’re talking now about where the next 20 to 30 basis 

points is going to come from (look at what is happening to the 

Australian bond curve of late… bullish!). Like I said, you know we 

turned Japanese when 20 to 30 basis point moves in bond yields are 

considered a big deal as opposed to random noise as it used to be in 

the good old days. And without rising rates and a steeper yield curve, 

there is little chance for the pro-cyclical value trade to gain any lasting 

momentum in the stock market.  

Stick to the thematics of owning growth companies that have utility-

like characteristics, strong balance sheets and a modicum of 

earnings visibility. I also like dividend yield and growth themes where 

the yield is not a trap. But make no mistake, a prolonged period of 

low inflation, low growth and low interest rates, as we saw with near-

consistency in the “lowflation/lowrates” era of the decade that 

preceded the pandemic, favors long duration assets. And you want 

exposure to gold. I say all this because you want to own what is scarce 

— growth, yield and trust (and gold is most definitely inversely 

correlated with trust… in fiat currency). The case for 30-year 

Treasuries is obvious since the yield is about the highest in the world 

for anything that is remotely close to being of such high quality and 

liquidity. Growth stocks are indeed expensive, but that is because 

even equity investors know that these are the longest duration 

investments in the equity market. The concept of “safety and income 

at a reasonable price” can actually be found in utilities, pipelines, 

Canadian banks, select REITs and the telecom space. But be 

selective and mindful of who it is that really has reliable future cash 

flow streams. And gold will simply act as a ballast and source of 

stability in the portfolio and will be an effective hedge against the 

polar extremes of deflation now and inflation down the road. 
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NO SUGAR COATING THE CLAIMS DATA 

Initial jobless claims again topped expectations, coming in at 898k in 

the October 10th week (the consensus was 825k). And once again, 

the prior week saw an upward revision (to 845k from 840k).  

This a seven-week high and claims have been stuck between 800k 

and 900k now each and every week since August 29th. Since that 

time, as in since the end of August, more than 6 million Americans 

have been laid off. Remember — claims represent a flow of 

joblessness.  

Looking at all the past recessions to 1970, the peak we usually see 

on this basis is little more than 4 million, and that includes the Great 

Financial Crisis over a decade ago. Also keep in mind that claims are 

one of the ten ingredients that go into the Conference Board’s index 

of leading economic indicators. They are a leading indicator. And are 

heading in the wrong direction.  

If I’ve said it once, I’ve said it a million times. A “normal” economy 

sees initial jobless claims a little north of 200k. We are more than 

four times that level. Recessions end with claims between 500k and 

600k, and we are at least 50% above those thresholds. In fact, we 

are 30% higher than the prior pre-COVID-19 reading of 695k amidst 

the horrible 1981-82 recession. So, the bulls crow about the recovery 

— and have the gall to point to a 7.9% unemployment rate (as Jay 

Powell pointed out, eliminate the reporting errors and that rate is 

really 11.0%). The reality is that the labor market, which represents 

the income and spending that account for 70% of the economy, is in 

a whole lot of pain.  

CHART 2: Claims Today Relative to Where They Are When Recessions End 

(No, We’re Not There Yet!) 
United States: Initial Jobless Claims 

(thousands) 

 

Source: Haver Analytics, Rosenberg Research 
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As an aside, the “raw” non-seasonally adjusted data showed claims 

jumping to 886k from 809k — the highest they have been since 

August 15th.  

Now, there was some cheering from the fact that the backlog of 

continuing claims fell 1.165 million in the October 3rd week, to 

10.018 million — the lowest they have been since the end of March. 

That said, the pre-pandemic norm was 1.7 million. Question is — are 

these folks dropping off the jobless benefit rolls being recalled back 

to their old job or are they simply moving out of the labor market 

altogether? But we know from the JOLTS data that the pace of new 

hirings has slowed down markedly in the past two months. And we 

know from the September jobs data that 695k people left the 

workforce that month (how else do you think the unemployment rate 

declined??).  

CHART 3: Claims Today Relative to Where They Are When Recessions End 

(No, We’re Not There Yet!) 
United States: Continued Jobless Claims 

(thousands) 

 

Source: Haver Analytics, Rosenberg Research 

Since the end of August, continuing claims are down around 3 million 

while the flow of new joblessness has risen more than 6 million. 

Without the spending from the previously-issued stimulus checks, 

GDP would have declined for the third quarter in a row in Q3. And now 

we have the prospect of a flat Q4 without extended stimulus — so if 

you really want to call this a true economic recovery, knock yourself 

out. The only reason why the stock market had been behaving so 

stellar until lately was because of what plunging long-term interest 

rates have done to long-duration equities; not to mention that 

“growth” has become so dominant in terms of market-cap share; and 

you always want to own what is scarce... and economic growth is 

certainly scarce. A partial re-opening, fiscal spigots and an inventory 

replenishment only take you so far. 
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SURVEY SAYS... MIXED! 

New York was weak but Philadelphia was solid.  

Let’s start with the New York Fed Empire manufacturing index. It fell 

short. What is surprising is that this is a tech-heavy indicator. The 

diffusion index fell to 10.5 in October from 17.0 in September — the 

consensus was 14.0. But the components were strong enough to 

hold the ISM-equivalent at 52.5. Employment, orders, backlogs and 

shipments all firmed. But what didn’t was inventories — from -3.6 to   

-14.6, in a sign that the replenishment has run its course.  

CHART 4: General Business Conditions 
United States: Empire State Manufacturing Survey 

(percent balance) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

 

CHART 5: General Business Conditions: ISM-Adjusted 
United States: Empire State Manufacturing Survey 

(index; >50 denotes expansion) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 
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CHART 6: New Orders 
United States: Empire State Manufacturing Survey 

(percent balance) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

Also, prices paid rose to a nine-month high of 27.8, from 25.2 in 

September, while prices received slipped to 5.3 from 6.5. A classic 

sign of a margin squeeze and ongoing difficulty to pass through early-

stage cost increases.  

CHART 7: Prices Received 
United States: Empire State Manufacturing Survey 

(percent balance) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

The six-month “expectations” index also sagged to a five-month low 

of 32.8 from 40.3, with weakness in the outlook centered in capex 
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intentions (18.7 to 11.9) and the once-hot tech in particular (14.4 to 

11.9).  

CHART 8: General Business Conditions: 6 Months Ahead 
United States: Empire State Manufacturing Survey 

(percent balance) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

The Philly Fed was far more robust. The headline jumped to 32.3 in 

October from 15.0 in September (consensus was 14.8). Again, the 

components were firm with gains seen in new orders, backlogs, 

delivery times. The ISM comparable surged to 61.5 from 57.3 and is 

back to where it was in May 2018. One item of concern was the dip 

in the jobs index to 12.7 from 15.7. And, as was the case with the 

New York index, we saw prices received go down to 14.0 from 18.4 

as prices paid jumped to 28.5 from 25.1. Did I mention margin 

squeeze already? Also, while the “expectations” survey did improve 

to a four-month high of 62.7 from 56.6 in September, pricing plans 

receded to 41.0 from 42.4. For the bond bears, their inflation story 

isn’t looking too good.  
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CHART 9: General Business Conditions 
United States: Philly Fed Manufacturing Business Outlook 

(percent balance) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

 

 

 

CHART 10: General Business Conditions: ISM-Adjusted 
United States: Philly Fed Manufacturing Business Outlook 

(index; >50 denotes expansion) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 
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CHART 11: New Orders 
United States: Philly Fed Manufacturing Business Outlook 

(percent balance) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

 

 

 

CHART 12: Prices Received 
United States: Philly Fed Manufacturing Business Outlook 

(percent balance) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 
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CHART 13: Prices Received: 6 Months Ahead 
United States: Philly Fed Manufacturing Business Outlook 

(percent balance) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

Indeed, the Philly Fed “special question” asked about capacity 

utilization rates. The data show that 14.3% of companies are 

operating at less than 60% capacity.  A year ago — 0%. I doubt this 

14.3% will remain in business. One-third of the universe is operating 

at less than 70% capacity — triple the 11.9% share this time in 2019. 

The grand total of 35.8% are operating at 80% or better... versus 

73.8% who were this close to full capacity a year back. And this is 

after five months of an alleged economic recovery.  

The “special question” also shows that only 36.6% of companies 

surveyed plan to raise their capital spending in the year ahead. The 

survey shows that 47.5% blamed COVID-19 effects for dampening 

the spending outlook and 22.5% blamed the elevated level of 

“economic policy uncertainty.”  

NARROW MARKET LEADERSHIP 

This remains a winner-takes-all market where the FAANGM stocks 

continue to dominate. Since the beginning of this year, this group is 

collectively up 47.4% (on a market cap basis) compared to the mere 

0.6% advance for the remaining stocks in the S&P 500. Not just that, 

but on a total return basis, the FAANGM members have contributed 

about 95% of the S&P 500’s year-to-date performance. Such lopsided 

price action is never a good sign for overall market health. 

Other data tell a similar story. The equal-weighted S&P 500 is still 

down 2.1% year-to-date, which compares to the 8.0% performance 

for the cap-weighted S&P 500. This again indicates that the larger 

stocks are doing the heavy lifting, which is not usually what we see 
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coming out of recessions. Indeed, as the chart below illustrates, the 

equal-weighted to cap-weighted ratio has risen following each of the 

prior three recessions, meaning smaller stocks tend to outperform 

following periods of economic malaise.  

CHART 14: S&P 500 Equal-Weighted Index Divided by Cap-Weighted 

Index 
United States 

(ratio) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

Given the uniqueness of the current downturn, perhaps this time will 

be different. Nonetheless, we feel that it is quite noteworthy that the 

NYSE Composite — a much broader equity gauge than the S&P 500, 

Dow, or Nasdaq 100 — is no higher today than it was in January 2018. 

So call it nearly three years of nothing but dividend income for 

investors. In fact, over this time, the Bloomberg Barclays U.S. 

Treasury Index has outperformed the NYSE Composite on a total 

return basis by about 10 percentage points.  
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CHART 15: NYSE 
United States 

(index) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

From our standpoint, this is just about as healthy a market we have 

on our hands today as was the case the last time the major averages 

were this concentrated back in 2000. Of course, the comparisons are 

limited in some sense as we were about to enter a huge recession 

back then, whereas we are gingerly trying to come out of one at the 

moment. And we were coming off a Fed tightening cycle then, while 

today the Fed could scarcely be more accommodative.  

All that said, a lopsided market is a lopsided market, and this is the 

danger. If, for any reason, the high-flying mega caps correct heavily, 

even just solely under the weight of their own excessive valuations, 

there just is not enough compelling evidence to undertake a 

meaningful rotation into the classic value stocks barring a resurgence 

in global growth, inflation and interest rates — even as inexpensive as 

this group is, the equities are cheap for a valid reason. Sometimes, 

cash is useful, even at zero rates, for optionality purposes. We sense 

that now is that time to have some dry powder on hand, all the more 

so since the markets have never had much of a penchant for pricing 

in political risk — and the elevated uncertainty heading into the 

election and in its aftermath is surely not being adequately 

handicapped right now… though this process of reassessment of risk 

may be just beginning based on the action of the past few sessions.  

CANADIAN HOUSING MARKET — OVERVALUED AND NOW LOSING 

STEAM AT THE MARGIN  

Much like its U.S. counterpart, the Canadian housing market has 

continued to show remarkable strength of late, with existing home 

sales up 0.9% for the month — hitting yet another record high in the 
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process — as rock-bottom mortgage rates as well as ongoing fiscal 

support have provided an added boost to an already-hot market. To 

provide a better idea of the recent surge in demand, this now brings 

the sales tally to a whopping +45.6% on a year-over-year basis (not 

seasonally adjusted). 

CHART 16: Existing Home Sales  
Canada 

(thousands; SAAR) 

 

Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

That said, the pace of activity is moderating on a sequential basis 

after the frenetic pace coming out of the lockdowns as pent-up 

demand soared — from +62.2% in June, to +24.7% in July, to +5.8% 

in August and now to +0.9% for September — suggesting a “topping 

out” in home sales activity that will only be further hindered by the 

second wave of the COVID-19 pandemic.  

Also complicating the demand outlook is the increasingly unfavorable 

backdrop for buyers. Indeed, it was a seller’s market out in full force 

in September, with the sales-to-new listings ratio, at 77.2%, hitting its 

highest point since February 2002 and just a touch off the record high 

of 81.6% set in January 2002. Note that the increase in the sales-to-

new listings ratio (up from 68.7% in August) was largely due to a 

10.2% drop in new listings for September — the first dip since the 

peak of the pandemic panic in April.  
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CHART 17: Sales-to-New Listings  
Canada 

(percent) 

 

Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

As demand continues to outpace supply for housing, this has put 

upward pressure on prices — up 1.3% MoM, building on solid gains in 

August (+1.5%) and July (+2.3%). And, as has been the case since the 

pandemic began in February, the bulk of the price action has come 

from single-family units where price gains, at +1.6%, grew at 

quadruple the rate compared to those in the condo market (+0.4%). 

This is a trend we expect to remain intact as the single-family market 

continues to benefit from a shift in preferences towards open space 

(to the ‘burbs!) as the “stay-at-home”/”work-from-home” theme 

continues to gain momentum.  

All that said, even with very low interest rates and ongoing dramatic 

fiscal support, it seems unlikely that we can experience +18% YoY 

appreciation in average transaction prices, which are more than triple 

the underlying trend in wages — affordability is taking a real hit here. 

In fact, these are bubble-like conditions that are being built up in 

several major urban areas — any burst merely under the weight of 

excess overvaluations could end up hurting not just the housing 

sector but also consumer spending, broadly speaking.  
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CHART 18: MLS Benchmark Home Price Index  
Canada 

(red line; single-family homes; year-over-year percent change) 

(blue line; condos; year-over-year percent change) 

 

Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

In terms of regional activity, it was certainly a mixed bag. Surprisingly, 

Ontario lagged this month with a 0.1% downtick in existing home 

sales activity — the province’s first decline since April. The main culprit 

here was the Greater Toronto Area, where sales dropped by 5.3% and 

listings fell by 22.7%. Meanwhile, housing sales in BC (+8.0%) and 

Alberta (+5.7%) remained elevated.  

CHART 19: Existing Home Sales: Ontario 
Canada 

(thousands; SAAR) 

 

Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 
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Ultimately, we have a bifurcated housing market in Canada, and in 

urban centers, like Toronto in particular, it is unlikely that the surging 

demand for single-family units will be enough to offset a sharply 

declining appetite for apartments and condos. Ongoing labor market 

softness (only 76% of the pandemic-induced employment slide has 

been recouped even after 5 months of re-openings and record-

breaking fiscal and monetary stimulus) and depressed levels of 

immigration will continue to act as a drag on the Canadian economy. 

Overall, the short- to medium-term risks remain to the downside for 

the Canadian housing market and should serve to undercut any 

sustained rallies in the loonie. 
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How to invest in the post-crisis  
“homebody” economy 
For those with long investment horizons, I can tell you almost without a shadow of a doubt where the 

future demand growth is going to be. What the crisis has accentuated is this trend towards “cottage 

industries”, where working at, and being closer to, home is going to be a major investment theme (not to 

mention in high demand during this period when we have already become “homebodies”):  

• Home-office technologies (cloud) 

• Video streaming (home entertainment)  

• Online retailers  

• Health care services (bio tech and pharma)  

• Utilities/residential REITs (fat yields and  

money-good)  

• Semiconductors 

• Delivery services  

• Windmills, battery storage, solar panels on 

rooftops  

• Pipelines 

 

• Hygiene producers 

• 3D printing manufacturers  

• Robotic technologies  

• Telecommunications (with deep financial 

strength) 

• Treasuries/municipals/A- and BBB- (high) 

rated corporate bonds  

• Gold/precious metals  

• Food supplies 

• Consumer staples 
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