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Thank you for the opportunity to be with you!
Congratulations on your amazing missions and highly valued services.
Well, where do we begin?
And we thought last year’s economic and financial environment was full of surprises!
Since then, a host of those surprises have entrenched themselves or lingered on … and alongside a
myriad of financial, cyber, tech, economic, geo-political and other implications and developments, this
year and the years beyond will likely prove to be quite interesting and impactful.
Yes, it's been eleven years since the U.S. and global financial crises. However, while some aspects of
the U.S. and world economy appear robust, some familiar and unfamiliar risks and signals are showing
themselves -- with new opportunities surfacing as well.
Let’s have a look at some interesting developments both here in the U.S. and around the globe.
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• The U.S. and some global expansion are now ten+ years old.
• An ill-timed end of fiscal stimulus or lack thereof, a corporate debt
bubble, lack of attention to management and spending for social
security and health care programs, rising interest rates to service the
national debt, unilateralism in trade and global affairs, lack of real
wage growth and proper health care benefits, the trade war, and on a
longer-term basis – the approach to the environment and climate
change and rapid deforestation, are the things that could most easily
end it over the longer-haul.

• The Nation’s outlook is a challenging one -- at a pivotal time.
• There are also some great opportunities and new frontiers out there
to explore too!
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•

•

•

A trio of Central Banks have cut interest rates in an aggressive fashion
–

In response to fallout from the U.S. – China trade war

–

India, New Zealand and Thailand have eased policy (India and New Zealand were ahead of the Fed)

–

The trade war has hit Southeast Asia hard – as a fast growing region deeply intertwined with global supply chains
and dependent on trade with both the U.S. and China

–

Supply chains are likely undergoing their most dramatic transformation in centuries

China takes steps to boost the Yuan
–

Slip below 7, put it at its weakest point since 2008

–

The case for a weaker currency has merits for exports, however policy prevailed and the Central Banks vows to
prop up the currency

The EU must prepare for a no-deal Brexit … and it’s “high time” to start building a European banking
system
–

•

Case: Iran Nuclear Agreement / Banking Sanctions / Alternative Banking Arrangements

Dollar is at its highest level in years against a basket of currencies … Trump will NOT be happy.
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•

Concerns are building about the U.S. economy.
– Major banks provide new downward / warning guidance about profitability
– Corporate profits are forecasted to be squeezed
– Consumer debt levels continues to rise … especially for younger workers and
students

•

New housing starts are up.

•

New Jobs Report is positive: 130,000+ jobs added to payroll, and 3.5% unemployment.

6
The Azimuth Group

Session
/ Themes
Where
AreOverview
We? (Updated)
Session
Overview & Themes
World Stage
Economy and Situation

•

Update - U.S. Consumer Sentiment
–

Rose to 92 from just under 90 in the previous month

Note: While consumer sentiment is up … the U.S. manufacturing outlook is down.

•

•

Update – Trade War
–

Global stocks are mostly on the rise after the United States and China took small steps toward
cooling trade tensions between each other.

–

China announced Wednesday that it would waive tariffs on some US goods

–

Trump Admin followed with plans to push back new tariffs on Chinese goods by two weeks

–

Chinese companies are also looking into the cost of buying US agricultural products

–

Including major imports like soybean and pork

–

Senator Cotton (R-AK) proposes trade tax “rebate” to U.S. households

Update – the DJIA
–

Citibank is forecasting a 30,000 Dow by 2020/2021

The Azimuth Group
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The Economy
On track?
Or any possible derailments?
Why is everyone worried … AGAIN?
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FI’s and Banking: Regional Stage - BB&T & SunTrust Merger

•

The BB&T / Sun Trust deal is the biggest banking deal since the Great
Recession.

•

The newly formed bank, would have combined market capitalization value of
+/- $66B

•

New name – “Truist”.

•

Will be 6th largest bank in the U.S. serving 10 Million U.S. households.

•

Full branding to be unveiled at a later date.
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FI’s and Banking: Regional Stage - BB&T & SunTrust Merger
•

The banks have significant
branch overlap in the
Southeast.

•

Particularly in the Carolinas,
Georgia and Virginia.

•

They have 740 branches
within two miles of each
other within their markets,
the bulk of which are likely
to be closed or sold off

•

Likely NC, GA, VA, FL –
where the combined
company would have the
greatest market
penetration.

•

Net / Net – some jobs will
likely be lost.

•

Community banks may pick
up some “bricks and
mortar”.
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FI’s and Banking: Bank’s Pass Through First Round of 2019 Dodd-Frank Stress Tests

•

Despite facing tougher scenarios, the 18 banks undergoing the Fed’s stress testing
program this year easily passed the first examination, known as the Dodd-Frank Act
Stress test

•

Posting similar capital losses as in previous years.

•

Showed banks with an aggregate loss of $410 billion under the Fed’s severely adverse
scenario
–

•

Down from $464 billion in losses across those same 18 firms in 2018.

“Severely Adverse Scenario”.
–

Aggregate loan losses as a percent of average loan balances declined since early stress test
exercises

–

Due in large part to improvements in firms portfolio quality (rationalization)

–

Well in line with loss rates in the 2015-17 stress test exercises
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FI’s and Banking: Bank’s Pass Through First Round of 2019 Dodd-Frank Stress Tests

•

This performance came despite the 2019 severely adverse scenario being
even tougher than in prior years.

•

Owing in part to the positive state of the economy.

•

Fed determined that the severely adverse scenario should be comparable to
the financial crisis

•

This year’s scenario featured:
–
–
–
–
–
–

6-point increase in unemployment
50% drop in stock values
70% increase in the VIX market volatility index
25% drop in home values
35% drop in commercial real estate values
Severe recessions in the Eurozone, the U.K. and Japan

12
The Azimuth Group

Session
Where
AreOverview
We? (New)/ Themes
Session
Overview & Themes
The U.S.A.

FI’s and Banking: Bank’s Pass Through First Round of 2019 Dodd-Frank Stress Tests

•

Fed said that it incorporated some adjustments to its stress testing model in
this year’s examination.

•

Both of those alterations resulted in higher projected losses for banks with
auto loan and credit card exposure.

•

The Fed also refined its treatment of corporate loans for which there is
incomplete data, adopting a “conservative” model that resulted in a “small
decrease in overall losses” over prior iterations of the model.

•

The Fed adjusted the way it calculates projected defaults and projected
losses for auto loans (terms?)

•

It also fully phased in changes to the way it estimates credit card losses.
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•

Household debt levels rise
steadily for last five years

•

Total household debt
increased by $192 billion
(1.4 percent) to $13.86
trillion in the second
quarter of 2019 according
to the latest Quarterly
Report on Household Debt
and Credit.

•

New extensions of credit
were strong: for example,
mortgage originations,
including refinances, stood
at $474 billion in the
second quarter, a marked
increase from the previous
quarter..

•

It was the twentieth
consecutive quarter with
an increase, and total
debt is now $1.2 trillion
higher, than the
previous peak of $12.68
trillion in the third
quarter of 2008.
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FI’s and Banking: Bank’s Pass Through First Round of 2019 Stress Tests
•

The Dodd-Frank Act Stress Test started in
2013 and is one of two supervisory stress
tests, along with the Comprehensive Capital
Analysis and Review (CCAR) stress test,
which began in 2011.

•

Both tests determine how a bank’s balance
sheet would perform under hypothetical
economic conditions over a period of nine
consecutive quarters in the future.

•

While banks cannot “fail” DFAST, regulators
watch for whether a bank’s capital levels dip
below the required minimums at any point
over that nine-quarter period.

•

For example, a bank must maintain a 4.5%
minimum Tier 1 common equity ratio under
the severely adverse scenario.

•

All 18 banks easily cleared that threshold
this year, with Capital One Financial Group
the closest to it at 6%. All but two banks,
Goldman Sachs and Capital One, were
above 8% Tier 1 common equity under that
scenario.

•

Tier 1 capital ratio is a measure of financial
strength and ability to absorb unexpected
losses.

The Azimuth Group
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FI’s and Banking: Stress Testing – Dodd-Frank vs. CCAR

•

However, that does not necessarily mean that the CCAR results, will be the same.

•

Fundamental difference between DFAST and CCAR is:
–

Dodd-Frank test uses a standard capital management plan

–

CCAR runs its models based on the bank’s actual capital management plan.

•

As a result, a bank could clear the thresholds under DFAST, but might encounter
trouble in CCAR if its capital distributions were too aggressive.

•

If a bank falls below the regulatory minimum capital requirements under CCAR, the
Fed may ask a bank to modify its capital management plan or require the bank to
restrict dividend payments until it no longer falls below the regulatory minimum.
–

The Fed can also issue a qualitative objection to a bank’s internal processes or models if it
believes the bank’s internal risk controls are inadequate or their models insufficiently accurate.

–

But the Fed has been tinkering with the stress testing regime over the last several years,
gradually scaling back the applicability of the qualitative objection

–

And, reducing the number of banks in this year’s stress testing cycle, opting instead to move
to a biannual stress test for all but the largest banks.
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FI’s and Banking: Warnings To Investors Of Future Outlook – FY 2019

•

Executives among largest U.S. banks gave guidance and warned investors
about the effect of falling interest rates and a slowing economy on earnings.
– I.e. Cut made by Fed in July
– JPM, Chase, BofA, Goldman Sachs, Wells Fargo, Citigroup, Morgan Stanley

•

Also adverse effects of:
– Inverted yield curve (aka “negative yield curve”)
– Trump Administration’s deepening trade war

•

Sets the scene for:
– Potentially more aggressive cuts, and further downward guidance
– Forcing down the rate on longer-term debt

•

In August at one point:
– The 10Y yield on US Government debt fell more than 50 basis points, and
– The 10Y debt briefly commanded a lower interest rate than 2Y borrowing
... Thus signaling an inverted yield curve, which could signal an economy in distress.
… Further deterioration from July represented a greater concern.
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FI’s and Banking: Warnings To Investors Of Future Outlook – FY 2019

•

Analysts expect a possibly 3% - 5% reduction in 2019 profit forecasts for U.S. banking
as a whole

•

Belief is that larger banks that earn more fee revenue may be somewhat insulated.

•

Falling Fed rates have a somewhat immediate impact on bank’s interest income
–

•

As most loans pay a fixed spread over short-term rates

Recently, attention has turned to the bond market, where the yield on longer-term U.S.
Treasury bonds/ notes is lower than their short-term equivalents.
–

Yield curve inversion / Negative yield curve

•

An inverted yield curve predicts lower interest rates in the future as longer-term bonds
are demanded, driving up prices, and driving or sending the yields down.

•

The yield curve generally inverts when investors collectively think that short-term
interest rates will fall in the future. In that case, investors rush to “lock in” a rate for a
longer period of time, and in the process, they drive down yields.
18
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FI’s and Banking: Warnings To Investors Of Future Outlook – FY 2019

•

During recessions, the Federal Reserve generally lowers short-term
interest rates to stimulate growth.

•

In the past, an inverted yield curve has often preceded a recession as
bond investors looked to lock in a rate for a longer time period in
anticipation of actions taken by the Federal Reserve.

•

When short-term yields climb over longer-dated yields, it shows that
borrowing costs in the shorter-term are more than the longer term. In
these scenarios …
– Businesses could find it more expensive to operate and expand their operations.
– Also, consumer borrowing could also fall, thus leading to lesser consumer
spending in the economy.
These factors could lead to a subsequent contraction in the economy and a rise in unemployment.
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FI’s and Banking: What is a Yield Curve?
•

A yield curve is a graph that
depicts yields on all of the U.S.
Treasury bills ranging from
short-term debt such as one
month to longer-term debt, such
as 30 years.

•

Normally, shorter-dated yields
are less than longer-dated
ones. The curve, in a normal
market environment, is
upward sloping as bond
investors are likely to get higher
rates in a longer-term market
environment as opposed to
short term.

•

That’s because the perceived
risk in a longer-term
environment is higher (and
inflation chips away at longer
term returns.

•

In rare scenarios, this yield
curve starts to get inverted,
meaning longer-dated yields
are lesser than shorter-dated
yields.

The Azimuth Group
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FI’s and Banking: First Inversion Since Mid-2007

•

On March 22 the yield on the
U.S. 10-year Treasury note
on Friday, March 22 dipped
below the yield on the 3month paper.

•

It was the first time since mid2007 that the yield curve —
which plots bond yields from
shortest maturity to highest
and is considered a
barometer of economic
sentiment — inverted.

•

This triggered one of the most
reliable recession indicators
in the market

•

Investors across the globe
are starting to worry if this
could mean the U.S.
economy is slowing down.
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FI’s and Banking: A Barometer / The “Spread”
•

An inverted yield-curve
occurs when long-term debts
have a lower yield as
compared with short-term
debt.

•

Traditionally, the higher rate
for the longer-term bond
compensates an investor for
the greater risk that inflation
will chip away at the value of
that investment over time.

•

Higher long-term rates reflect
expectations that growth will
continue.

•

However, when the difference
between the short- and longterm rates narrows (the
“Spread”, it is a signal that
people are less certain that
growth is here to stay.

•

The yield curve is a
barometer of this sentiment.

The Azimuth Group
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FI’s and Banking: The How / Investor Considerations
•

When the Fed starts to raise
rates, signaling a stronger
economy, that pushes up
yields as investors sometimes
tend to get rid of shorter-term
bonds and move into riskier
assets.

•

However, when investors see
inflation expectations for the
longer-term stable, as is the
case with the U.S. economy
currently, they tend to move
into longer-term safe-haven
bonds, even though they may
offer modest yields.

•

The latest inversion between
the 3-month and 10-year
bond yields was a result of
several factors such as Fed’s
dovish signal over rate hikes
in 2019 and a whole set of
disappointing data in Europe,
along with the uncertainty
surrounding Britain’s exit from
the European Union.

The Azimuth Group
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FI’s and Banking: The How / Investor Considerations
•

Shorter-dated bonds are
highly sensitive to the Federal
Reserve policies than longerdated bonds. However,
longer-term bonds are more
sensitive to inflation
expectations in the economy
as inflation eats into the
purchasing power of a bond’s
future performance.

•

In simple terms, the higher
the current rate of inflation
and the higher the expected
rate of inflation in the future,
the higher the yields will rise
across the yield curve, as
investors will demand this
higher yield to compensate
for inflation risk.
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FI’s and Banking: The Economy & The Inverted Yield Curve

•

An inverted yield curve is an interest rate environment in which long-term debt
instruments have a lower yield than short-term debt instruments of the same credit
quality.

•

The recent inversion in the yield curve—where short-term bonds have higher yields
than longer-term bonds—has raised some concerns and gained media attention.

•

An inverted yield curve has been a “bellwether” and preceded a number of
recessions.

•

However, it does not make an upcoming recession an absolute event.

•

Economy is on track to have longest period of economic expansion in U.S. history
–
–
–

•

June of 2019 marked 10 years of expansion
Ties with the previous record spanning March 1991 to March 2001.
10 years of expansion is nearly double the average expansion since the 1940’s.

Investors pondering if economic cycle will continue.
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Inverted Yield Curve: What could an investor do or keep in mind?
•

While an inverted yield curve is generally considered a recession predictor. It won’t be
immediate.
–

•

The U.S. Treasury yield curve has inverted before each recession in the past 50 years.
–

•

However, recessions have followed inversions from several months to two years later several times over
many decades.

Has only offered a false signal just once in that time (per Reuters)

Other information:
–
–
–
–
–
–
–
–

The U.S. Treasury yield curve inverted in late 2005, 2006, and again in 2007 before U.S. equity markets
collapsed in the 2008 financial crisis
The curve also inverted in late 2018
An inversion appears 10 to 18 months prior to a recession on average
Additionally, stocks have risen while the yield curve was inverted
Since 1956, equities have peaked six times after the start of an inversion, and the economy has fallen
into recession within seven to 24 months
The economy has taken anywhere from 10 to 24 months (on average) to fall into recession when the
yield curve inverts
The curve's inversion often ends before a recession begins
A yield curve inversion does not predict the length or severity of a downturn
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Inverted Yield Curve: What could an investor do or keep in mind?

•

Keep fixed-income / bond fundamentals and principles in mind:
–
–
–
–

•

Changes in interest rates affect bond prices by influencing the discount rate.
Fixed income instrument prices move inversely to interest rates
Inflation produces higher interest rates, which in turn requires a higher discount rate,
thereby decreasing a bond's price
Meanwhile, falling interest rates cause bond yields to also fall, thereby increasing a bond's
price

Coupled with the Inversion Principle:
–

As a result of the rotation to long maturities, yields can fall below short-term rates

•

Rather than trying to predict the market, ensure your portfolio and appetite for risk
are aligned with the amount of time your client (or you) will be investing (horizon).

•

Aim to structure your portfolio or recommendations to take into account down
markets, for the best chance of reaching goals—whether there is a recession in the
future or not. (Beta)
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Inverted Yield Curve: What could an investor do or keep in mind?

•

Given the run-up in U.S. stocks, they may comprise a greater portion of a portfolio than
a few years ago
–

•

Ultimately, the underlying health of the domestic and global economy are tantamount.
–
–
–

•

May be a good time to diversify / rebalance / reallocate to keep U.S. stock exposure under
control

I.e. Employment levels, inflation, and gross domestic product (GDP) etc.
Unemployment is currently at multi-decade lows and inflation remains in check.
Both are positive signs of a healthy U.S. economy.

To the extent possible, bear in mind the length of market declines
–
–

May help level set an investor’s planning
For example, for the S&P 500 a market decline of 10% or more has lasted four months, on
average
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The Economy & Types of Stock Market Declines (S&P 500)

•

A look back at stock
market history since
1949 shows that
declines have
varied widely in
intensity, length and
frequency.

•

In the midst of a
decline, it’s been
nearly impossible to
tell the difference
between a slight dip
and a more
prolonged
correction.

•

The table below
shows that declines
in the Standard &
Poor's 500
Composite Index
have been
somewhat regular
events.
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Inverted Yield Curve: The Guru – Dr. Harvey Campbell
•

In 1986, Campbell Harvey published his dissertation linking yield curve inversions (rare situations when
short-term interest rates exceed long-term rates) to recessions.

•

He studied the four recessions from the 1960s to 1980s and his indicator proved to be accurate.

•

In the three recessions that followed his dissertation, the yield curve again inverted before each one including the 2008 global financial crisis.
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Inverted Yield Curve: The Guru – Dr. Harvey Campbell
•

June 30 marked the day where the yield curve was inverted for a full quarter -- triggering a recession forecast.

•

Per Dr. Campbell: “You can’t just look at the seven-for-seven track record. For my model, there have been no
false signals yet.”

•

His outlook: “My economic model says growth will decrease in 2020 and perhaps 2021. Given the publicity the
yield curve has received, I hope that both businesses and consumers are prudent. The ideal situation is that
growth slows and we dodge an official recession – or the recession is mild. This is sometimes called the ‘softlanding’ scenario. What we want to avoid is a replay of a hard landing associated with the 2008 global financial
crisis”
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•

•

•

The ultimate effect of the tax cut bill
–

Largely aimed at Corporates and wealthy individuals

–

Little actual trickle-down effect to middle class or and lower-income worker. Will pay more tax!

Tax cuts and spending patterns have adversely impacted federal budget deficits
–

Debt ceiling has recently been raised, and budget deficit is ballooning

–

Budget deal was singed in early August

A number of factors are driving the deficit increase
–

–
–

Including financing the $1.5 trillion tax cuts signed by President Trump in 2017 along with a
massive spending package
Domestic and defense spending
Entitlement program commitments and projections: Social Security, Health Care

32
The Azimuth Group

Session
/ Themes
Where
AreOverview
We?
Session
Overview & Themes
The U.S.A.
Further Considerations

•

Record level of government securities issuance and record level of
government spending!

•

Tops previous records set in 2009 when the U.S. was recovering from the
worst downturn since the 2008 recession

•

The bipartisan budget deal Trump struck with Congress will suspend the
debt limit until mid-2021.

•

Economic growth has helped push unemployment to a near half-century low

•

The tax cuts have given a lift to economic growth
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THE BUDGET DEFICIT
TAX CUTS
HEALTH AND HUMAN SERVICES SPENDING
ECONOMIC / FINANCIAL / OTHER FACTORS
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Considerations

•

The debt limit was raised as part of the Mnuchin-Pelosi budget deal recently signed by
President Trump
–
–
–

•

That Mnuchin-Pelosi deal will add $320 billion in new spending over the next two years
–
–

•

Catapulting annual budget deficits well past the $1 Trillion mark
Such wide deficits haven’t been seen since the years immediately following the Great
Recession.

Unlike some previous Administration’s …
–
–

•

The U.S. national debt just reached $22.3 trillion
The debt took a big jump to account for the Treasury’s borrowing via loopholes (“extraordinary
measures”) since it was last bound by a debt limit
Debt ceiling has recently been raised, and budget deficit is ballooning

The agreement and deals cut under the Trump administration ignore the excessive and
worsening spending problem the nation faces
Neglects to take deficits and debt seriously by failing to offset new spending with spending cuts
elsewhere.

Tax cuts and spending patterns
–

The large tax cuts which benefited Corporates will be financed / subsidized by individuals
paying more tax revenues
35
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CBO 10 Year Outlook – Revenues

* = between zero and 0.05 percent of GDP
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CBO 10 Year Outlook – Outlays
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•

The Trump administration is predicting that the budget deficit will likely exceed $1
trillion for the entire fiscal year, which ends on Sept. 30.
–

•

That's much higher than forecasted by the non-partisan Congressional Budget Office
–
–

•

totaled $52 billion so far for the budget year

The Trump Administration has lodged tariffs on $250 Billion on Chinese goods
–

•

CBO anticipates that the deficit for the year will reach $896 billion
It expects the deficits will rise above $1 trillion starting in 2022

Part of the jump in receipts for the period came from a 78% rise in custom duties
–

•

That's up from $779 billion a year earlier

Escalated those economic penalties from 10% to 25% in May after trade talks collapsed

There has been some pullback by the Chinese Government on U.S. Soybeans.
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CBO Estimates and Projections: Statement for 2019 – 2020 Period

•

In the latest update, the Congressional Budget Office (CBO) provides projections of the
federal budget and the U.S. economy under current law for this year and the decade
that follows.

•

Deficits in the current projections are larger than those in the projections that CBO
published in May, primarily because recently enacted legislation raised the caps on
discretionary funding for fiscal years 2020 and 2021.

•

The budgetary effects of new legislation were partially offset by revisions that the
agency has made to its economic forecast since it was last updated in January 2019.

•

CBO raised its projections of economic growth in the near term.

•

In particular, markedly lower projected interest rates reduced the agency’s projections
of borrowing costs.
This is a very critical assumption!
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CBO 10 Year Outlook - Budget Deficit, Debt Service and Net Interest

•

Record level of
borrowing

•

In CBO’s projections,
federal budget deficits
remain large by
historical standards

•

Economic growth is
expected to slow from
2.3 percent in 2019 to a
rate that is below its
long-run historical
average

The sensitivity of the repayment of interest on the government debt service to
the underlying interest rate is a key forward-looking critical fiscal issue!
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* = between zero and 0.05 percent of GDP
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Market Forces: Net Interest Is A Wildcard!

•

The (CBO) projects
that interest payments
will continue to grow
rapidly

•

Rising from $389
Billion in fiscal year
2019 (the current
fiscal year) to $914
billion in 2028.

•

Overall, net interest
costs will total nearly
$7 trillion over the
next decade.
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Market Forces: Net Interest Is A Wildcard!

•

Interest costs are
expected to continue
climbing beyond the
next 10 years.

•

Would be the second
largest category in
2046, and the single
largest category by
2048.
(ceteris paribus)
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Market Forces: Projected Spending Social Security and Health Programs

A Wildcard is
Net Interest!
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Projected Spending - Social Security and Health Programs
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Projected Spending, Growth of Entitlement Programs
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Market Forces: Escalating Health Care Costs in the U.S.
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CBO 10 Year Outlook – Statement Regarding The Economy

•

The economy was strong in 2018 and the first half of 2019:

•

Real (inflation-adjusted) GDP grew at an average annual rate of 2.5 percent

•

Unemployment remained low, and wages rose.

•

In CBO’s forecast, the economy expands more slowly over the next decade than it
did in 2018
–
–

•

Growing at an annual rate of 1.8 percent, on average
That rate of output growth is below the long-run historical average

Primarily because the labor force is expected to grow more slowly than it has in the
past.
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CBO 10 Year Outlook – Economics and Finance, Growth of Real GDP

53
The Azimuth Group

Session
/ Themes
Where
AreOverview
We?
Session
Overview & Themes
The U.S.A.

CBO 10 Year Outlook – Economics and Finance, Unemployment Rate

•

Economic growth has helped push unemployment to a near half-century low

UPDATE @ 10/4: +/- 134,000 jobs were added (payrolls rise) to the economy and the
unemployment rate dropped to 3.5% (a 50 year low).
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CBO 10 Year Outlook – Economics and Finance, Capital Markets – 10Y Note vs. 3M T-Bill
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Considerations: However First Half Corporate Profits were okay

•

Corporate profit growth is sluggish – though not as bad as expected.

•

The good news:
(1st Half)
–

Second quarter earnings provided few surprises

–

Earnings were beating estimates by the usual percentages (76% of those reporting are
beating, about in-line with the last four quarters)

(2nd Half)
–

Earnings guidance for the second half of the year is not collapsing as some feared they
might.

–

The slower global economy, and the related tariff and trade war, is proving a drag on many
corporations that get significant revenues overseas (guidance = flattish)

–

Dovish central banks (including the Federal Reserve) are providing a backstop to corporate
earnings and slower global growth.
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Considerations: However First Half Corporate Profits were okay

•

The bad news:
–

Earnings are expected to be up a modest 0.9% for the second quarter, according to
Refinitiv

–

Reinforces the widely held view that, after a 23% run-up in earnings in 2018 fueled by tax
cuts, earnings in 2019 will be essentially flat

–

Clarity on global growth, including tariffs and trades, is very elusive

–

Stocks have a relatively rich valuation, leaving little room for missteps

NOTES:
• Tax Cuts have helped lift and buoy the economy since around this time last year
• That momentum will trail off and burden will be shifting to individuals
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Considerations: U.S. Stock Valuations / Investing

•

Some views that U.S. stocks are pricey / carry a rich valuation at the moment
–
–

Perhaps they may deserve a premium given the global markets situation
Others suggest that valuations don’t matter much

•

Over history, buying a dollar of an American company's earnings has typically cost
about $15.

•

Today it costs around $22 or $31 depending on how you calculate those earnings.

•

To come at it another way, the average yield on U.S. stocks is historically over 4%
and now it's closer to 2%
–

•

So about half the long-term average.

However, the increasing use of share buybacks instead of dividends complicates
that picture somewhat.
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Considerations: U.S. Stock Valuations / Investing – Warren Buffet’s Quick Yardstick

•

Ok so, we've sorted out that the U.S. market is pricey in historical terms.
–

Should you care? The answer is if you're a longer term investor then almost certainly –Yes!

•

There are various valuation metrics or approaches

•

One example – Warren Buffet’s Yardstick
–

Preferred yardstick is to look at the value of the U.S. stock market to the value of U.S.
GDP.

–

The U.S. market is at 145% of GDP today.

–

That's about the same as the peak of the tech bubble

–

And virtually all other points going back to 1970 show the U.S. market at lower valuations.

Point: Is that U.S. stock market is richly valued today relative to its own history (historical
terms) on a number of commonly-used metrics. That's simply what the data says.
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Considerations: U.S. Stock Valuations / Investing

•

There is also a view that the U.S. market contains a high proportion of tech
–
–
–
–
–
–
–
–
–

There is some truth to that
About a quarter of the S&P 500 is tech stocks
That's higher than other countries, and thus, the argument goes …
… the U.S. should trade at a higher valuation
Today the tech sector trades at around 20x forward earnings.
If tech traded at 10x earnings it would represent roughly 14% of the U.S. market (all else
equal), that's 10% less share of the market in absolute terms
Therefore, one of the reasons tech is a large proportion of the U.S. market today is
perhaps because tech is relatively expensive and trading at a premium to other sectors
Tech hasn't historically always traded at a premium
Remember airplanes were once considered cutting edge technology and before that
railroads

Note: It's unclear that Tech is a reason to pay more for the U.S. market. In fact, it could be a
source of risk. So care should be taken when attributing the valuation disparity to tech,
because maybe one of the reasons tech is a large part of the index today is because it's
potentially overvalued. That may not last.
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Considerations: U.S. Stock Valuations / Investing
•

A view that the U.S. is better at capitalism, than other countries, and demands a premium.

•

That the U.S. has business and market momentum.
–

Ok, however, we should be careful. The same research that shows gains can continue for the short-term
shows that this only works for about a year, sometimes less

•

Buy and hold has it’s clear advantages

•

As a buy-and-hold investor it's likely not the time to exit the U.S. and move to cash.
–

•

Generally, has been historically good to keep some U.S. based allocation

However, there are some academically backed approaches to consider:
–

International diversification is something to consider. Harvard and Yale are already investing their money
this way

–

The U.S. represents about a quarter of total global GDP. Maybe your equity exposure to the U.S. should
be closer to that level, or at least not all of your portfolio.

–

You can make up the difference with other global stock markets, such as Europe, Japan, ASEAN and
other international markets.

–

A low-cost ETF that could get you there would be the Vanguard FTSE All-World ex-US ETF.
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Current DJIA @ 9/24/18

@ 10/1/18 up 250 points on
news of Canada Trade deal.

@ 10/2/18 Trying for fourth
straight day of gains!

Current
@
10/4/19
26,553
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Current - S&P 500: @ 11/15/2019, Six Months and October 2018 Hit!

Current
@
10/4/19
2,949
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Wage Growth?
•

Longer-Term Historical Wage
Growth Has Been Weak

•

While there has been positive
news about recent wage growth,
looking back over the last 40 years
reveals a different story for the
average worker.

•

Adjusting for inflation, wages (as
measured by average hourly
earnings reported monthly by the
Bureau of Labor Statistics) were
only around 11 percent higher in
2018 than they were in 1979.

•

In fact, during the 1980s and early
1990s, inflation-adjusted wages
actually decreased, and didn’t
reach their 1979 level again until
2001.

•

Since the end of the most recent
recession in 2009, wages
(adjusted for inflation) have grown
by a total of 4 percent..
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Market Forces: Stagnant Wage Growth and Fueled Income Inequality
•

Wages Have Grown
Faster for Those with
Higher Incomes

•

Over the past several
decades, wages have
grown faster for those
with higher incomes.

•

In a 2019 report on the
distribution of household
income, the
Congressional Budget
Office (CBO) found that
between 1979 and 2016
cumulative growth in
average wages was 70
percent for the top onefifth of earners compared
to 59 percent for the
lowest one-fifth.
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Market Forces: Why Has Wage Growth Been Stagnant for Workers

Wage growth is a key component to increasing our standard of living.
•

As shown in the prior charts, over the long term, wage growth for many workers has been
lackluster. Why?
–

Wage trends reflect a confluence of several deep-rooted forces

–

Although some debate exists about the relative importance of each.

Among the more notable factors are:
•

Slow labor productivity growth
–

Growth in productivity has been sluggish, except for a burst in the late 1990s and early 2000s as a result of
the IT revolution.

–

In fact, productivity growth between 2013 and 2018 averaged just 0.9 percent per year. In comparison,
between 1948 and the mid-1990s, labor productivity growth averaged 2.2 percent annually.

–

Labor productivity, measured as output per hour of labor, is a key factor in wage growth and the rise in
living standards.

–

As labor productivity increases, workers are able to produce more for each hour worked, and therefore
should expect to see their wages increase.
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Market Forces: Why Has Wage Growth Been Stagnant for Workers

Among the more notable factors are:
•

•

Lower worker bargaining power.
–

Some research indicates that changes to the power dynamic between workers and employers may affect
wage growth.

–

Recent studies have found that wages are lower in markets where employers are more concentrated.

–

When relatively few firms dominate the labor market, they gain more bargaining power over workers, which
leads to decreased wages.

The economy is less dynamic, and workers are moving less often.
–

The American economy is becoming less dynamic.

–

Economic dynamism is a broad term that covers many metrics that contribute to a growing economy

–

Including geographic mobility, job turnover rates, new business creation, and the share of people employed
by new companies.

–

Hence, lower geographic mobility — which results in less job choice — reduces the ability of workers to
negotiate better wages and might suppress wage growth.

–

Yet in all of these metrics, the country is performing less well than it once did.
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Market Forces: Why Has Wage Growth Been Stagnant for Workers

Among the more notable factors are:
•

Higher benefit costs.
–

Wages are not the only form of worker compensation

–

Some economists argue that total compensation — including non-wage benefits such as health
insurance and paid time off — is a more accurate measure of economic well-being than wages.

–

The average worker receives 33 percent of their total compensation in the form of non-wage benefits;
by comparison, in 2004, this number was 29 percent.

–

Total compensation may well be a more accurate measure of worker well-being

–

Because the metric provides a more comprehensive picture of both the salary and benefits received by
a worker.

Note:
One of the more sobering economic trends over the past several decades has been the persistent weak
wage growth for many workers, especially those in the middle of the income scale.
The middle-income worker is central providing economic fuel to any economy!
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Market Forces: Why Has Wage Growth Been Stagnant for Workers

Among the more notable factors
are:
•

Higher benefit costs.
–

According to the Bureau of
Labor Statistics, between 2009
and 2018, wages for middle
income earners grew by less
than 1 percentage point.

–

Total compensation for this
group grew by 2.6 percentage
points over the same period.

–

Conversely, both high income
and low income workers have
fared better during the same
period. For both of those
groups, wages grew by
between 3 and 5 percentage
points.

–

Compensation for low income
workers grew slower due to
higher benefit costs relative to
their wages.
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•

Employment in the
fastest growing
occupations

•

Projected to increase
at a rate that is at
least triple that for all
occupations.
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•

Together, the 20
occupations in
the chart are
expected to add
about 4.9 million
jobs.

•

That’s more than
40 percent of the
11.5 million total
new jobs
projected for all
occupations.
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•

The occupations in the
chart are all expected
to provide well over
100,000 openings per
year for workers
entering the occupation.

•

Most of these
occupational openings
come from the need to
replace workers who
retire or separate for
other reasons, rather
than from the need to fill
newly created jobs.
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•

Most Job Losses

•

Occupations
related to office
support dominate
the list of projected
job losses over the
decade, as
workers
increasingly do
administrative
tasks themselves

•

Rise of AI? .

•

Does not seem to
be HHS related!
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•

Most new jobs –
Doctoral, Masters, JD,
etc.
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•

Most new Jobs –
Bachelor’s Degree
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•

Most new jobs – High School
Diploma

•

This category indicates completion
of a high school diploma or
equivalent, such as the General
Education Development (GED)
credential.

•

Some of the occupations that
typically require a high school
diploma to enter.

•

Are projected to add the most jobs
and had median annual wages
that were higher than the median
annual wage for all workers
categories
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Considerations: Recession fears climbed in August and September 2019

•

Trade tensions with China explode.
–

Trump administration hiked tariff rates on Chinese goods.

•

UPDATE – China’s trade delegation team expected in D.C. this week.

•

Trump said U.S. companies are “hereby ordered” to find an alternatives to operating
in China
–
–
–

Companies are seeking alternatives – however, largely not in the U.S.
China is actively courting new trade partners and partnerships to supplant trade flows with
the U.S.
King

•

New orders and manufacturing output are slowing in the U.S., China and Germany

•

Despite this, voter sentiment is relatively positive.
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•

Reversion back to the 1970s.

•

As part of “Make American
Great Again“ - plan is to
radically change how US
trade deals work and to focus
on protecting the domestic
economy.

•

In 1900, tariffs accounted for
about 30% of the total value
of US imports, as the country
was trying to restrict imports
and develop its young
industrial sector.

•

The new tariffs bring back a
level of American
protectionism that has not
been seen since 1970 when
the average charge stood at
6.5%.

•

Tariffs at an average 1.5% in
2016 were the lowest since
the US gained independence
in 1776.
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Trade & The Trade War: China – Migration Risk

•

China has undergone its largest
internal migration ever.

•

During the past 30 – 40 years of
breakneck economic growth, China
has seen its population urbanize
rapidly.

•

Between 1990 and the end of 2015
the proportion of China’s population
living in urban areas jumped from 26
percent to 56 percent, and there are
currently estimated to be more than
200 million rural migrants working in
China’s biggest cities.

•

Citizens of all ages have flocked from
the outer provinces to factories and
industry in major population centers
seeking opportunity and better quality
of life.

•

Slower economic growth and trade
war will adversely impact employment

•

Need for major social services and
basic needs have arisen and will
continue to increase under this
scenario.

The Azimuth Group
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Trade & The Trade War: China - Migration Risk

•

Image illustrates major
migration and
population growth in
coastal and industrial
areas. (dark brown)

•

Some cities have seen
rapid expansion in
recent years, in part
because of a huge
increase in migration.

•

In light of the trade
war, there will be
tremendous pressure
on China’s central
government and
provinces and
incentive to maintain
and increase
employment levels.

•

This is a clear, strong
incentive for China to
seek resolution to
trade tensions.
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What is working is the Asian Development Bank!!!
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Trade & The Trade War: China - New Reversal In Policy & Push Against Urban Migrants

•

For decades, China's laborers moved to cities.

•

Now they are being forced to return to their home (place of birth).

•

In a township of Beijing and in other major urban areas, are many of whom are
migrant laborers -- given just days to clear out before they shut off all electricity
and water.

•

An estimated 8M migrant workers in Beijing townships alone.

•

The streets and alleys of Beijing's southern fringes are strewn with rubble from
demolished buildings and piles of abandoned clothes and household items.

•

Migrants view it as unfair, after many years of work in the area . (inset)

•

Beijing's eviction of migrants, which started last month, and reports of heavyhanded tactics by authorities have sparked one of the biggest political
controversies ever in China.

•

Economic growth has slowed.
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China: Internal Challenge – Economic Growth Rate Is Slowing Growth

•

China’s growth
rate has slowed

•

Should it still be
defined as an
emerging
market country?

•

Trade war
impact
sanctions don’t
help.

•

Fortune is
mutually
inextricably
linked to the
U.S.

So, be careful what
you ask for!
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Considerations: Voter Sentiment About the Economy

•

Voter sentiment about the current and future state of the economy
–
–

•

Trump has reason to focus on the economy.
–
–
–

•

May determine which party rules, and what policies are pursued and implemented
Increasing unilateralism in global trade and national affairs

He has built his argument for re-election on American prosperity.
Hopes for winning the race may hinge in no small part on stopping the U.S. from
tumbling into a recession before November 2020.
History suggests an economic slump would damage Trump’s chances in what will
already be an interesting 2020 race.

Only two presidents since World War II — Democrats Harry Truman and
Jimmy Carter — have run for reelection in the same year as a recession.
–

While Truman won and Carter lost

•

Incumbents have a harder time winning amid a down economy because they
need to find other issues to draw voters

•

Trump might be well be better positioned than most to withstand a slowdown
because he ran on identity-focused issues like immigration in 2016

The Azimuth Group
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Considerations: Voter Sentiment About the Economy
•

Metrics such as the
University of Michigan
Consumer Sentiment
Index help track
consumers views’ and
sentiments on and
expectations for the
economy.

•

The metric typically
plummets during
recessions.

•

Over the survey’s history
back to the mid-20th
century, it has largely”
found that “if the index is
low, the incumbent doesn’t
get reelected,

•

Concerns over trade war
sent the index lower in
August
Source: Richard Curtin,
Director of surveys of consumers at
the University of Michigan
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Considerations: Voter Sentiment About the Economy – Up in September!

•

The University of
Michigan's consumer
sentiment for the US
rose to 92 in
September 2019 from
89.8 in the previous
month and above
market consensus of
90.9, a preliminary
estimate showed.

•

The uptick was across
both current and
expected economic
conditions. Consumer
Confidence in the
United States
averaged 86.59 Index
Points from 1952 until
2019, reaching an all
time high of 111.40
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Considerations: The Economic Burden & 2030 Problem
•

To meet the long-term care needs of
Baby Boomers, social and public
policy changes must begin soon.

•

Meeting the financial and social
service burdens of growing numbers
of elders will not be a daunting task if
necessary changes are made now
rather than when Baby Boomers
actually need long-term care.

•

A major public policy concern in the
long-term care field is the potential
burden an aging society will place on
the care-giving system and public
finances.

•

The “2030 problem” involves the
challenge of assuring that sufficient
resources and an effective service
system are available in thirty years,
when the elderly population is
projected to be twice what it is today.

•

The level of current and future
expenses underestimates the
economic resources devoted to longterm care, because most care is
delivered informally by family and
friends and is not included in
economic statistics.

The Azimuth Group

92

Session
Overview
/ Themes
Senior
& Elder
Care (Recap
LFMA 2018)
Session
Overview & Themes
U.S.
Perspective

Considerations: The Economic Burden & 2030 Problem

•

Much of this growth will be
prompted by the aging of the
Baby Boomers, who in 2030
will be aged 66 to 84—the
“young old

•

And will number 61 million
people. In addition to the
Baby Boomers, those born
prior to 1946—the “oldest
old”—will number 9 million
people in 2030.

.

Note the rise of senior communities,
assisted living and “resort living”
communities across the nation!.
The Azimuth Group
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Considerations: The Economic Burden & 2030 Problem

•

This growth in
elderly could lead to
a precipitous drop in
the number of
workers per elderly
if current working,
and retirement
patterns do not
change.
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Considerations: The Economic Burden & 2030 Problem

•

Increased emphasis will be needed on the following:
–

Tech based monitoring and well being apps will likely flourish

–

Senior living communities (non-assisted and assisted)

–

Telehealth

–

Informal Care by Family and Friends

–

Volunteer Services

–

In-home Support (e.g., meals)

–

Personal Care

–

Adult Day Care

–

Home Health Care

–

Nursing Home Care

–

Hospice Care
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SUICIDE

97
The Azimuth Group

Session
Overview
/ Themes
Health
& Human
Services
Session
Overview & Themes
Considerations

Suicide – Some CDC Findings (2017 Baseline)

•

Suicide was the tenth leading cause of death overall in the United States,
claiming the lives of over 47,000 people.

•

Second leading cause of death among individuals between the ages of
10 and 34,

•

Fourth leading cause of death among individuals between the ages of 35
and 54.

•

There were more than twice as many suicides (47,173) in the United
States as there were homicides (19,510)
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According to the Centers for Disease Control and Prevention (CDC)
WISQARS Leading Causes of Death Reports, in 2017
•

Suicide was the tenth leading cause of death overall in the United States,
claiming the lives of over 47,000 people.

•

Suicide was the second leading cause of death among individuals between
the ages of 10 and 34 …

•

… and the fourth leading cause of death among individuals between the
ages of 35 and 54.

•

There were more than twice as many suicides (47,173) in the United States
as there were homicides (19,510)

•

To lower suicide rates – methods matter!
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•

Suicide rate is based on the
number of people who have
died by suicide per 100,000
population.

•

Because changes in
population size are taken into
account, rates allow for
comparisons from one year to
the next.

•

The age-adjusted suicide
rates in the United States for
each year from 2001 through
2017 for the total population,
and for males and females
presented separately.

•

During that 16-year period,
the total suicide rate
increased 31% from 10.7 to
14.0 per 100,000

•

The suicide rate among
males remained nearly four
times higher (22.4 per
100,000 in 2017) than among
females (6.1 per 100,000 in
2017).
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Map of age-ageadjusted suicide
rates
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•

Shows the
percentages of
suicide deaths by
method among
males and females in
2017.

•

Among males, the
most common
method of suicide
was firearm (56.0%).

•

Among females, the
most common
methods of suicide
were poisoning
(31.4%) and firearm
(31.2%).
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•

Inequality Has Increased

•

Not surprisingly, this
disparity in growth rates
has resulted in incomes
that are more unequal
today than they were in
1979.

•

One way to quantify
income inequality is the
GINI coefficient, which
ranges from 0 to 1, where
0 represents perfect
equality and 1 represents
perfect inequality.

•

Between 1979 and 2016,
the GINI coefficient for
the United States
increased from 0.412 to
0.513, according to CBO.

104
The Azimuth Group

Health & Human Services
Considerations and Projections
Poverty & Indigence
•

Its difficult for wages
to keep pace with
housing and other
costs

•

And especially on
account of the impact
of the trade war.

•

Note: Phase our or
elimination of the
mortgage tax
deduction.
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Considerations: Foster Care and Adoption Assistance—
CBO’s Estimate of the President’s Fiscal Year 2020 Budget

•

Foster care and permanency programs are open-ended entitlement
programs that provide partial reimbursements to states for the cost of
providing foster care, adoption assistance, and kinship guardian assistance
to children who meet certain federal eligibility criteria.

•

Each state is reimbursed for direct financial assistance according to a
formula - based on the state’s federal medical assistance percentage rate which can range from 50 percent to 83 percent of the state’s cost per child.

•

Administrative and training costs associated with foster care and
permanency programs are reimbursed at 50 percent and 75 percent,
respectively, for all states.

•

About 60 percent of the amount in federal payments to states is for
spending associated with support for foster care.
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Considerations: Foster Care and Adoption Assistance—
CBO’s Estimate of the President’s Fiscal Year 2020 Budget
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Considerations: National Level - Trends in Foster Care & Adoption

•

The report and data visualization below present national estimates related
to children who experience time in foster care and who are adopted from
the foster care system, relative to each Federal Fiscal Year shown.

•

As states are permitted to resubmit AFCARS data, estimates may change
over time.
[ Adoption and Foster Care Analysis and Reporting System (AFCARS) ]

•

This reflects all AFCARS data received as of August 10, 2018 related to
AFCARS reporting periods through September 30, 2017.

•

The Opioid crisis is continuing to affect foster care.

•

An ever-increasing drug epidemic – complicated by synthetic drug use.

•

Among the states with concerns or trending in their foster care population
were Indiana, Georgia, Minnesota, Ohio and the Northeast.
109
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Considerations: National Level - Trends in Foster Care & Adoption

•

In 2016, 92,107 children were removed from their home due to parental
drug abuse, a 7% growth over prior year.

•

166,679 children - 61% of those entering care—were placed in foster care
due to neglect, which often is exacerbated by parental drug use.

•

Neglect and child drug abuse cases have both grown by 3% in 2016.

•

Many state officials say the surge of children entering foster care is a direct
result of the ever-increasing drug epidemic.

•

Among the states with the biggest one-year increases in their foster care
population were Indiana, Georgia, and Minnesota.
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Considerations: National Level - Trends in Foster Care & Adoption
Sources: HHS, U.S. Government,
Children’s Bureau, Other
•

The report and data
visualization below present
national estimates related to
children who experience time in
foster care and who are
adopted from the foster care
system, relative to each
Federal Fiscal Year shown. As
states are permitted to resubmit
AFCARS data, estimates may
change over time. This reflects
all AFCARS data received as of
August 10, 2018 related to
AFCARS reporting periods
through September 30, 2017.
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•

Regrettably, the Opioid crisis has continued links and affects on foster care.
– Parental or guardian drug-abuse

•

The Federal Government and six individual states have declared a state of
emergency over the whole of the crisis.

•

Some action has been taken from the ripple effect.

•

Purdue Pharma has been challenged on it’s deceptive marketing of
understating the addictive potential of OxyContin (opioid painkiller)
–
–
–
–

Had settled a case in 2004 with regulators in West Virginia for $10M
No admission of guilt, to inappropriate marketing
$270M settlement
Company basically banrkupt and wants to re-emerge

•

Teva – an Israeli generic drug maker, settled for $85M.

•

Since 2004, nearly all such cases have been settled.
– With details of the litigation remaining under seal
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•

Judge Thad Balkman found J&J guilty of creating a “temporary public nuisance” by
contributing to the opioid epidemic which has claimed the lives of 6,000 Oklahomans
since 2000.
–
–

•

This month a federal case in Ohio will go to trial.
–
–
–
–

•

Ordered them to pay $572M toward a plan to abate the crisis
Prosecutor’s victory has opened the floodgates for other litigation
Will bring together 2, 000 local governments and Native-American tribes
Includes Purdue, J&J, SpecGx and Actavis Pharma
Also going after big distributors and retails
Household names: WalMart and Walgreens

Investment Analysts project the distributors alone could face legal liabilities of +/$40B.
–

Across the entire opioid chain the bill could run into $150B.

•

Treatment and recovery initiatives are critical along with the need to address
identifiable contributing factors.

•

The impact of synthetic narcotics (e.g. Fentanyl) is on the rise.

•

Is denial of treatment hindering recoveries?
114
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Considerations – Reported Law Enforcement Encounters Testing Positive for Fentanyl Increase
Across US
•

Since 2013, law enforcement
encounters (drug submitted for
analysis) testing positive for
fentanyl reported by laboratories
participating in NFLISi has sharply
increased in a growing number of
states.

•

A 2015 CDC Health Alert and 2016
MMWR documented states with
high or increasing numbers of
fentanyl encounters also reported
increases in fentanyl-involved
overdose deaths.

•

Recent investigations in Ohio and
Florida provide strong evidence of
an association between reported
fentanyl encounters and fentanylinvolved overdose deaths due to
illicitly-made fentanyl.

•

Most of the increases in fentanyl
deaths over the last three years do
not involve prescription fentanyl
but are related to illicitly-made
fentanyl that is being mixed with or
sold as heroin—with or without the
users’ knowledge and increasing
as counterfeit pills.
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Considerations – Reported Law Enforcement Encounters Testing Positive for Fentanyl Increase
Across US
•

In July 2016, the Drug
Enforcement Administration (DEA)
issued a new nationwide report
indicating hundreds of thousands
of counterfeit prescription pills
have been entering the U.S. drug
market since 2014, some
containing deadly amounts of
fentanyl and fentanyl analogs.

•

The current fentanyl crisis
continues to expand in size and
scope across the United States.

•

2015 Rates of fentanyl encounters
per 100,000 state residents
identified states with higher levels
of fentanyl supply per resident.

•

Extremely high rates (>20) were
found for Ohio, New Hampshire,
and Massachusetts

•

The steady increase in fentanyl
encounters from 2013 to 2015
indicates that the supply of
fentanyl, primarily illicitly-made
fentanyl,ii continues to increase
primarily east of the Mississippi
with small increases west of the
Mississippi.
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•

The total number of U.S.
overdose deaths involving
all drugs from 1999 to
2017.

•

More than 70,200
Americans died from drug
overdoses in 2017,

•

Including illicit drugs and
prescription opioids - a 2fold increase in a decade.

•

Drug overdose deaths rose
from 16,849 in 1999 to
70,237 in 2017.

•

The bars are overlaid by
lines showing the number
of deaths by gender from
1999 to 2017

•

(Source: CDC WONDER).
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•

National Drug
Overdose Deaths—
Number Among All
Ages, 1999-2017.

•

Among the more than
70,200 drug overdose
deaths estimated in
2017.

•

The sharpest increase
occurred among
deaths related to
fentanyl and fentanyl
analogs (other
synthetic narcotics)
with more than 28,400
overdose deaths.

•

Source: CDC WONDER
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•

Total number of U.S.
overdose deaths involving
opioids from 1999 to 2017.

•

Any opioids includes
prescription opioids (and
methadone), heroin and
other synthetic narcotics
(mainly fentanyl). Drug
overdose deaths rose from
8,048 in 1999 to 47,600 in
2017.

•

The bars are overlaid by
lines showing the number of
deaths by gender from 1999
to 2017.

•

Overall, there has been a
higher number of drug
overdose deaths among
males.

•

(Source: CDC WONDER).
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Total number of U.S. overdose
deaths involving prescriptions
opioids (including methadone)
from 1999 to 2017. Drug
overdose deaths involving
prescription opioids rose from
3,442 in 1999 to 17,029 in
2017.

•

Since 2016, however, the
number of deaths have
remained stable.

•

Shows the number of deaths
involving prescription opioids
in combination with other
synthetic narcotics (mainly
fentanyl) and without other
synthetic narcotics from 1999
to 2017.

•

The number of deaths
involving prescription opioids
in combination with synthetic
narcotics has been increasing
steadily since 2014 and shows
that the increase in deaths
involving prescription opioids
is driven by the use of fentanyl

•

(Source: CDC WONDER)
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•

Total number of U.S. overdose
deaths involving heroin from
1999 to 2017.

•

Drug overdose deaths involving
heroin rose from 1,960 in 1999
to 15,482 in 2017.

•

The bars are overlaid by lines
showing the number of deaths
involving heroin in combination
with other synthetic narcotics
(mainly fentanyl) and without
other synthetic narcotics from
1999 to 2017.

•

The number of deaths involving
heroin in combination with
synthetic narcotics has been
increasing steadily since 2014
and shows that the increase in
deaths involving heroin is
driven by the use of fentanyl

•

(Source: CDC WONDER).
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•

Total number of U.S. overdose
deaths involving
psychostimulants from 1999 to
2017. Drug overdose deaths
rose from 547 in 1999 to
10,333 in 2017.

•

The bars are overlaid by lines
showing the number of deaths
involving psychostimulants and
any opioid, psychostimulants
without any opioid, and
psychostimulants and other
synthetic narcotics.

•

The number of deaths involving
the combination of
psychostimulants with any
opioid has been increasing
steadily since 2014 and is
mainly driven by the
involvement of other synthetic
narcotics.

•

However, deaths involving
psychostimulants without the
involvement of any opioid are
also on the rise.

•

(Source: CDC WONDER).
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Total number of U.S. overdose
deaths involving cocaine from
1999 to 2017.

•

Drug overdose deaths involving
cocaine rose from 3,822 in 1999
to 13,942 in 2017.

•

Showing the number of deaths
involving cocaine and any
opioid, cocaine without any
opioid, and cocaine and other
synthetic narcotics.

•

The number of deaths in
combination with any opioid has
been increasing steadily since
2014 and is mainly driven by
deaths involving cocaine in
combination with other synthetic
narcotics

•

(Source: CDC WONDER).
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noun
Any of a class of heterocyclic organic compounds used as tranquilizers, such
as Librium and Valium.

Considerations
•

Showing the total number of
U.S. overdose deaths involving
benzodiazepines from 1999 to
2017.

•

Drug overdose deaths involving
benzodiazepines rose from
1,135 in 1999 to 11,537 in 2017.

•

Showing the number of deaths
involving benzodiazepines and
any opioid, benzodiazepines
without any opioid, and
benzodiazepines and other
synthetic narcotics.

•

The number of deaths involving
benzodiazepines in combination
with other synthetic narcotics
has been increasing steadily
since 2014 while deaths
involving benzodiazepines
without any opioids has
remained steady.

•

(Source: CDC WONDER).
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Total number of U.S. overdose
deaths involving
antidepressants from 1999 to
2017.

•

Drug overdose deaths involving
antidepressants rose from
1,749 in 1999 to 5,269 in 2017.

•

The bars are overlaid by lines
showing the number of deaths
involving antidepressants and
any opioid, antidepressants
without any opioid, and
antidepressants and other
synthetic narcotics.

•

The number of deaths involving
antidepressants in combination
with other synthetic narcotics
has been increasing steadily
since 2014 while deaths
involving antidepressants
without any opioids has
remained steady.

•

(Source: CDC WONDER).
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Considerations / Developments / Opportunity - UNDP Global Outlook Report 2019

•

The UN Development Program
(UNDP) and UN Climate Change
(UNFCCC) have been working
together since 2014 to support
countries in developing their national
climate plans -- Nationally Determined
Contributions for the Paris Agreement
or NDCs.

•

This report is the most detailed review
yet of momentum since the Paris
Agreement and is designed to both
inspire and inform the UN Climate
Action Summit in New York on 23
September.

•

https://www.un.org/en/climatechange/r
eports.shtml

•

Compelling Reading!
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Compelling Matters – Population Patterns & Developments

•

Current world population = +/- 7.3 billion people.

•

Expected to reach +/- 8.5 billion by 2030.
– 9.7 billion in 2050
– 11.2 billion in 2100

•

Most of the projected increase in the world’s population can be attributed
to a short list of high-fertility countries:
– Mainly Africa, or countries with already large populations
– During 2015-2050, half of the world’s population growth is expected to be
concentrated in only nine countries
✓

India, Nigeria, Pakistan, Democratic Republic of the Congo, Ethiopia, United
Republic of Tanzania, United States of America (USA), Indonesia and Uganda

(Listed according to the size of their contribution to the total growth)

•

Demographic changes along with climate change are likely to unfold,
presenting challenges and opportunities for achieving sustainable
development and public health.
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Compelling Matters – Population Patterns & Developments
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Considerations / Developments / Opportunity

•

Canada is having challenges properly harvesting it’s syrup

•

In the Amazon and elsewhere, trees are falling fast

•

Climate change agreements and New Green Deals will accelerate existing and
spawn new industries

•

Aimed at a dramatic increase in the generation of renewable fuels and the use of
other tools:
–
–
–
–

•

Wind
Solar
Hydropower and others
Dams

Despite the long-term implications many mutual funds fail to back ESG
(Environmental, Social and Governance) initiatives and proposals which contain
certain
–

Some “activist investors” are making waves to change that
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Considerations / Developments / Opportunity

Tools, Technologies, Applications
–

Water and Land management and remediation (clear cutting of forests)

–

Techno and automated farming (labor is in short supply and increasingly costly)
✓

–

Consumers may likely pay higher prices

Crop and animal management and development (i.e. cows and greenhouse gases)

Info:
Raising livestock for meat, eggs and milk generates 14.5% of global greenhouse gas emissions,
and grazing livestock tend to produce methane (the notorious “cow burps and farts” problem), It
also uses about 70% of agricultural land, and is one of the leading causes of deforestation,
biodiversity loss, and water pollution
Livestock based greenhouse gas has roughly 28 times the warming potential of CO2 over a 100year time frame, and is the second highest source of emissions and greater than all
transportation combined.
The largest source of greenhouse gas emissions from human activities in the United States is
from burning fossil fuels for electricity, heat, and transportation
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•

The influences of weather and climate
on human health are significant and
varied.

•

Exposure to health hazards related to
climate change affects different
people and different communities to
different degrees.

•

Often assessed individually,
exposure to multiple climate change
threats can occur simultaneously,
resulting in compounding or
cascading health impacts.

•

With climate change, the frequency,
severity, duration, and location of
weather and climate phenomena—like
rising temperatures, heavy rains and
droughts, and some other kinds of
severe weather—are changing.

•

This means that areas already
experiencing health-threatening
weather and climate phenomena,
such as severe heat or hurricanes,
are likely to experience
worsening impacts, such as higher
temperatures and increased
storm intensity, rainfall rates, and
storm surge.
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•

The diagram shows specific
examples of how climate
change can affect human
health, now and in the future.

•

These effects could occur at
local, regional, or national
scales.

•

Examples listed in the first
column

•

Moving from left to right
along one health impact row,
the three middle columns
show
how climate drivers affect an
individual’s or a community’s
exposure to a health threat
and the resulting change in
health outcome.

•

The overall climate impact is
summarized in the final gray
column.
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Impact: Temperature Extremes and Related Deaths & Illnesses

•

Small
differences from
seasonal
average
temperatures
result in illness
and death.

•

Changing
tolerance to
extreme heat.

•

Small
population
centers at risk.
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Impact: Air Quality

•

Exacerbated
health care
impacts.

•

Increased
impact from
wildfires.

•

Worsened
Allergy and
Asthma
conditions.
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Impact: Extreme Events on Human Health

•

Increased
exposure to
extreme
events

•

Disruptions to
essential
infrastructure

•

Vulnerability
to coastal
flooding
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Impact: Vector-Borne Diseases (Carried by Vectors)
•

Vector-borne diseases are
illnesses that are transmitted by
vectors, which include
mosquitoes,
ticks, and fleas.

•

These vectors can carry infective
pathogens such as viruses,
bacteria, and protozoa, which can
be transferred from one host
(carrier) to another.

•

The seasonality, distribution, and
prevalence of vector-borne
diseases are influenced
significantly by climate factors.

•

Primarily high and low
temperature extremes and
precipitation patterns.
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Impact: Vector-Borne Diseases (Carried by Vectors)

•

Changing
Distributions of
Vectors and
Vector-Borne
Diseases.

•

Earlier Tick
Activity and
Northward Range.

•

Changing
Mosquito-Borne
Disease
Dynamics.

•

Emergence of
New VectorBorne Pathogens.
138
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Impact: Water and Food Borne & Diarrhea Related Illnesses

•

Seasonal and
geographic
changes in
waterborne
illness risk

•

Runoff from
extreme
precipitation
increases
exposure risk

•

Water
infrastructure
failure
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Impact: Food Safety, Nutrition & Distribution

•

Increased risk of
food-borne illness.

•

Chemical
contaminants in the
food chain.

•

Rising carbon
dioxide levels
lowers nutritional
food value.

•

Extreme weather
limits access to safe
foods.

A safe and nutritious food supply is a vital component of food security. 140
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Impact: Mental-Health and Well-Being and Stress-Related Disorders
•

Exposures to
disasters results
in mental health
consequences.

•

Specific groups
of people are at
higher risk.

•

Climate change
threats result in
mental health
consequences
and social
impacts.

•

Extreme heat
increases risks
for people with
mental illnesses.
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Impact: Populations of Concern
•

The vulnerability of any
given group is a function of
its sensitivity to climate
change related health risks,
its exposure to those
risks, and its capacity for
responding to or coping
with climate variability and
change.

•

Vulnerable groups of people,
described here as
populations of concern,
include those with low
income, some communities
of color, immigrant groups
(including those with limited
English proficiency),
Indigenous peoples,
children and pregnant
women, older adults,
vulnerable occupational
groups, persons with
disabilities, and persons with
preexisting or chronic
medical conditions.
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•

Power outages in extreme weather could cripple hospitals and transportation
systems when we need them most.

•

Crop declines could lead to under-nutrition, hunger, and higher food prices.

•

More CO2 in the air could make staple crops like barley and soy less nutritious.

•

Occupational hazards such as risk of heatstroke will rise, especially among farmers
and construction workers.
–

•

Hotter days, more rain, and higher humidity will produce more ticks, which spread
infectious diseases like Lyme disease.
–

•

Labor could shift to dawn and dusk, times when more disease-carrying insects are out.

Ticks could be in much of the eastern U.S. by 2080.

Trauma from floods, droughts, and heat waves can lead to mental health issues like
anxiety, depression, and suicide.
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•

More heat can mean longer allergy seasons and more respiratory disease.
More rain increases mold, fungi, and indoor air pollutants.

•

Mosquito-borne dengue fever has increased 30-fold in the past 50 years.
Three-quarters of those exposed so far live in the Asia-Pacific region.

•

Senior citizens and poor children - especially those already afflicted with
malaria, malnutrition, and diarrhea - tend to be most vulnerable to heatrelated illnesses.

•

Drought and chronic water shortages harm rural areas and 150 million city
dwellers.
–

If localities don’t adjust quickly, that number could be nearly a billion by 2050.

•

Rising sea levels can threaten freshwater supplies for people living in lowlying areas.

•

More severe storms can cause city sewage systems to overflow.
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•

A Digital and Technological Revolution in health care is underway.

•

UPS is the first company granted drone rights by the FAA for medical supply
delivery
–

Beyond line of sight!

Case:
This month, Amazon, Berkshire Hathaway and JPMorgan Chase all announced
ventures to provide better, cheaper, health care for their employees.
•

Fundamental problem with today’s system is that patients lack knowledge, control
and access to their own data.

•

Online consultation was a start … can now take OTC tests to:
–
–
–

•

Analyze your blood
Sequence your genome
Check the bacteria in your gut, etc.

There will have to be a radical change from providers to patients, and from doctors
to data
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•

Disruption is underway, the shift is happening, cell phone and wearables are the main
device.

•

People will be able to access their own medical records and share them within their own
trusted network.

BENEFITS
•

This flow of information revolution has a number prospective benefits:
–

Better diagnosis. Apps are vying for position. i.e. watch strap monitor, skin cancer, Parkinson’s

–

Management of complex diseases
✓
✓

–

Diabetes apps to help the way patients cope, behave and to reduce long-run harm
Akili Interacitve – seeks approval for video game for the brain to help with ADHD

Patients can also improve the efficiency of their care
✓
✓

Better transparency, access and distribution of health records
Case: More than 250.000 deaths in America are attributed to medical error, and traced to poorly
cooordinated care (often records and info are linked)
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•

This flow of information revolution has a number prospective benefits (continued):
–

AI and benefits from the generation and aggregation of patient data
✓
✓

–

AI is being trained by a unit of Google (Alphabet) … identify cancerous tissues and retinal damage
As patients data stream from smartphones and wearables they will teach AIs to do ever more.

Future AIs could, for example:
✓
✓
✓

Provide automated medical diagnosis from a description of your symptoms
Spot behavioral and mental traits that suggest you are depressed or at risk of heart disease
Analyze sweat for molecular biomarkers without the need for invasive blood tests

RISKS
•

Pitfalls often accompany promise

•

Fraudsters will launch apps that do not work

•

Regulators are planning strong oversight

•

Ensuring a egalitarian approach to the benefits / manage inequalities to access
149

The Azimuth Group

SessionForward
Overview / Themes
Looking
Session
Overview
& Themes
Technology,
Data, Apps
& Health Care
Considerations: A Digital Revolution

RISKS (continued)
•

Fears of inequality can be mitigated by the incentives that the employers, governments,
and insurers have to invest in cost-effective preventitive care for all

Case:
Alphabet has launched a firm called Cityblock Health. Plan is to trawl through patient’s
data to provide better care for low-income city dwellers, many of them covered by
Medicaid.
•

Greater transparency and access to apps my encourage the seeming healthy or those
with limited resources not to take out health insurance.
–
–

•

The same could make it harder for the unwell or under-resourced to access insurance coverage
Regulators could slow or level out that process by requiring insurers to ignore genetic data

Security, data protection and privacy
–

The more data in the cloud, with varied access, the greater potential threat for hacking or
misuse. Clear and substantial protections and penalties must be in place.
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•

Early signs are that benefits will outweigh the risks.

•

A number of countries are opening up their medical records.

Case:
• Sweden is the most outgoing case.
• Aims to give all citizens electronic access to their medical records by 2020.
• Over a third of Swedes have already set up accounts.
•

Studies appear to show that patients with such access have a better understanding of
their illnesses, and that their treatment is more successful.

•

Trials in the U.S. and Canada have produced happier patients and lower costs – as
clinicians field fewer inquiries.
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•

Early and initial
adoption of electronic
medical records is
promising.

•

As of a 2017 study
sample, nearly 9 in 10
(86%) of office-based
physicians had adopted
any EHR, and nearly 4
in 5 (80%) had adopted
a certified EHR.

•

Since 2008, officebased physician
adoption of any EHRs
has more than doubled,
from 42% to 86%.
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•

Beginning in 2019, all eligible
professionals (EPs), eligible
hospitals, dual-eligible
hospitals, and critical access
hospitals (CAHs) are required to
use 2015 edition certified
electronic health record
technology (CEHRT) to meet
the requirements of the
Promoting Interoperability
Program.

•

In 2019, all Medicaid eligible
hospitals and EPs must adhere
to the requirements of their
state’s Medicaid Promoting
Interoperability Program and
attest directly to their state.
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•

Regulated health “apps’ are starting to compete with conventional drugs.
–

•

At least 150 firms globally are developing some form of “digital therapeutic” app
–
–
–
–

•

Also coined “digiceutical” i.e weight control,
Must be approved by the FDA, possibly other regulators and prescribed by physicians
Most gather data and provide real-time guidance
Aim is to work better than, or well alongside conventional drugs

Pear Therapeutics (Boston) – has a pipeline of “apps” for conditions …
–
–
–
–
–
–

•

FDA approved smart-phone app for diabetes … “Blue-Star”

Treating opioid addiction
Schizophrenia
Anxiety
Insomnia
PTSD / Depression
Misuse of alcohol, cocaine or other stimulants (on market since 2018)

Other apps
–

Psychotherapy, weight control, pain management
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•

The revenues of the industries they could disrupt is enormous.

•

Health care makes up about one-tenth (10%) of any country’s GDP on average.
–

•

Worth about $7 Trillion using a 2015 baseline

Two insurers United Health Group and CVS Health brought in $185B and $178B,
respectively in 2016
–
–

That was more than any tech firm except Apple
Shares of those two insurers dropped by 4% on the news of the Amazon’s new threeheaded health care venture

Case: Amazon
•

Last year Amazon announced a partnership with Berkshire Hathaway and JPMorganChase to
create a not-for-profit health care company for their own employees.

•

Promises to employ technology to provide cheaper care than conventional health insurers offer.

•

Also, using it’s logistical prowess to start selling drugs online.
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•

Facebook and Microsoft are planning to add health care to their core businesses of
social networking and software.

•

Facebook
–
–
–

•

Apple and Alphabet are likely to have the biggest impact in the near-term
–
–

•

Work has been focused on two areas: mental health and clinical trials
Using AI to monitor users’ online behavior, and to teach AI to help prevent suicide.
Also hoping to monetize an extension to existing platform – groups of patients discussing
their symptoms.

Have the potential to generate or enable valuable health insights for hundreds of millions of
users
Will collect a small slice of that value in return

Apple is focused on hardware (in the form of “trusted devices”
–
–
–

With secure channels through which medical data can flow.
Third parties, rather than Apple, then build useful services on top.
Putting patients records on iPhones will aim to make this effective
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•

There appear to be two main routes in to the tech health care world

•

First, is doing business with hospitals and health-care companies in the existing
system.
–
–

•

Alphabet provides software services to hospitals
Apple sells smartphones, tablets and wearables to medical professionals and hospitals

Second route is for tech firms to use their various platforms to create entirely new
channels through which medical care can be delivered to patients
–
–
–
–

Channels i.e.
Watches that use machine-learning algorithms to monitor the wearer’s health
Phones through which clinical trials can be run
Apps that provide medical-grade care to people managing chronic conditions such as
diabetes
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From a variety of sources and perspectives …
•

CBO’s face many challenges and will, as in the past, capitalize on
forthcoming opportunities.

•

They play a vital role in strengthening people and communities across
America in the human services environment:
–
–
–
–
–
–
–
–

Improving health outcomes
Reducing healthcare costs
Addressing the social determinants of health and well-being for ages
Ensuring that children are safe and live in solid neighborhoods, can succeed in
school, and have strong and economically secure families
Helping older adults maintain a good quality of life and stay connected to their
communities
Equipping people with disabilities with tools and resources so they can live their
lives fully
Advocating for building quality affordable housing
Providing crucial mental health and substance abuse and so many other crucial
services.
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