
Weekly Relative Value 

Tom Slefinger is     
Senior Vice President, 
Director of Institutional 
Fixed Income Sales at 
Balance Sheet Solutions.

www.alloyacorp.org/invest 
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Phase 1? 

Everyone is saying that the U.S. and China are ironing out the details for Phase 1 (whatever 
that means) of the ongoing U.S.-China trade war. The Chinese are buying food and the U.S. 
cancelled an October 15 tariff hike on $250 billion of Chinese goods. If you want to call that 
“Phase 1,” knock yourself out. With its pig herd decimated, China was desperate for food, 
and the Trump administration is desperate to save Christmas heading into an election year. 
Greg Ip of the Wall Street Journal sums it up succinctly, “So don’t let the mini deal fool you: 
Beneath the surface, the split between the U.S. and China is widening.”  

Source: Cagle Cartoons

Meanwhile, the cumulative tariffs from prior actions of $360 billion on China and the $100 
billion of retaliatory measures on the U.S. have not been rescinded. 

From my perch there is no deal to be had. The major structural issues are far from being 
resolved. This is a clash between two vastly different ideologies and there is no way China is 
going to acquiesce to U.S. demands on structural issues, which Beijing views as an 
encroachment on its growing dominance over artificial intelligence (AI) and advanced 
microchips – which are items the U.S. views as a threat to national security.     

I should add that the investment community loved what they heard from Chinese Vice 
Premier Liu on Saturday is making progress in many fields.  Never mind that this so-called 
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deal contains issues the two sides agreed to eons ago. All for show.  Soybeans and Boeing planes are merely a facade, in 
the overall scheme of things more for the President to give an appearance of winning a deal and currying favor with his 
farm belt base.    

Trade Wars are Easy to Win? 

 
Source: Bloomberg 

And don’t forget that the U.S. (under World Trade Organization rules) slapped tariffs on European wine, cheese and 
aircrafts. Next year will be the EU’s turn. But again, the President remains fixated on the trade imbalance as if it really 
means anything. But it plays well in Peoria. The world is going protectionist and a near-term China-U.S. truce doesn’t 
alter this shift one iota.  

The fact that these actions aren’t preventing inflation pressures from fading further attests to the profound weakness in 
global demand. According to a study published by Harvard, University of Chicago and Boston Fed economists, the tariff 
cost is being absorbed mostly by American businesses in the form of compressed profit margins.  The bottom line is that 
the economic pain from the negative trade actions are already in place. The impacts on cost, trade flows and supply 
chains will outlast any benefit from a perceived trade truce. The markets aren’t braced for a nasty set of macro data 
ahead.   

The one Fed official who gets it, and will keep the pressure on to lower rates, is St. Louis Fed President Jim Bullard.   

“The markets have had this idea that trade would be an issue, but resolution was just around the corner. That is what I 
am pushing back on. We have opened Pandora’s box. Trade is very hard to resolve. They are very long and very involved 
over a long period of time.” 

HOW’S THE TRADE WAR GOING? 

In the second largest economy in the world, Beijing reported that China’s third quarter GDP rose just 6.0% year-over-
year, below the 6.1% consensus expected – and the lowest since “modern” records began 27 years ago in 1992, dipping 
below even the financial crisis low of 6.4%. 

And with the slower growth comes lower inflation of just 1.6%. Considering the surge in food costs from the swine fever 
supply shock, this attests to emerging deflationary pressures in China’s economy.  
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Everyone thought tariffs and reversals of globalization flows would be inflationary, but producers are eating this in their 
margins (on a global basis) and what it means is that the trade war has been deflationary so far.   

China Records the Lowest Growth Rate Ever! 

 
Source: Bloomberg  

Meanwhile back in the good ole U.S. of A., the U.S. experienced declines in retail sales, housing starts and industrial 
production during the month of September. Rarely does one see the trifecta of negative prints in an economic 
expansion.    

Most importantly, it’s undeniable that the U.S. consumer sector is losing momentum. The -0.3% monthly drop in 
September retail sales came in below every estimate in the Bloomberg survey. It was the biggest downside surprise of 
the year, missing market expectations by -0.6 % point. Retail sales breadth also disappointed as more than half of the 13 
major spending categories registered declines in both August and September. That kind of broad-based weakness over a 
two-month span was last recorded in 2015. 

Sales in the closely watched “control group” subset – which is a more reliable gauge of underlying consumer demand – 
were little changed, missing projections for a 0.3% increase. The measure excludes food services, car dealers, building 
materials stores and gasoline stations. Upward revisions to the prior data were cited as a reason for the misses; 
however, there was no such revision to the control group component.  

Retail Sales Slow in September 

 
Source: Bloomberg 
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LIBERAL LIZ 

Impeachment proceedings very likely will begin at the end of November. This will galvanize the Trump base but leave 
him exposed to bad press, justified or not. And the President has alienated many of his Senate GOP supporters (in the 
House, 129 Republicans rebuked him for his Syria pullout making it a 354-60 vote to oppose the withdrawal). 

Meanwhile, 2020 presidential hopefuls Elizabeth Warren and Bernie Sanders have been able to raise massive sums of 
money, while Joe Biden is lagging well behind. The op-ed of the Wall Street Journal penned by Daniel Henninger was 
discouraging for those seeking a well-established centrist (Joe Biden Isn’t Going to Make It).  

Elizabeth Warren is now leading in the polls in both Iowa and New Hampshire.  She and Bernie Sanders have raised over 
$50 million between the two left-leaning candidates.  They have more financial resources than the next seven 
combined. Joe has but $9 million of reserves and has been burning through cash like a speculative growth stock. I sense 
he’s the next Jeb Bush.  

The key influencing vote next year will be the 8 million new teenagers and early-twenty somethings who were not 
eligible in 2016 and it was their 50%+ turnouts that helped Bill Clinton and Barack Obama to their first electoral victories. 
Ignore shifting demographics at your peril, and for this cohort, tax cuts and deregulation don’t tend to resonate quite as 
much as the environment and student debt.   

At some point soon, the markets will be pricing in some nontrivial risk of a Warren presidency at the very least.   

 
Source: Cagle Cartoons 

374 QUESTIONS 

With 374 questions asked during four presidential debates, a question about the national debt or the looming insolvency 
of our entitlement programs is yet to be seen. 

“The next president will inherit a daunting national debt, yet during nearly 14 hours of debate, there has been no 
acknowledgment of reality or question about the projected worst fiscal situation in our history. Debt is the largest 
share of the economy in history other than just after World War II, and we’re adding more than a trillion dollars 

every year forever… None of this is sustainable, and we need a plan for the debt from all presidential candidates. We 
owe the next generation a question about the debt.” – Judd Gregg and Edward Rendell, co-chairs of the non-

partisan Campaign to Fix the Debt 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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Americans are truly living with their heads in the sand. 

With the pros in charge, America’s in route to $40 trillion national debt by 2028. The road map to get there from here 
has little to no resistance… 

The numbers are daunting. Over the past 40 years our national debt has averaged less than 40% of GDP, but it now 
stands at over 77%. It is the worst fiscal hole since World War II. But even then, the debt was coming down after the 
war. The federal budget deficit for fiscal year 2019 was nearly a trillion dollars. Project that out over eight years and the 
national debt has jumped to $30 trillion. But, remember, the economy was growing in 2019. 

 

At some point over the next eight years, the economy will fall backwards. The deficit will quickly jump to $2 trillion. Then 
the professionals will spring to action… They’ll push through a multi-trillion-dollar spending package – on top of a $2 
trillion deficit.    

The simple fact is you can’t grow your way out of debt when the debt’s increasing faster than GDP. For example, in 2000 
the federal debt was about $5.6 trillion and real U.S. GDP was about $12.5 trillion. Today the federal debt is over $22.8 
trillion and real U.S. GDP is about $19.02 trillion. 

In just 19 years the federal debt has increased by over 307% while real U.S. GDP has increased just 52%. This, by all 
practical means, is the opposite of an economy that’s growing its way out of debt.    

Runaway Debt: U.S. Debt to GDP 

 
Source: Congressional Budget Office 
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By 2028 – or earlier – America will have a $40 trillion national debt with little of value to show for it.  And the 
schemers in Washington will hatch even greater plans to save us from the mess of their making. 

It’s no secret how we got here. Both parties have made commitments that exceeded available resources, hoping that 
another Congress or another generation would foot the bill. That’s neither realistic nor fair and it’s a recipe for a very 
unpleasant economic reckoning.  

This is generational theft.  

Fix the debt: We owe it to the future. 

THE DIAGNOSIS 

The equity bulls are a funny lot because they keep talking about earnings beating low-balled estimates without 
bothering to look at the latest FactSet numbers to see third quarter earnings-per-share consensus views now at -4.6% 
year-over-year (the estimates were -4.1% heading into reporting season).  

The U.S. is in a three-quarter profits recession and the pundits aren’t even aware of it. The U.S. economy is clearly 
downshifting, and all one needs to do is listen to the cautious guidance out of Honeywell (we remain somewhat cautious 
in our outlook given the continued uncertainty in the macro environment), and the Wall Street Journal article on 
transports (Railroads Stare at an Economic Caution Signal). 

  The Diagnosis 

 
Source: Hedgeye 

MARKET OUTLOOK AND PORTFOLIO STRATEGY 

Lacy Hunt? 

For years accolades have been given to the alleged “bond king” Bill Gross. Yet, how many incorrect bond market 
tops did Gross call? 

“The global over indebtedness has clearly restrained growth, and therefore has had a profound disinflationary 
impact on every major economic sector of the world. This fact coupled with an overzealous U.S. Central Bank have 

created the conditions for an economic contraction in the U.S. and abroad. This has also created a worldwide decline 
in inflation and inflationary expectations.” – Lacy Hunt, Ph.D. 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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The quiet “bond king” all along has been Lacy Hunt, Ph.D., from Hoisington Investment Management.  

His long-term track record is impeccable. Yet he has sought no notoriety or fame but deserves both. I am an 
unabashed groupie. Consistently on the mark AND backs his work with numbers. Not guesses.  

And, as noted in the above quote, Lacy believes the global economy remains in a low growth disinflationary trend. As 
such, he remains quite constructive on the bond market and sees yields going lower from here. Note the duration on his 
flagship fund is currently 20 years unchanged from where it was five years ago.  

Let’s face it, if things were good, we wouldn’t be seeing the Fed compelled to come in and buy $60 billion of T-bills per 
month just to keep calm in the money market, and then to claim over and over that this isn’t quantitative easing (QE) all 
over again.   

Remember when former Fed Chair Janet Yellen said that quantitative tightening (QT) would be like “paint drying.” 
According to Julian Brigden, chief economist at MI2 Partners, QT resulted in the equivalent of 7.5% of tightening, nearly 
three times as much as the actual rate hikes.    

QE or Not? 

 
Source: Bloomberg 

Not QE? 

Well, what about the fact that the Fed is conjuring $60 billion of new money into existence each month and shoving that 
into the banking system? 

And what about the fact that these new quantities of money are easing financial conditions and expanding the Fed’s 
balance sheet again? 

“I want to emphasize that growth of our balance sheet for reserve management purposes should in no way 
be confused with the large-scale asset purchase programs that we deployed after the financial crisis… Neither 

the recent technical issues nor the purchases of Treasury bills we are contemplating to resolve them should 
materially affect the stance of monetary policy… In no sense is this QE,” – Jerome Powel, Federal Reserve Chair. 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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You mean other than those similarities, it’s definitely not QE, Jerome? 

Yes, this is “very QE-like.” Indistinguishably QE-like. 

Further, it has to be noted that the decision to suddenly restart the QE program was made mid-cycle, that is, between 
Federal Open Market Committee (FOMC) meetings. This is a good indicator that things are “serious,” as the Fed typically 
doesn’t like to appear as if it’s been caught off-guard. 

And what is this about China having to come in to offset liquidity constraints with $28 billion of unexpected infusions 
into its financial system last Wednesday? What is that all about?  

Meanwhile, worldwide economic growth is weakening, with some key markets approaching recession. The IMF cuts its 
global growth forecast for 2019 to 3.0%, the lowest since 2009 when recession was still underway. They think it will 
improve to 3.4% in 2020. That’s better than the alternative but not much of a recovery. 

Synchronized Global Slowdown 

 
Source: International Monetary Fund 

Note, that’s the global average, which would be lower without considerably above-average growth in China and India. 
The IMF pegs U.S. growth at closer to 2%, with Japan and most of Europe even lower. Problems in China could worsen 
the IMF’s outlook quickly. 

The IMF also published a report showing that easy financial conditions are encouraging financial risk-taking and are 
fueling a further buildup of vulnerabilities. This is suggesting that the global non-financial corporate sector would have 
insufficient cash flows to service the mammoth $19 trillion of outstanding debt even if the looming recession is half the 
severity of 2008-09. The IMF concluded that 40% of global business debt is at risk of default in a recession scenario and 
that includes the U.S., China and wide swaths of Europe.   

 

“I think what the Fed Chairman decides to call it is inconsequential… From what’s been discussed, it’s 
exactly what was once called QE. They would be buying securities and increasing liquidity and that is 

easing. However, you want to refer to it, ultimately, it’s supportive of equities… This is very QE-like,”  
 – Yousef Abbasi, global market strategist for U.S. institutional equities at INTL FC Stone 
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If you don’t want to believe the IMF (and there’s reason to be skeptical), look at global shipping trends. The latest Cass 
Freight Index data show global blood pressure is dropping, when looking at the trends on both the total shipment and 
expenditures basis. Shipping volume has been down for 10 straight months on a year-over-year basis.  

Shipping Cascading Lower 

 
Source: Bloomberg 

Monetary and fiscal stimulus is proving less effective. Not that it was so great last time, but it helped. It also had side 
effects that may have reduced its usefulness. You can’t force credit on those who don’t want or need it, even at zero or 
negative rates. The European Central Bank and Bank of Japan are learning this the hard way. 

The reality is that the economic, political and financial backdrop remains very precarious. Indeed, while the bulls rant 
and rave about the longevity of this global economic cycle, it has really been on life support, reliant on QE, negative 
rates, ultra-low rates, and ongoing public support from day-one of this recovery more than a decade ago.  

Looking forward, I feel that the U.S. economic growth rate will down shift from 1.5% for in Q3 to something akin to zero 
in the fourth quarter.  

 
Source: Bloomberg 

And it is rather incredible that after eight years of a radical monetary experiment, the three-year inflation expectation 
measure from the September New York Fed survey went down to 2.4% from 2.5%, a record-low for this series, and just 
days after the University of Michigan survey showed 5-10-year median inflation expectations diving to 2.2% this month 
from 2.4% in September – another record low. Imagine where it goes in the coming recession.  

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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The yield on the 10-year Treasury note popped 20 basis points on the week now around 1.77%. This is all sentiment-
driven on the back of reduced fears of the trade war escalating and of there being a hard Brexit. Fair enough. 
Meanwhile, all the global data point to real growth erosion and emerging deflationary pressures. Don’t be so quick to 
sell your bonds.     

Stay the course on high quality bonds and buy the price dips. The growth and inflation fundamentals are sending off a 
green light for Treasuries and over time they win out. 

The federal funds futures market is putting an 89% probability of the FOMC voting for a one-quarter percentage-point 
reduction in its key policy interest rate on October 30. While a number of economists have pushed back on the notion of 
another rate cut this month, and most Fed officials remain noncommittal, if not opposed, to further easing, the central 
bank has a long history of not disappointing market expectations. While the betting line can change by game time, the 
odds now favor a rate reduction at the next policy confab. 

In terms of portfolio strategy, we continue to advocate that credit unions maintain a risk-appropriate, broadly diversified 
ladder strategy. In terms of sectors we continue to favor high-quality bank notes and CMBS (Freddie Ks and FNMA DUS) 
over traditional agency bullet debentures.   

PREMIER PORTFOLIO 

Since its launch in September 2018, Balance Sheet Solutions’ online trading platform – 
Premier Portfolio – has been making a positive impact at credit unions across the corporate’s membership.  

Visit www.alloyacorp.org/premierportfolio to learn more about Premier Portfolio and how it can benefit your credit 
union! 

MORE INFORMATION 

For more information about credit union investment strategy, portfolio allocation and security selection, please contact 
the author at tom.slefinger@balancesheetsolutions.org or (800) 782-2431, ext. 2753. 

“Premier Portfolio’s online services allows me to access statements and overall market analyses, review a list of 
available security offerings, as well as purchase SimpliCD’s and Alloya’s certificates. Premier Portfolio is 
convenient, easy, secure, and has become my go-to place for investing!”  
– Rhonda Schroeder, CEO of Blackhawk Area Credit Union 

“While it’s always great to connect with our Balance Sheet Solutions Account Executive one-on-one, Premier 
Portfolio is an amazing and easy tool to use in purchasing investments. We have access to statements, online 
trading and the ability to look at all of the offering in one place. I highly recommend trying this out!”  
– Shawn Nikkel, Finance Director of Denver Fire Department FCU 

 “Premier Portfolio is user-friendly and modern. It allows us to browse current offerings and make immediate 
purchases at any point throughout the day. The tracking mechanism in Premier Portfolio is very hand. Since the 
system knows what dollar amount is currently owned in a financial institution, there is no room for error. We 
love the ability to check term and rate on a single summary. Premier Portfolio takes the guessing out of the 
equation. It is a highly useful tool and would recommend to anyone using Balance Sheet Solutions.”  
– Darin Higgins, President of Western Illinois Credit Union 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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Tom Slefinger, Senior Vice President, Director of Institutional Fixed Income Sales, and Registered Representative of ISI 
has more than 30 years of fixed income portfolio management experience. He has developed and successfully managed 
various high profile domestic and global fixed income mutual funds. Tom has extensive expertise in trading and 
managing virtually all types of domestic and foreign fixed income securities, foreign exchange and derivatives in 
institutional environments.  

At Balance Sheet Solutions, Tom is responsible for developing and managing operations associated with institutional 
fixed income sales. In addition to providing strategic direction, Tom is heavily involved in analyzing portfolios, developing 
investment portfolio strategies and identifying appropriate sectors and securities with the goal of optimizing investment 
portfolio performance at the credit union level.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The views and opinions expressed herein are those of the author and do not necessarily reflect the views of Alloya Corporate Federal Credit Union, Balance Sheet 
Solutions, LLC, its affiliates, or its employees. The information set forth herein has been obtained or derived from sources believed by the author to be reliable. 
However, the author does not make any representation or warranty, express or implied, as to the information's accuracy or completeness, nor does the author 
recommend that the attached information serve as the basis of any investment decision and it has been provided to you solely for informational purposes only and 
does not constitute an offer or solicitation of an offer, or any advice or recommendation, to purchase any securities or other financial instruments, and may not be 
construed as such. 

Information is prepared by ISI Registered Representatives for general circulation and is distributed for general information only. This information does not consider the 
specific investment objectives, financial situations or needs of any specific individual or organization that may receive this report. Neither the information nor any 
opinion expressed constitutes an offer, or an invitation to make an offer, to buy or sell any securities. All opinions, prices, and yields contained herein are subject to 
change without notice. Investors should understand that statements regarding prospects might not be realized. Please contact Balance Sheet Solutions to discuss your 
specific situation and objectives. 
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