
Better Than Feared
• Economic Insight via Fed & Yield Curve

• The ten-and-a-half year old economic expansion appears poised to 
continue into the new year

• The Never-Ending Trade Saga
• Trade-related issues continue to dominate the market narrative, with 

progress being made on some fronts

• Anticipating Earnings Improvement
• The current earnings recession may be near its end, as earnings are 

expected to improve moving forward
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Economic Insight via Fed & Yield Curve

• Recession Fears Abating. The paranoia over what some had described as an
“imminent” recession appears to have died down due to rebounding economic
growth prospects. Google search trends for topics related to “recession” peaked to
a 10-year high in early August, as investors grappled with the implications of a global
manufacturing slowdown. Glenmede’s Recession Model, a balanced mix of leading
and excess indicators, estimates the probability of recession here in the U.S is a still-
low 22%.

• The Yield Curve & Fed Tightening. The slope of the yield curve is widely cited as a
predictor of recessions and, after inverting earlier this year, the difference between
3mo and 10yr Treasury yields is now positive again. However, history has shown that
the Fed’s stance on interest rates can add additional insight into whether a yield
curve inversion will ultimately result in recession. In the mid-90s, the Fed stopped
raising rates well before the yield curve came close to inversion and consequently
avoided an immediate recession, a distinct parallel to developments today.

• Small Businesses Remain Confident. The National Federation of Independent
Business (NFIB) Small Business Optimism Index hit 102.4 in October, up from the prior
month’s 101.8. The index continues to remain at healthy levels consistent with overall
economic growth in the small business sector. NFIB President/CEO Juanita Duggan
noted, “small business owners are continuing to create jobs, raise wages, and grow
their businesses…and nothing is stopping them except for finding qualified workers.”
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The Yield Curve & Fed Tightening

Chart of the Week:
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The ten-and-a-half year old economic expansion appears 
poised to continue into the new year
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Trade-related issues continue to dominate the market 
narrative, with progress being made on some fronts
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Anticipating Earnings Improvement

• Closing in on Earnings Season’s End. With around 93% of companies reporting so far,
the blended year-over-year growth in Q3 earnings, which combines actual results
with analyst expectations for companies that have yet to report, stands at -2.3% for
the S&P 500 Index. This represents a noteworthy improvement relative to the -4.8%
figure expected at the beginning of the quarter, as three-in-four companies have
outperformed analysts’ expectations.

• Focusing on Earnings Surprises. A little more than 74% of companies that have
reported results for Q3 have beaten analysts’ forecasts. While all sectors have a
greater than 50% rate of positive earnings surprises, a few sectors stand above the
rest in the breadth of their constituents that have outperformed expectations –
consumer staples, health care and information technology have all seen more than
80% of their companies beat analysts’ forecasts. Collectively, these sectors make up
almost 45% of the S&P 500’s market capitalization.

• Q4 Earnings Outlook. Expectations for Q4 S&P 500 earnings growth currently sits at
-1.6%. If the quarter develops as expected, it will mark the 4th straight quarter of
negative year-over-year growth and an extension of the current earnings recession.
However, there are signs that the earnings picture may be recovering; -1.6%
expected growth is much healthier than the initial projections for preceding quarters
this year. It appears this momentum may carry into the beginning of next year,
where earnings growth forecasts begin to turn positive in the mid-single digits.

The Never-Ending Trade Saga

• Trade Deal, No Deal, Deal, No Deal. U.S.-China trade talks appear to have hit a
snag, as they reportedly struggle to build consensus on outstanding issues such as
agricultural purchases and the fate of existing tariffs. The question as to whether the
U.S. is willing to roll back existing tariffs on more than $100 billion worth of Chinese
imports or simply cancel the scheduled December 15th tariffs remains a stumbling
block to finalizing a phase one deal. The latter tariff threat still looms, as Trump stated
last week, “if we don’t make a deal, we’re going to substantially raise those tariffs.”

• Awaiting Decision on Auto Tariffs. Back in May, the Trump administration delayed a
decision as to whether or not it would impose tariffs on auto imports. Just last
Wednesday, Trump stated, “I’ll make a decision relatively soon.” Many expect the
administration will defer the decision another six months, as U.S. trade reps remain
focused on hammering out a preliminary deal with China. If implemented, such
duties could have a noticeable effect on the U.S. economy, since autos and auto
parts collectively represent about $350 billion in annual imports.

• Progress Toward USMCA. Speaker Nancy Pelosi announced that the Democrat-led
House of Representatives and the Trump administration are inching closer to a final
agreement regarding the U.S.-Mexico-Canada Agreement, the potential successor
to the North America Free Trade Agreement (NAFTA). The hope is that Congress will
ratify the agreement by the end of the year, with NAFTA remaining in place until
then. Pelosi referred to the deal as, “a good template” for future trade agreements.

The current earnings recession may be near its end, as 
earnings are expected to improve moving forward
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