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Source: Econoday.com 

Employment Is Healthy But Peaking 

While the U.S. Economy seems to be doing fine, growth has slowed due to global trade issues. Small 

business optimism, a good indicator of future growth, remains high but has rolled over from record 

levels. Job openings also seem to have peaked for this cycle, and job cuts are starting to trend higher.  
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Source: Econoday.com 

Consumer Remains Steady 

The U.S. consumer appears to be healthy.  Retail sales growth is slowing, but consumer sentiment 

and disposable income remain firm.  
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Source: Bloomberg, IMVA 

GDP Growth around Two Percent 

Real GDP growth in the U.S. is forecast to fall below 2.0% in 2020. As Federal Reserve Chairman 

Jerome Powell recently pointed out, targeted 2.0% inflation also has become elusive. The GDP 

deflator slipped to a mere 0.5% during Q1. Low inflation is driving long-term bond yields down.  
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Source: Bloomberg, IMVA 

Yield Curve Partially Inverted 

The current yield curve, represented by the blue line on the chart, is partially inverted.  We 

haven’t seen a yield curve look like this in over a decade. Lower global interest rates are having 

an impact on the curve, so the inversion is not entirely economically driven.  However, it’s good 

to keep in mind that if long-term rates fall further, a fully inverted yield curve has signaled a 

future recession (within 18 months of inversion) every time since 1966.   
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Source: Econoday.com 

T-Bill/10-Year Spread Points to Slowing 

The shift in interest rates is not a good sign for the economy and further reiterates that the U.S. 

economy is slowing. Moderate domestic growth is being impacted by weak international 

markets. The T-Bill/10-Year Note spread has nudged deeper into the 2nd standard deviation, a 

potential leading indicator of a future U.S. recession. 
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Source: Econoday.com 

Consequences of the Trade War 

The ongoing trade war issues are impacting the global economy and making their 

way to the United States.  International trade, manufacturing orders, and inflation all 

have declined since late 2018 when tariffs went into effect. 
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Source: FactSet 

Global Responses 

 

U.S.: Bond investors, who have driven yields lower since the Spring, are worried about the actual slowdown in 

China, Europe, and Japan; the possible peaking of growth in the U.S.; the sharp decline in inflation expectations; 

and heightened trade tensions. On the other hand, the U.S. equity market recently made new highs;  the Fed has 

signaled it could take out insurance rate cuts to prevent a downturn;  the real measures of price change have 

declined only a little; and spillover effects from tariffs remain fairly limited to date. 

 

Europe: ECB President Draghi's recent dovish statements surprised most policymakers, preparing the way, absent 

improvement, for fresh stimulus (rate cuts and more Quantitative Easing (QE)) before he leaves at October’s end.  

 

Japan: Minutes of the April BOJ policy meeting reflected a forward guidance tweak (low rates to remain "at least 

through around spring 2020") and continued monetary easing. The BOJ staff explained that this timeframe took 

into consideration factors such as the timing at which a pick-up in overseas economies and the global cycle for IT-

related goods were expected, and the period required for examining the effects of the scheduled consumption tax 

hike. 

 

China: China’s Vice Premier Liu called for more measures to support the economy, specifically requesting, per 

Reuters, that regulators step up their support for the economy and maintain ample liquidity in the financial system. 

Per Lieu, Beijing has plenty of tools; it is capable of dealing with various challenges; and other policy initiatives 

(e.g., adjustments in money and credit supply) may follow to underpin growth amid heightened trade tensions with 

the U.S.  Affirming this view, PBOC Governor Yi recently told Bloomberg that China has "tremendous" room to 

adjust policy if the trade war deepens.  
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Source: FactSet’s Earnings Insight 

Earnings Estimate Growth Is Decelerating 

Decelerating international trade is starting to weigh on earnings growth.  Forward estimates 

show +3.8% growth for 2019, but the outlook continues to drift lower. Currently, 2020 earnings 

are expected to grow +11.0%; that likely is too high unless the trade issues are resolved 

favorably.  
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Source: Bloomberg, IMVA 

Overbought Conditions Have Normalized 

From a technical perspective, the NYSE, NASDAQ and S&P 500 all have corrected from 

overbought levels and are currently in the middle of the long-term range.  
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Source: Bloomberg, IMVA 

Sector Performance Reveals Investor Caution 

Sensing an economic slowdown, investors continue to buy defensive Utility stocks, while 

economically sensitive Industrial and Transportation stocks have been lagging.  Expect a 

reversal if trade issues are resolved. 
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• The U.S. economy is healthy but probably has seen the best growth in this economic cycle. Small business 

optimism, job openings, and income growth are below their best levels of last year.  Slowing international trade is 

starting to have a negative effect on the U.S. economy.   

 

• Real U.S. GDP growth is forecast to fall below 2.0% in 2020. As Federal Reserve Chairman Jerome Powell 

recently pointed out, targeted 2.0% inflation also has become elusive. The GDP deflator slipped to a mere 0.5% 

during Q1. Low inflation at home is driving long-term bond yields down – as are negative yields abroad.  

 

• International trade issues (slowing plus tariff concerns) continue to negatively impact growth and could drive the 

U.S. into a recession if not resolved this year. European economic indicators are pointing to a manufacturing 

recession, and China’s stimulus measures have not yet had a meaningful impact. The U.S. yield curve reflects 

these concerns. 

 

• Central bankers around the world have acknowledged the worldwide slowdown and are setting the stage for more 

stimulus measures. Despite the slowing economic indicators, investors are reminded to not “Fight the Fed” when 

it is in easing mode.  

 

• Decelerating international trade is starting to weigh on earnings growth.  Forward estimates show +3.8% growth 

for 2019, but the outlook continues to drift lower. Currently, 2020 earnings are expected to grow +11.0%,  but 

that figure is unrealistic unless international trade picks up.  

 

• From a technical perspective, the market has worked off the extreme overbought readings from last quarter.  

Investors remain enamored with defensive Utilities, while Industrials and Transportation stocks lag.   

 

 

 

Overriding Themes 
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