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Going Viral 

This Thursday, February 13, at 2:00 pm ET, Alloya Investment Services will be hosting a 

Connection Webinar: 2020 Economic & Market Outlook. Tom Slefinger and Billy LaFavor, 

Chief Operating Officer of CU Investment Solutions (ISI), will provide an overview of the 

current economic and market outlook and discuss how credit unions can optimize their 

investment portfolios in a low rate environment.  

The “official” death toll from the coronavirus will soon surpass 1,000 if it hasn’t already. The 
case count now totals over 40,000 for China and 24 other countries. Over 6,000 people are 
reported to be in serious/critical condition. There are now 190,000 under observation.  

Whistleblower Guo Wengui, a Chinese billionaire living in exile in the U.S., disputes the 
numbers. His estimate is 1.5 million coronavirus cases in China, and 50,000 coronavirus 
deaths in Wuhan alone. 

 
Source: Money Maven 
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“They first paralyze the region of the virus outbreak…Then they gradually spread 
domestically, undermining internal trade, consumption, production and the movement 

of people. If the virus is still not contained, the process spreads further, including 
regionally and internationally by disrupting trade, supply chains and travel.” 

 – Mohamed El-Erian, Chief Economic Adviser to Allianz 
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Making matters even worse, Professor Neil Ferguson, Vice Dean Faculty of Medicine, Imperial College in London, 
estimates 50,000 new infections per day.  

Consider that there are now 60 million people are locked up in their homes in China. One person is allowed out every 
three days. For comparison purposes, the state of California, Illinois and Michigan have a combined population of 63 
million. Imagine everyone in California, Illinois and Michigan being locked in their houses, unable to leave other than to 
buy groceries every three days. 

Whatever the number, China’s economy is being seriously disrupted. Yum China (operator of KFC and Pizza Hut) has 
closed one-third of its outlets and same-store sales are down nearly 50% on a year-over-year basis. Companies including 
Starbucks, Apple, Google, Amazon, Microsoft, Tencent, Ikea and Disney have closed their doors until at least mid-
February while the virus is still a threat. Shopping malls are deserted.    

Many auto plants in China have already shut down because of the virus, including factories run by Hyundai, Tesla, Ford 
and Nissan. Chinese auto production now represents nearly a third of global motor vehicle production. The IHS Markit 
estimated a total output loss of 350,000 vehicles while plants remain shut until February 10, which could balloon up to 
1.7 million units if closures are extended until mid-March. 

Take a look at what is happening with shipping rates. The Baltic Exchange’s Capsize Index, an important proxy for the 
world’s shipping market, extended deeper into negative territory after slipping below zero for the first time ever on 
Friday. The index tracks freight rates for the world’s largest cargo ships that move products such as iron ore and coal 
from mines in Latin America and Australia to Europe and China.   

If the rate is negative, someone is paying you to take the ship. 

 
Source: Bloomberg 

Even more troubling is the threat to global supply chains. Qualcomm, the world’s largest maker of smartphone chips, 
warned that the outbreak was causing “significant” uncertainty around demand for smartphones, and the supplies 
needed to produce them. Already, auto parts shortages have forced Hyundai to close plants in South Korea. 

Travel restrictions are intensifying. International airlines from over 30 different countries including American, Delta, 
United, Lufthansa and British Airways, have canceled flights to China. Over one billion travelers have been impacted.  
From 2016-2018, 3 million Chinese tourists travelled to the U.S. Chinese tourists are big spenders, making over $34 
billion in purchases in the U.S. in 2018. Thus, the potential loss to U.S. tourism could range between $3-10 billion in 
2020, depending on the duration of the shutdown and lingering after-effects of people choosing to stay home. And the 
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U.S. is only the ninth most popular destination for Chinese tourists – the other top destinations are closer to home, 
including Hong Kong, Macau, Taiwan and Thailand. Add to that what’s happening with casinos and cruise ships. 

The World Bank believes a severe pandemic could cause economic losses equal to nearly 5% of global GDP, or more than 
$3 trillion.  

China’s GDP growth was already almost certainly lower than the official figure of 6%, and it is likely to fall by a third or 
more. As China’s economic activity slows to a crawl in the face of the coronavirus, it’s important to remember that the 
negative effects won’t just be confined to the Asia-Pacific region particularly the longer the epidemic drags on. For an 
excellent overview of the potential implications and uncertainties, see the Wall Street Journal: Coronavirus Closes China 
to the World, Straining Global Economy.  

If it’s “Made in China” there will be an economic hit. Because China is the world’s largest manufacturer and an enormous 
consumer market, the economic impact is sure to precipitate a weaker global GDP growth profile for this quarter and 
quite possibly next. And without making any prediction about how long this crisis will persist, there is one absolute truth 
about business: when commerce is interrupted, slowed or idled completely, company revenues and profits drop hard. 

Analysts have been viewing the developments in China as if business is merely deferred, not lost. That might not be true 
in all cases. A number of businesses and a large portion of sales are lost forever. For example, a lot of regular business 
and leisure travel that has been postponed is probably lost, so too are the sales at a number of consumer-related 
companies; there is no pent-up demand for a hotel room, a coffee or a burger. And no one is considering the loss of 
income due to the idling of production, lost travel and the complete closure of sales offices on all sides of the ocean that 
could reduce consumer spending in current and coming quarters.   

There is still a great deal of uncertainty surrounding this virus and its impacts. Unfortunately, things look to get worse for 
at least a few more weeks. However, unless this turns into a pandemic, I believe the effects are likely to be transitory 
based on past experience with these sorts of viruses.   

In any event, rest assured, bond yields are going to continue to come down, as recessionary and deflationary risks build.  
If you can’t stand the Treasury market (if you hated the long bond at 3% in late 2018, surely you must hate it even more 
at 2%). 

AMERICA IS ON THE MOVE  

America is on the move. Where is everyone going? And why?  

As shown in the following graph, the trend is obvious and quite pronounced. The graph plots individual state net 
migration trends versus state tax rates. As one can glean from this graph, there is as strong positive correlation between 

“This is continuing to grow in scope and magnitude. It could end being really, really big, and really, really serious. We 
can’t project that now,” – William Reinsch, a senior adviser at the Center for Strategic and International Studies 

“A severe pandemic would resemble a global war in its sudden, profound, and widespread impact,”  
– The World Bank, in a report on pandemics from 2013 
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tax rates and state migration. High tax states continue to experience a severe population exodus as taxes, and aging 
boomers seek lower living costs and more favorable weather. 

 
Source: United Van Lines  

As such, the highest tax states (red circle) of Illinois, New York, Connecticut and New Jersey are experiencing the largest 
net out-migration. Over the past five years, the net (population) migration for New York, Connecticut, New Jersey and 
Illinois remains broadly similar at roughly 1% per year. Tax reform (the cap on State and Local Tax (SALT) deductions 
specifically) has further entrench the prevailing out-migration trend.    

Conversely, the low tax states with better climates (circled green) – Florida, Tennessee, Arizona, Idaho and South 
Carolina – are seeing the highest net in-migration.    

Income is Leaving Faster than People 

 
Source: IRS  

And it’s not just the number of people leaving that matters. As shown above, the trend in AGI (Adjusted Gross Income) 
points to potential problems for those high tax states witnessing out-migration. In other words, the tax revenue is 
leaving at a higher pace than people. This, in turn, will exacerbate the burgeoning budget deficits, as fewer and fewer 
people with less income will be on the hook for paying for pension and other obligations.    
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Declining revenue coupled with ever-rising pension costs results in an accelerated population and income exodus and 
leads to a self-reinforcing vicious cycle. And unless these high tax states burdened with huge pension liabilities are 
restructured, states will resort to raising taxes to fill the void.     

Here’s the key question. 

If high tax states do not fix their structural problems during the longest economic recovery of all time, when will they?   

EMPLOYMENT UPDATE  

The headline non-farm payroll number easily cleared the consensus of +165,000 and came in at +225,000 instead. Nice 
beat. The fabled Birth-Death Model added 141,000 to the headline number. Then let’s consider that was the fifth 
warmest January on record (only going back 126 years). To wit, construction added +44,000, which is more than triple 
what is normal. Thank you, Mother Nature. So, here’s the rub: 185,000 jobs created (or 80+% of the non-farm payroll 
number) came from these two sources.  

Further, it is hard to get excited about a payroll report that shows declines in manufacturing (-12,000 and down in three 
of the past four months); retail (-8,000 and down in two of the past three months); and financials (-1,000 in the first dip 
since January 2014). Temp agency hiring shrank a net 2,000 and this is a leading employment indicator. Ditto for the 
workweek and factory overtime, which both stagnated. On the wage front, both average weekly and hourly earnings 
clocked in with modest 0.2% gains. The problem is that it looks like the Consumer Price Index (CPI) rose at least that 
much in January, leaving work-related pay flat in real terms yet again ─ as has been the case in each of the prior four 
months. Strong economy, indeed. 

Real Wages are Declining 

 
Source: Bloomberg 

The Household Survey looked a little more realistic with employment here declining 89,000 and losing ground in two of 
the past three months. Employment in the breadwinning 25-54 adult age cohort sagged 166,000. Of note, full-time 

“If you look underneath the hood of the Jobs Report, it’s eerily similar to the GDP report…The headline is good to the 
monkey who doesn’t do math and underneath the hood the internals continue to deteriorate.”  

– Keith McCullough, CEO of Hedgeye 
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employment cratered 656,000 in January. The last time this happened was in December 2009 and March 2009. Enough 
said.  

Those working part-time for economic reasons rose 16,000, and the number of people who were forced to take on more 
than one job swelled 206,000! Let’s add in the fact that the number of Americans who said that they took on a part-time 
job because they could only find temporary work jumped 79,000 last month. Not exactly the sign of a healthy labor 
market.  

Finally, the Challenger data showed declines in hiring announcements and a big run-up in layoff plans. This strongly 
suggests that we are going to be in for more softening in the jobs market in coming months and quarters.   

TIME TO REFI? 

If you have a mortgage, do yourself a favor and check out if it makes sense to refinance. The Freddie Mac 30-year 
average is now 3.45%, the lowest level in almost 3.5 years and just 12 basis points above all-time lows. 

Mortgage Rates Approaching All-Time Lows 

 
Source: Bloomberg 

And, as shown below, mortgage refinance activity rose to the highest level since 2013.  

 
Source: Bloomberg 
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If you refinance, please take the advice below:      

• Don’t take money out to spend it (i.e., a new vehicle, vacation, fix up the house). 
• Don't extend the length of the loan. Just refinance what is left. 
• Do take this opportunity to deleverage. 

If you have credit card debt, pay it off, perhaps with some cash back, but don’t rack it up again. 

LET’S STICK WITH THE FACTS 

In his State of the Union address, President Donald Trump maintained that he had “reversed the failed economic policies 
of the previous administration” and thus “launched the great American comeback.”    

Let’s review some of these claims. 

First, nearly every positive economic trend – job gains, economic growth, and, of course, rising stock markets – began 
well before he took office.  

In fact, as shown below job growth over the last three years has been slower than under the previous three.  

Jobs Created: Obama vs. Trump 

 
Source: Bloomberg 

Under the Obama Administration, the stock market rose every year. Not that Obama deserves the credit. Nor does 
Trump for stocks at record high levels. The stock market is primarily the result of massive money printing, artificially low 
interest rates, and financial engineering.  

 

“I am thrilled to report to you tonight that our economy is the best it has ever been.” 
– President Trump, State of the Union, February 4, 2020 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest


 ALLOYA INVESTMENT SERVICES                                                                                                                       WEEKLY RELATIVE VALUE    |    8 
 

 
 

 

www.alloyacorp.org/invest 

Stock Market Performance: Obama vs. Trump 

 
Source: Bloomberg 

Are you aware that after-tax earnings (includes everything from listed to unlisted and from “ma and pa shops” to the 
mega caps) have done diddly-squat for the past seven years? And yet the stock market has risen dramatically. Yes, it’s a 
LIQUIDITY driven market. Nothing more, nothing less.                                                  

After-Tax Earnings Have Done Diddly Squat for Seven Years! 

 
Source: Bloomberg 

Meanwhile, the President takes credit for the stock market. As long as Fed liquidity is still flowing, the stock market party 
is likely to continue. That is why the President took Fed Chair Jerome Powell to the tweet shed after the Fed raised rates.  

But this is what President Trump said about the stock market under the previous administration. 
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A bold proclamation indeed. Frankly, I strongly agreed that stock prices were (and continue to be) artificially overinflated 
as a result of years of extraordinarily accommodative monetary policy from the Federal Reserve and other central banks. 
Further, I also agreed (and continue to believe) that the stock market would be highly vulnerable to any sustained 
increase in interest rates at some point in the future. Remember what happened to the stock market when the Fed 
raised rates eight times and reduced its balance sheet? Yes, the stock market plunged 20%! The Fed then quickly cut 
rates three times and expanded its balance sheet. Voila… Stocks rise. Got it. 

To Trump’s claim that the Fed is “doing political things,” I would say this: If a candidate had concerns that the Fed’s 
policy-making was being influenced by politics prior to the 2016 election, then this same person would have done well 
to maintain silence about the actions of the Federal Reserve once assuming office. The Fed is independent for a reason. 
And as Presidents Johnson and Nixon came to discover in the past, applying policy pressure on the Fed can lead to much 
greater unintended future consequences. 

Unfortunately, in the end, I think President Trump will ultimately be proven right. 

This is “a big, fat, ugly bubble” and it’s only getting bigger. It is unsustainable, and sooner or later we are very likely going 
to see some very bad things happen.  

Perhaps it will come when Trump has gone out to the golf course to play a round with Obama. Maybe sooner.  

Moving on. 

The President took all credit for increased energy production, which started in the Obama years. This, of course, does 
not mean that the previous president is responsible for it but does mean Trump is wrong to attribute it to his 
deregulatory moves. 

Trump also said that he had undone “the disastrous NAFTA trade deal,” and that his new U.S.-Mexico-Canada 
agreement would create “nearly 100,000 new high-paying American auto jobs.”  But, according to the International 
Trade Commission estimates that the new provisions on automobiles will reduce employment in auto assembly.  The 
International Monetary Fund estimates the deal will reduce U.S. car production and modestly shrink the economy. 

So, who do you believe?  

 

“We are in a big, fat, ugly bubble. And we better be awfully careful. And we have a Fed that’s doing political things. 
This Janet Yellen of the Fed. The Fed is doing political—by keeping the interest rates at this level. And believe me: 
The day Obama goes off, and he leaves, and goes out to the golf course for the rest of his life to play golf, when 

they raise interest rates, you’re going to see some very bad things happen, because the Fed is not doing their job.” 
 – Donald Trump, Presidential Debate at Hofstra University, September 26, 2016 

“So, we’re at 3.3 percent GDP. I see no reason why we don’t go to 4 percent, 5 percent, and even 6 percent” 
President Donald Trump 
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Here’s some more reality. At no point in this recovery cycle have we seen one year of real GDP growth of 3% or better. 
Not one. This has never happened before. Even in the 1930s, we had five years of 3%+ growth. Including the first reading 
on 2019 fourth quarter GDP, the U.S. economy has grown at a 2.5% annualized rate under the Trump Administration. 
This is certainly better than the 2.2% growth rate that preceded it under the Obama Administration, but only marginally 
so. Therefore, despite the proclamations of today’s “booming” U.S. economy, it is notable that it many respects it is 
doing no better now than it has been throughout the post-crisis period. And its growth rate is on a gradual decelerating 
trend as the “sugar-high” from massive tax cuts and reckless fiscal stimulus fades.    

U.S. Economy Struggling to Achieve 3% Growth 

 
Source: Bloomberg 

But here’s the bigger story. The Trump Administration promised that the deficit-financed tax cuts would pay for 
themselves. The cuts did offer a little bit of juice for last year’s growth rate but ultimately, the additional debt they 
create will slow future growth rates and leave our debt on an even more unsustainable path. According to official 
projections, that tax cut increased future deficits by almost $2 trillion over a decade. And with one full year of the new 
tax code behind us, we can put to bed the myth that the tax cuts are paying for themselves. The theory was that the tax 
cuts would massively accelerate economic growth. In reality, the tax bill’s deficits were an irresponsible economic 
experiment that poured stimulus into an already strong economy. What ever happened to fiscally responsible 
Republican Party? The Tea Party? They only lasted as long as the Obama presidency. 

While the President claims that we have the greatest economy ever, let me ask two simple questions:  

1. If consumer spending is strong, AND unemployment is near the lowest levels on record, AND interest rates are 
low, AND job creation is high – then why is the economy only growing at 2%? 

2. If the economy was doing as we are told, then why does the Federal Reserve need to continue providing the 
economy with “emergency measures,” cutting rates, and giving “verbal guidance,” to keep the markets from 
crashing? 

While it’s normal for the media and politicians to attribute the current economic strength, or weakness, to the person 
who occupies the White House, the reality is quite different. 

The political risk for President Trump is taking too much credit for an economic cycle which was already well into 
recovery before he took office. Rather than touting the economic numbers and taking credit for liquidity-driven financial 
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markets, he should be using that strength to begin the process of returning the country to a path of fiscal discipline 
rather than a “drunken binge” of government spending. 

In the current environment, some readers may view the above as a political attack.  

In fact, that could not be further from the truth.  

The above discussion is about policy and results, not politics.  

Let’s stick with the facts.  

MARKET OUTLOOK AND PORTFOLIO STRATEGY 

As you may recall, the Federal Reserve cut interest rates last July. At the time, Fed Chair Jay Powell delivered this beauty: 

“We’re thinking of it essentially as a midcycle adjustment to policy.” 

Huh? Mid-cycle? 

As a friendly reminder, we are currently in the longest expansion without a recession in U.S. history. In other words, 
saying we’re “mid-cycle” suggests we will double the longest expansion in U.S. history. 

So, which is it? Mid-cycle? Late-cycle? Something else? I continue to believe the U.S. economy is late cycle. And that is 
what Mr. Bond is telling us.  

 
Source: Bloomberg 

Suffice it to say, I remain steadfastly bullish on high quality bonds. Low productivity means low real rates, and weak 
wage growth translates into pervasively low inflation expectations. This explains why the long bond yield has come 
down to 2%, and why this bull market in Treasuries isn’t over. The funds rate is going to zero, with or without recession. 
This then tells me that the 10-year Treasury note is on its way to 1% or lower, and the long bond to 1.5% or lower.   
 
And this could happen sooner than many may think. 
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As such, we continue to advocate that credit unions maintain a broadly diversified, high-quality ladder strategy. Our 
favorite sectors continue to be CMBS and select CMOs and MBS securities.  

PREMIER PORTFOLIO 
Alloya Investment Services’ online trading platform, Premier Portfolio, has been 
making a positive impact at credit unions across the corporate’s membership since its 

launch in 2018. 

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@alloyacorp.org or (800) 782-2431, ext. 2753. 

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 Alloya Investment Services, 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.   

 

“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 (now Alloya 
Investment Services).”  
– Darin Higgins, President of Western Illinois Credit Union 

 “While it’s always great to connect with our Balance Sheet Solutions, (now Alloya Investment Services), 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’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 
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The views and opinions expressed herein are those of the author and do not necessarily reflect the views of Alloya Corporate Federal Credit Union, Alloya Investment 
Services (a division of Alloya 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 Alloya Investment Services* to discuss 
your specific situation and objectives.  
 
*Alloya Investment Services is division of Alloya Solutions, LLC. 
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