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When I joined CWM in September 2016, financial market headlines were being dominated by 
the threat of Brexit, looming US election risk, and a search to understand the economic 
implications of a very low-yielding 1.5% ten-year US Treasury.  Three years and about 500 
emails later, the outcome of Brexit remains in question, US election risk looms once again, and 
the ten-year US Treasury still yields just 1.5%.  Along the way and buoyed by a strong economy 
and a helpful tax cut, the S&P500 has returned approximately +45% cumulatively over the past 
three years, vastly outpacing the total return for both international stocks and traditional fixed 
income.  Over this period markets have overcome an abundance of political drama, a US 
government shutdown, a quantitative tightening cycle, and a -20% temporary drawdown on 
global equities.  Risk has been rewarded because the economy continues to expand, corporate 
earnings continue to grow, inflation remains benign and both credit conditions and monetary 
policy remain accommodative. 

So, now what? 

The biggest challenge the markets face going forward is that US/China trade negotiations have 
meaningfully slowed the global manufacturing economy.  An increase in the level of tariffs has 
clearly resulted in the erosion of trendline Chinese economic growth over the past year.  The 
Chinese government has responded with an easing of local credit conditions and currency 
constraints.  Here in the US, the broad economy has been resilient but noticeable cracks in 
recent ISM services and manufacturing data have signaled a growth slowdown.  Germany, 
however, has felt the most pain.  Germany is a manufacturing-based economy and a net 
exporter who’s largest trading partner is China.  The German economy is directly caught in the 
middle of the US/China trade battle, and the data says so.  PMI manufacturing readings for 
Germany have fallen to 41, a clear sign of an economy in contraction.  Fearing a significant and 
prolonged growth slowdown, German ten-year Bund rates now yield -60bps.  The global bond 
market has responded by sending global interest rates significantly lower.  More than $16 
trillion in global sovereign debt now trades with a negative yield, the level not seen since mid-
2016.  Free and fair trade is good for the global economy but the recent increase in rancor from 
both sides has reset expectations for a near-term settlement.  One party wants an enforceable 
deal and the other doesn’t.  This probably gets worse before it gets better. 

This is actually the third economic slowdown we have experienced since the Great Financial 
Crisis.  In both 2012 and 2016, economic activity slowed and global central banks responded 
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with accommodation.  We appear to be in a similar pattern now.  Just nine months ago the Fed 
was hiking rates and signaling more hikes to come in 2019.  On the back of slower growth, the 
direction of that hiking cycle has quickly changed.  Globally, central banks have announced 
more than 50 rate cuts since April of this year.  The Fed, the European Central Bank and the 
Bank of Japan will also be increasing their own QE programs as we head into the fourth quarter 
of 2019, buying more than $60 billion per month in bonds.  The goal of this additional QE is to 
keep short interest rates low to stimulate the economy.  It generally takes a few quarters for 
accommodation to begin aiding economic growth.  We should start to see improved ISM 
readings by early 2020. 

 
Source:  Macro bond, Nordea as of October 7, 2019 

Other classic symptoms of “late cycle” also appear to be missing.  Inflation remains comfortably 
in check.  Average hourly earnings appear to have stalled out around +3% YoY and commodity 
pressure is not eroding corporate profit margins.  Consumer prices have been increasing at a 
pace of +1.7%, but producer prices noted a -.3% reading for September 2019.  The US labor 
market also remains solid.  Non-farm payroll growth was +145,000 jobs for September and the 
unemployment rate was just 3.5%, a fifty-year low.  While growth in housing remains below 
trend, consumer spending, which accounts for approximately 70% of US economic activity, 
continues to note slow but steady growth.  It is highly unusual to have a 3.5% unemployment 
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rate and the Fed aggressively cutting rates, but that is where we find ourselves at present.  
Support for risk assets will come from the combination of low inflation, accommodative global 
monetary policy, and the substantial availability of credit.      

As always, we thank our clients for their continued trust and support.   

 
Richard J. Barrett 
Chief Investment Officer 
October 2019 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer: Certain content has been obtained from sources that CWM believes to be reliable; however, CWM cannot 
guarantee the accuracy of such content, assure its completeness, or warrant that such information will not be changed. 
The commentary is based upon the opinions of CWM, and the data available at the time of publication of this report, and 
there is no assurance that any predicted results will occur. Information and opinions discussed in this commentary may be 
superseded, and we do not undertake to update such information. 

 


