
Global Slowdown & Political Showdowns
• Resiliency Amid Trade-Related Headwinds

• The global manufacturing slowdown is not yet boiling over to the U.S. 
consumer

• Trade War Trade Wars
• Global trade frictions continue to weigh on growth, though they may 

not be heavy enough to induce a recession

• Trumpeachment and Borexit…
• Political uncertainty may increase volatility in the short-term, but 

economic events have more long-term bearing
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Resiliency Amid Trade-Related Headwinds

• Business Sentiment Weakens on Trade Concerns. The Institute for Supply
Management's (ISM) Manufacturing Purchasing Managers’ Index (PMI)* for
September came in at 47.8 – its lowest reading in over a decade and the second
straight month showing a contracting manufacturing sector. ISM's service-sector
activity for September fell to 52.6 from 56.4 in August, but remained comfortably
above the expansionary level of 50. In both surveys, respondents credited tariffs and
global trade uncertainly as the most significant issues.

• Labor Markets Exhibit Resiliency. The unemployment rate in the U.S. declined to
3.5%, indicating a still-strong domestic job market. The resilience of the labor market
in the face of tariffs and manufacturing weakness likely reflects that manufacturing,
at only about 12% of gross domestic product in 2018, is not to the U.S. economy what
it once was. Instead, the services sectors of the economy are the predominant
drivers of both growth and employment. Household spending, helped by resilient
labor markets, has been a growth engine in this now late-stage expansion.

• Glenmede's Leading Economic Indicator (LEI) Remained Stable. Glenmede's
proprietary LEI, which seeks to provide an advanced indication of the general
economic trend in the U.S., is projecting a slowdown, but not a contraction. The ISM
Mfg number was undoubtedly lackluster, but there were positives for the more
essential subcomponents; in particular, New Orders outpaced Inventories, which is
typically a bullish signal for overall manufacturing activity.
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Glenmede’s Leading Economic Indicator is Signaling Slowdown  

Chart of the Week:
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The global manufacturing slowdown is not yet boiling over 
to the U.S. consumer
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*Purchasing Managers’ Indexes (PMIs) are monthly diffusion indexes that are calculated via surveys to purchasing managers at individual companies, which ask how business activity has changed 
month-over-month across multiple categories, including production, new orders and employment, among others.



Trade War Trade Wars

• The Second Trade War Now with E.U. The 15-year dispute over the E.U.'s illegal
financing of Airbus has concluded with the World Trade Organization's decision to
allow the U.S. to impose tariffs on E.U. exports. The ruling allows tariffs on up to $7.5B
worth of European goods per year starting Oct. 18, 10% on aircrafts and 25% on
agriculture and other consumer goods such as wine, cheeses, pork and scotch. The
implication of additional tariffs will be closely watched as consumer spending has
been the driving force of this late-stage economic expansion.

• Trade Talks with China Continue. Trade talks between the U.S. and China are
scheduled for later this week. Although most investors are hopeful for a truce or a
mini deal, the more likely discussion will center around the U.S. potentially moving
the effective date for the tariff hikes scheduled for Oct. 15 to Dec. 15 as Trump's
approval rating has been positively correlated with China trade de-escalation.

• Cumulative Headwind Growing but Still Not Overwhelming. A China trade war on
one side while simultaneously entering another with the E.U. will have a larger
cumulative effect on the U.S. economy. In aggregate, tariffs introduced a nearly
half-percent* headwind to U.S. GDP growth this year. As tariffs remain in place, they
will likely have a lasting effect on the level of real GDP, causing it to run below
potential. However, their effect on the growth of GDP should only last for the 12
months after going into place. The most recent set of tariffs will enter as the impact
of others wears off.
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Trumpeachment and Borexit…

• Impeachment Inquiry Intensifies. U.S. President Donald Trump intensified his attacks
on lawmakers pursuing a whistle-blower complaint. As additional details are
discovered, House Democrats are accelerating their impeachment inquiry, which
may cause interim volatility as markets adjust to the news. However, what financial
markets are likely to care about more, would be if House action against the
president stops the USMCA (NAFTA 2.0), drug pricing and/or the budget.

• Boris's Brexit Plan Unveiled But Rejected. Boris Johnson's much-anticipated proposal
to take the U.K. out of the European Union by Oct. 31 has been revealed, but the
offer to the E.U. landed poorly. Johnson has a week to come up with a better
proposal. Despite his office declaring it his final proposal, sources say Johnson is
considering accepting the E.U.'s proposal to avoid a hard border in Ireland. A Hard
Brexit might not by itself cause a global recession, but it would at least contribute to
a European one, which could spill over to other economies.

• Just Short-Term Noise? Although political turmoil in modern history has had a limited
long-term impact on the markets, volatility often increases in the short-term. A review
of market performance around such events suggests that markets were less sensitive
to the political upheaval and reacted more to economic events. This time around,
trade may be the external event that continues to determine the underlying trend in
the markets, making market direction and political uncertainty more entwined than
in the past.
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Global trade frictions continue to weigh on growth, though 
they may not be heavy enough to induce a recession

Political uncertainty may increase volatility in the short-
term, but economic events have more long-term bearing
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*Tariff impacts on GDP estimated under the assumption of full demand destruction via a tariff-induced price shock, meaning a shift lower in overall demand due to prolonged periods of higher prices.
The mechanism for the changes of tariff effects on real GDP growth are an estimate from Glenmede’s internal analysis. Actual results may differ materially from projections.
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