
Weathering the Summer Heat
• There’s No Place Like Home

• An improving housing market in the U.S. is underpinning this now record-
long economic expansion

• What Does the Jay Say?
• The Fed is telegraphing expectations for a rate cut later this month, as a 

measure of economic “insurance” 

• Earnings Recessions: Not as Bad as Economic Recessions
• Earnings weakness has been relatively isolated, suggesting calls for a 

broader-based recession may be premature
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There’s No Place Like Home

• Housing Supporting Economic Growth. This week offers an update on the health of
the housing market via the latest releases of housing starts and building permits here
in the U.S. Last year, a slowing housing market weighed on an otherwise strong
economic landscape. However, the narrative has flipped thus far in 2019 – while
other more cyclical subsets of the economy have shown signs of weakness this year,
such as manufacturing, housing has rebounded nicely from its lackluster 2018.

• Falling Mortgage Rates Underpin Upswing. The recent improvement in housing can
be partially attributed to falling mortgage rates. After rising for most of 2018 as the
Fed continued its tightening cycle, the average mortgage rate has reversed course
in 2019 in the wake of the Fed’s dovish pivot. These lower rates seem to be enticing
home buyers, as mortgage applications have bounced higher. This trend is likely to
continue as the Fed seeks to shift to a more accommodative policy.

• Leading Indicator Driven by Strength in Households. Glenmede’s Leading Economic
Indicator, a proprietary model that seeks to provide advanced indications of
economic trends in the U.S., points to accelerating growth in the coming months. In
particular, stellar consumer confidence and a recovery in the housing market have
set a solid foundation that should help contain the negative effects of deteriorating
industrial conditions from permeating through the broader economy.
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Falling Mortgage Rates Spur Housing Activity

Chart of the Week:
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What Does the Jay Say?

• FOMC Minutes Discuss Weak Inflation. The minutes of the Federal Open Market
Committee’s (FOMC) June meeting were released last week, which shed further
light on the dovish stance many members are taking. In particular, the minutes
exhibited concerns regarding muted inflation expectations, suggesting that a
“prolonged period with inflation running below 2 percent warranted a more
accommodative policy response.” The persistent undershoot of the Fed’s 2%
inflation target has strengthened the case for a rate cut in the near future.

• Powell’s Comments Focus on Trade. During Congressional testimony last week,
Federal Reserve Chair Jerome Powell spoke at length regarding the U.S. economy
and monetary policy. In particular, he noted that trade represents an ongoing risk to
the economic expansion, highlighting that tensions on the issue “continue to weigh
on the U.S. economic outlook.”

• July Rate Cut: 25bps or 50bps? Powell’s commentary and the release of the FOMC
minutes only added fuel to the fire for rate cut expectations at the Fed’s meeting
later this month. The Fed Funds Futures market is currently implying a near-certainty
that they will cut rates at its July meeting. The question now becomes: how large will
the cut be? Our base case remains that investors should expect a quarter-percent
cut at the July meeting. This would be consistent with its characterization as an
“insurance” cut, meaning one that is not justified by slowing growth but is instead
meant to provide a measure of protection from potential but unpredictable risks.
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Earnings Recessions: Not as Bad as Economic Recessions

• Q2 Earnings Season. Earnings season is set to shift into gear this week, as the banks
report results for Q2 2019. With a little less than 5% of companies in the S&P 500
reporting so far, the blended year-over-year growth in earnings, which combines
actual results with analyst expectations for companies that have yet to report,
currently stands at -3.3%. Much of the weakness is expected to reside in the
semiconductor/hardware and metals/mining industries.

• Earnings Recession Driven by Handful of Industries. After earnings declined modestly
in Q1, a second consecutive quarter of negative growth would place the S&P 500 in
a technical “earnings recession.” However, it appears only a handful of industries
have driven earnings lower this year, particularly the semiconductor/hardware and
metals/mining industries. In fact, if you strip these industries out of the index, the S&P
500 would have shown positive earnings growth to the tune of about 2% and Q2
expectations would be roughly flat.

• Earnings Recessions: Not as Bad as Economic. It is well understood that equity
markets perform poorly in periods of economic recession, with the S&P 500 returning
-5.5% during recessions since 1926. On the other hand, in periods where large cap
equities experience an earnings recession that did not coincide with an economic
recession, the S&P 500 has fared far better, returning on average 15.1% as investors
looked through the dip in profitability to more prosperous periods in the near future.*
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*per Glenmede research, FactSet (February 2019). Data includes the average decline of the S&P 500 since 1926 during months designated as a recession by the National Bureau of Economic Research, 
representing 15 recessions spanning 199 months in total. Economic recessions are defined as two straight quarters of negative earnings growth. There have been 21 earnings recessions since 1926 
spanning 360 months in total.
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