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Monday, November 13th, 2017 

“Stocks end week marginally lower as predictable gridlock manifests” 

After eight straight weeks of uninterrupted ascent, stocks ended the week marginally down with the Dow 

Jones Industrial Average declining 0.5% and the S&P 500 declining 0.2%.  

The all-too-predictable congressional gridlock on the proposed tax bill caused some angst with investors, 

namely the potential delay in the corporate tax cut to 2019 from 2018. Still, stocks recovered most of their 

losses on Thursday and extended the consecutive days without a 0.5% decline in the S&P 500 streak to 47 

days, the longest such streak since 1965.  

The stock market continues to set new varieties of historical volatility precedents. This is largely due to the 

near absence of macroeconomic volatility, similar to what we saw in the mid-2000’s and mid-90’s. Putting 

aside the plow-horse U.S. growth, the rest of the world has rarely been so tranquil. If trends persist, the 

global economy will have the fewest number of countries in a recession in at least the past three decades.    

 

The Bank of England decided last week to embark on its own policy tightening path with its’ first rate hike 

in over a decade. Their forecast, however, calls for just two more hikes with a cap of 1% on the base rate by 

2020. That should still be considered very accommodative, despite directionally tighter, and for good cause. 

Uncertainties around Brexit (remember that?) have started to weight on activity in the U.K. with business 

investment slowing despite the resurgence in global economic activity.  



Notwithstanding the U.K.’s unique challenge of an impending Eurozone withdrawal, the trend towards 

central bank tightening has picked up momentum in tandem with the health of the global economy.  

The chart below from the Wall Street Journal shows the magnitude and trajectory of the forecasted 

purchases/redemptions for the leading global GDP contributors.  

Total change in central bank assets as a share of GDP 

 

                                                            Note: Changes in balance sheets are calculated as a 12-month rolling sum 

Source: Institute of International Finance 

 
It is hard to postulate around these ramifications on the economy and risk assets given the unprecedented 
nature of current intervention, but historically tightening is indicative of a late cycle stage for the economy. 
Whether this last phase of the cycle extends for 2 or 5 years is impossible to know with certainty, but this 
will undoubtedly be one of the many culprits to normalizing volatility.   
 
Regardless, given the strength of the U.S. and global economy, the timing does seem appropriate to start the 
unwind and let economic growth and demand for risk assets adapt accordingly.  
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