
Economic growth remains relatively firm but is expected to slow to 2%. While the US economy 
continues to stand on relatively firm ground compared to many other large economies, GDP 
growth is moving towards its long-run trend of 2%. 
  

Factors influencing economic growth include slightly softer but still solid consumption and job 
growth trends, weakening business investment, a pick-up in residential investment and continued 
monetary easing. 
  

Consumer spending is also expected to slow slightly in the coming quarters, compared to an 
especially strong second quarter, but will continue to support economic growth. 
  

On the other hand, job growth remains on a slowing trend, but is still growing fast enough to 
further tighten the labor market. The unemployment rate now stands at a fifty-year low. 
  

Despite robust consumer confidence, business confidence continues to weaken and will negatively 
impact investment. 
  

Manufacturing sentiment weakened again in September with the Purchasing Managers' Index 
dropping further into contractionary territory. This weakness now appears to be spreading into the 
services sector with the most recent non-manufacturing Purchasing Managers’ Index reporting 
softer though it remained strong. 
  

Following sluggish residential investment numbers in 2018 and early 2019, recent data on housing 
permits and starts suggests that a strengthening trend may be ahead. This improvement should help 
offset some of the softening in consumer spending or nonresidential business investment.  
  

Following two rate cuts earlier this year markets are now expecting further easing by year-end. 
The Federal Reserve is expected to ease by one additional 25 bps in 4Q19 to stimulate the economy 
via lower-cost business loans and mortgages.  
  

Financial markets have had a good run. The labor markets in the US and parts of Europe are very 
strong along with solid corporate earnings. 
  

Companies have solid balance sheets, loan defaults remain rare, oil is affordable and there's no 
risk of interest-rate hikes. 
  

So far, so good, but there are an array of disturbing warning lights flashing in front of us.  
  

The most glaring of the warning lights is that the US yield curve has inverted, which in the past 
has usually signaled an approaching recession. 
  

The U.S. Federal Reserve (the Fed) is clearly nervous and has already implemented preemptive 
interest-rate cuts. 
  

In Europe, meanwhile, the European Central Bank (ECB) will probably adopt a whole new 
package of monetary measures and new calls for fiscal stimulus are on the table. 
  

Investors are struggling to reconcile the apparently good economy with the many warning signs. 
Complicating things still further is that many don't have to think back very far to remember some 
very costly mistakes. 
  

Those who took heed of the warning signals in the past and got out of the equity market quickly, 
lost out because every setback since 2009 has proven just a brief pause in the enduring rally.  
  

This makes everyone more cautious now about predicting recession or saying the bull market is 



over, but even the bulls themselves are not suggesting that recessions have been banished forever.  
  

The troubling gap between the happy economy and the anxious mood is perhaps most powerfully 
demonstrated by the yield curve. This has happened nine times in the U.S. since 1956 and recession 
has tended to follow, within two years. 
 

There are many reasons to be concerned about the medium term, but we believe that it is too early 
to talk about an imminent crisis because there is too much positive data. 
  

One reason for that may be the steadily growing service sector, which does not have inventory and 
investment cycles as large as those of the manufacturing sector. In addition, the good labor markets 
mean consumers are still spending heavily. 
  

Finally, the expected slight economic slowdown reduces the risk of overheating and means central 
banks have again softened their policies. 


