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Employment Situation (USA)

Last Friday’s non-farm payroll report, compiled by the Bureau of Labor Statistics, was
expected to count a net increase somewhere in the region of 155,000 for the month of
January. In the event the count tallied substantially higher at 225,000.

Beginning in September 2010, January’s is the most recent in a series of 112 monthly
gains. To put that run of form into perspective, the next longest run of gains only ever
made it to 48 months.

Economic Output (USA)

The US economy is in reasonably good shape. Early indications from the Bureau of
Economic Analysis suggest that output grew by around 2.3 percent last year. That’s a
moderate pace by US standards in the post-war period (the average is closer to 2.7
percent), but it is streaks ahead of other developed market economies.

By my reckoning, the US economy increased at something like 2.3 percent during
January too. If that holds true for the rest of the year – a big if, of course, but the
consensus is anchored around 2.0 percent – and if inflation holds somewhere close to
the 2.0 percent target, nominal growth in the USA will come in between 4.0 percent
and 5.0 percent. That’s the sweet spot as far as equity markets are concerned.

Monetary Policy (USA)

A little over a week ago, the Federal Open Market Committee opted to hold the upper
limit for the Fed Funds target range at 1.75 percent. That was firmly in line with
expectations.

The Committee judged the current stance of monetary policy to be ‘appropriate to
support [a] sustained expansion of economic activity, strong labor market conditions,

and inflation returning to the Committee's symmetric 2 percent objective’.

Very few of us expect that to change in the foreseeable future – with the ‘foreseeable
future’ extending as far as the middle of the year in my mind.

Monetary Policy (UK)

Meanwhile, Mark Carney’s last meeting of the Monetary Policy Committee was a far
less predictable affair. In fact, it seemed to me that market participants had worked
themselves into a rare tizzy in the week running up to the event. Futures prices
reflected the likelihood of a 25 basis point cut at 55 percent and the yield on the 10-
year gilt fell from 65 basis points to 52 basis points as the meeting neared.

Of course yours truly wasn’t at all convinced that a rate cut was the most likely
outcome, but I did forecast a 4-5 split in the voting pattern. In the end, just two
members voted to cut Bank Rate with the usual suspects - Jonathan Haskel and
Michael Saunders – failing to make a strong enough case.

Indeed, the majority on the Committee are just as impressed as I am by the lifted
mood following December’s decisive general election…

‘Domestically, near-term uncertainties facing businesses and households have
receded. Surveys of business activity have picked up, quite markedly in some cases,
and investment intentions appear to have recovered. Housing market indicators have
strengthened and consumer confidence has increased slightly.’

I remain of the view that, while there is more muted hard data yet to be released –
including estimates for Q4 GDP – last year’s late election marks a turning point for the
British economy. The outlook feels considerably brighter now.
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Economic Output (UK)

The Office for National Statistics estimates that the UK economy expanded by 1.4 percent
in 2019 compared with 1.3 percent in 2018. That’s not bad, all things considered.

Indeed, if the UK was going to dip into a Brexit-inspired recession, I reckon it would have
done so during the second half of last year. And, thanks to figures released last week, we
now know with a reasonable degree of certainty that didn’t happen.

The initial estimate for growth during the fourth quarter suggests that output was flat. Of
course, that’s just the initial estimate and future updates might tip a zero into a negative
but to get two consecutive quarterly contractions we’d need to see either a huge revision
to growth in the third quarter – during which GDP rose a full 0.5 percent on the latest
figures – or subsequent negative growth during the current quarterly
period.

Now, I might be prepared to countenance a revision in the order of 0.5 percent between
an ‘initial’ estimate for GDP made on the basis of patchy available data and a full ‘final’
estimate in any one quarter, but I’m guessing it would take something structural (a
wholesale change in accounting methods for example) to move what is now a reasonably
comprehensive calculation in the case of Q3 2019.

That leaves us with the potential for negative growth in the first quarter of this year. That,
again, seems unlikely. Alongside the quarterly numbers, the ONS also released their
estimate for growth during the month of December. December saw an increase of 0.3
percent with growth right across the economy barring agriculture. Services were up 0.3
percent, production was up 0.1 percent, manufacturing was up 0.3 percent and
construction was up 0.4 percent. Added to a rebound in activity following months of
parliamentary paralysis I suspect we’ll also bear witness to increased government spending
and to an uptick in business investment.

I’m not forecasting a spectacular increase in Q1, but I am far from forecasting a negative
rate. As it stands 0.3 percent feels about right to me.

The consensus calls for growth for the full year to come in at something like 1.3 percent.
Similarly, the consensus calls for inflation of something like 1.6 percent. Add those together
and we are looking at nominal growth in the region of 3.0 percent. Unfortunately, that’s
some way short of what I consider to be the 4-to-5 percent ‘sweet spot’ for stocks. And
there are risks to the downside; we don’t, for instance, know what kind of deal we might
get with the EU and we don’t know whether the recent tentative improved outlook for
global manufacturing will survive the coronavirus.

Nevertheless, given anything like a reasonable timeframe, I’m still bullish on the prospects
for the domestic stock market, particularly so for mid- and smaller-sized companies.

Politics (Germany)

Last week Annegret Kramp-Karrenbauer (AKK) quit her post as Angela Merkel’s successor
and leader of the Christian Democrats (CDU/CSU). That leaves the outlook for German
politics even more uncertain than it was. Assuming the CDU/CSU can hold on to power,
AKK represented the promise of continuity when Angela Merkel steps down at the next
federal election (likely between August and October next year).

Now a four-way leadership battle begins between Jens Spahn, Friedrich Merz, Markus
Soder and Armin Laschet. All of this matters because, while that battle rages, it is likely to
impose the kind pf paralysis over there that we saw over here. Purely from a valuation
point of view, I’m still mad keen on German stocks, but it looks like I’ll have to be patient in
my expectations.
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Inflation (UK)

The Office for National Statistics calculates a 1.8 percent increase in the headline Consumer
Price Index in the 12 months ending 31 January. That’s up from just 1.3 percent in
December and as close to the 2.0 percent target as makes no difference, at
least in my mind. Meanwhile, core inflation - which excludes more volatile price changes in
the energy sector and in those things you might enjoy on a night out like food, fags and
booze - similarly quickened, rising from 1.4 percent in December to 1.6
percent in January.

It’s tempting to suggest that the pickup in the pace of inflation all but eliminates the
chance that the Bank of England moves to reduce Bank Rate at its next meeting of the
Monetary Policy Committee (MPC). But that’s not reflective of prices in the bond market
today.

Of course, there are two reasons why the Bank might still consider a cut to be appropriate.
The first is that January’s uptick might be a blip, and inflation might mosey back toward the
lower bound in the 1.0-to-3.0 percent range.

The second, and this is a factor simultaneously weighing on bond markets in the US,
eurozone and Japan too, is that the central bank might consider it necessary to support
activity during a coronavirus-induced lull. That is why, in the UK for example, the bond
market’s estimate of a March rate cut increased, rather than decreased, even as news of
near-target inflation was disseminated.

As it stands, I am not forecasting a change in Bank Rate when the MPC next meets,
scheduled for the 26 March*. But a lot can change in the space of a month.

*Not least because I turn 45 a few days earlier and I expect the sudden surge in demand for food,
fags and booze will have a material impact on headline inflation.

Employment (UK)

The Office for National Statistics also released their estimate for the rate of unemployed among
those British citizens considered to be ‘economically active’. The most recent data
covers the three months to the end of December and reveals joblessness at 3.8 percent – the
same rate, incidentally as that measured in the prior three three-month periods.

The economic inactivity rate, incidentally, measures 20.5 percent; meaning that around a fifth
of people living in the UK between the ages of 16 and 64 have not sought work in the last four
weeks and/or are unable to start work in the next two weeks. That always seems like a high
number to me, until I realise just how many students there are and just how much looking after
children require. Other reasons for economic inactivity include those temporarily sick, long-term
sick, early retirees and a generally very small percentage of ‘discouraged workers’.

The same report also contains an estimate for wage growth in the last 12 months or so. 2.9
percent represents a slowing pace of growth compared with the prior number, but it still
comfortably outpaces inflation.

That’s good news for the British economy and provides a reasonably firm footing the for the
push into the year ahead.

Manufacturing Output (USA)

Less good news is contained in the IHS Markit Flash US Composite PMI report for February.
Analysis contained therein indicates that US output stalled during the month. Chris Williamson,
the firm’s Chief Business Economist, notes that ‘weakness was primarily seen in the service
sector, where the first drop in activity for four years was reported, but manufacturing
production also ground almost to a halt due to a near-stalling of orders’. The evidence suggests
that ‘GDP growth [slowed] from just above 2% in January to a crawl of just 0.6% in February’.
That’s a worry, but there is cause for some optimism… ‘the February survey also saw a notable
upturn in business sentiment about the year ahead, reflecting widespread optimism that the
current slowdown will prove short-lived’. Let’s hope that’s the case.
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NOTES.

While a reasonable course of action regarding investments may be formulated from the application of our research, at no time will specific recommendations or customised advice be given, and at no time may a

reader be justified in inferring that any such advice is intended. Although the information contained in this document is expressed in good faith, it is not guaranteed. Cormorant Capital Strategies Limited will not

accept liability for any errors or loss arising from the use of this document. Readers are directed to our terms and conditions.

Cormorant Capital Strategies Limited, registered in England, number 05346579. Our registered address is 84 Bromefield, Stanmore, HA7 1AQ.

Crown copyright material is reproduced with the permission of the Controller Office of Public Sector Information (OPSI). Bank of England data reproduced with kind permission of the Bank of England.

(1) MSCI United Kingdom Value, Bats 100, Bats 250, Bats UK Small Companies, S&P 500, Euro Stoxx 50, Nikkei 225, MSCI Brazil, MSCI Russia, MSCI India, MSCI China, Financial Analytics (2) MSCI United Kingdom, MSCI

World ex Value, MSCI Emerging Markets, MSCI United Kingdom Value, Bats 100, Bats 250, Bats UK Small Companies, Barclays Gilt 1 – 5 Years, Barclays Sterling Gilts, Barclays Sterling Gilts 15+, Barclays UK

Government Inflation Linked Bond, Financial Analytics (3) MSCI World, Barclays Global Convertibles, Barclays Global Treasury, MSCI World ex UK Large Cap, MSCI World ex UK Small Cap, MSCI World ex UK Value,

MSCI World ex UK Growth, MSCI World, MSCI World Equal Weighted, MSCI World High Dividend, MSCI World Minimum Volatility, MSCI World Momentum, Financial Analytics (4) MSCI World Consumer

Discretionary, MSCI World Consumer Staples, MSCI World Financials, MSCI World Health Care, MSCI Industrials, MSCI World Materials, MSCI World REITs, MSCI World Technology Hardware & Equipment, MSCI

Telecommunications Services, MSCI World Utilities, Financial Analytics (5) SPDR FTSE UK All Share ETF, SPDR S&P 500 ETF, SPDR MSCI EMU ETF, SPDR MSCI Japan ETF, SPDR MSCI Emerging Markets ETF, SPDR

Barclays Gilt, iShares Index-Linked Gilts, iShares Global Corporate Bond ETF, iShares Global High Yield Corporate Bond ETF, Mixed Assets assume separate equal weighted parcels of equity and bond exposure (6)

Financial Analytics, overseas exposure assumes equal weight in US, Europe, Japan and Asia (7) Reference National Life Tables, Office for National Statistics, sustainable income assumes life expectancy, a gross 5

percent growth rate, annual income paid out at the start of the period.
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