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Misery

A scary movie, but a not so scary index (at least as of today)

MISERY

Kathy Bates justifiably won the Best Actress
Oscar for her portrayal of former nurse Annie
Wilkes in the 1990 psychological horror film
Misery, based on Stephen King's 1987 novel of
the same name. If you haven't seen the movie,
our advice is DON'T! It - and Ms. Bates in partic-
ular - are terrifying!

Misery the movie got us thinking about Misery
the index, which fortunately isn't all that scary, at
least as of today. The Misery Index was created
by economist Arthur Okun who believed that

combining the seasonally adjusted unemploy-
ment rate with the annual inflation rate would
provide a pretty good snapshot of how the
average citizen was doing economically. Not
surprisingly, low unemployment and low infla-
tion are a good thing; elevated unemployment
and elevated inflation are a bad thing.

Well, as we confront volatile markets and
worries of a trade war driven downturn, it is
worth noting that the Misery Index sits at just
5.60, the result of a 3.6% unemployment rate -
the lowest in 50 years - and an inflation rate of
2.0%, as measured by the Consumer Price Index,
a far cry from the high-teens Index readings of
the late '70s (see the chart on the right). There
were a lot of great things about the 1970s, but
the Misery Index wasn't one of them!

Like any economic indicator, the Misery Index
has its flaws (e.g. deflation would push it lower,
but as we know deflation - a sustained drop in
prices - is typically not an economic positive),
but for now, the Misery Index reflects a US
economy marked by low unemployment and
modest inflation, and there is nothing scary
about that!
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The weight of the evidence still leans positive which is in line with our slight overweight to risk in moderate to aggressive portfolios.

SHORT-TERM FACTORS (< 6 months)

CHANGE NEGATIVE POSITIVE

Momentum «~ Market momentum weakened
Trend €—4€— o Global equity indices generally below ST and LT moving averages
Investor sentiment - Investors more pessimistic but not yet reached capitulation
Seasonality [ Seasonality more supportive in second quarter

INTERMEDIATE-TERM FACTORS (6-36 months)

CHANGE NEGATIVE

POSITIVE

Fiscal policy () Fiscal stimulus continues in 2019
Monetary policy o Fed on an extended pause and will end balance sheet reduction
Inflation Fed sees inflation as running below target
Interest rate environment Longer-term rates range-bound; yield curve inversion at short end
Macroeconomic &« US growth solid but ex-US growth weaker; global trade war concerns
Business sentiment Small biz confidence off record high; CEO confidence little improved

Consumer sentiment Remain at elevated levels; still supportive

Corporate earnings US earnings growth still solid; softer outside US

Credit environment Slight widening of corporate credit spreads but few signs of stress

LONG-TERM FACTORS (36+ months)

CHANGE NEGATIVE POSITIVE

Valuation US equity valuations at long-term averages; more attractive ex-US
Business cycle () Long recovery but has been muted; few signs point to recession
Demographics Mixed (US and emerging markets positive; developed int’l negative)
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