
Leftovers From the Longest Expansion 
• Thankful for the Economic Bounty

• The record-long economic expansion has had its hiccups, but appears 
healthy enough to continue into the new year

• Cornucopia of Geopolitical Tensions
• Political uncertainty may increase volatility in the short-term, but 

economics have more long-term bearing

• Central Banks Loosen the Belt
• Central banks continue to support the economy and respond to a 

changing economic outlook
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Thankful for the Economic Bounty

• Surveys Highlight Pickup in Economic Activity. Markit’s Flash Purchasing Managers’
Indexes (PMIs) showed a domestic economy recovering from its latest growth scare.
The Flash Mfg PMI rose to 52.2 from October’s 51.3, driven in part by an improvement
in the “new orders” component, which tends to be a leading indicator for economic
activity. On the services side, the PMI also ticked higher, up to 51.6 from 50.6 in the
month prior. The momentum from these indicators is further evidence that the
economic soft patch over the past few months may be more transitory than feared.

• Recession Fears Abating. Glenmede’s Recession Model, a balanced mix of leading
and excess indicators, now estimates the probability of recession here in the U.S. at
about 10% over the next twelve months, down noticeably from earlier this year. The
decline in recession odds is mostly due to the rebounding economic growth outlook,
as well as the normalizing yield curve, which is no longer inverted. It appears
recession fears have been little more than a head fake for this economic expansion.

• Housing Data Continues to Impress. The housing sector has been a pillar of the
ongoing economic growth story in the U.S. this year, a trend that appears to have
continued through October. Housing starts increased month-over-month by 3.8%
and the number of building permits outpaced expectations (1,461K vs. 1,383K
consensus). The housing market has benefitted from the Fed’s increasingly
accommodative stance; mortgage rates have declined near cycle lows,
incentivizing buyers to enter the market at attractive borrowing costs.

2

The Probability of Recession Has Declined

Chart of the Week:

Investment Strategy Insights

The record-long economic expansion has had its hiccups, 
but appears healthy enough to continue into the new year
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Political uncertainty may increase volatility, but only 
economically-relevant politics have long-term bearing
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Central Banks Loosen the Belt

• Insight from FOMC Minutes. Last week, the Fed released the minutes from its October
meeting, at which it announced a 25bp cut to the fed funds rate. The committee
considered the economy “fairly healthy” amid lingering risks, including trade
uncertainty and slowing global growth. Particularly noteworthy were the discussions
regarding the tools the Fed may use in a future recession, including that “all
participants judged that negative rates currently did not appear to be an attractive
monetary policy tool in the United States.”

• No More Cuts…For Now. The minutes indicated that most participants believed that
monetary policy would be “well calibrated” following October’s cut, unless
subsequent developments provoked a material reassessment of the current
economic outlook. Participants generally expected to see persistent strength in
household incomes/spending and the labor market. Members seemed satisfied with
the amount of accommodation. Still, minutes reiterated that policy is not on a
predetermined course and further adjustments are possible if the outlook changes.

• European Central Bank’s (ECB) Monetary and Fiscal Marriage. In a speech last week,
ECB President Lagarde said monetary policy will continue to support the economy
and respond to future risks in line with its price stability mandate. However, Lagarde
emphasized that the ECB could achieve its goal faster and with fewer side effects if
other policies were also supportive, specifying that aggregate spending, and the
composition of that spend can be effective tools to drive economic growth.

Cornucopia of Geopolitical Tensions

• Trade Deal Woes. Well over a month has passed since the U.S. announced an
"agreement in principle" on a partial deal for the nearly two-year-old trade war.
Hope remains that an agreement can be reached before tariffs scheduled for Dec.
go into effect, which would hit $156B of Chinese imports, including consumer goods.
A narrow phase one deal may get pushed off until next year, though Dec. tariffs
may be deferred if the parties appear on the doorstep of a deal.

• Hong Kong Tensions = Trade Tensions? U.S.-China trade talks could face another
obstacle, this time concerning Hong Kong. Trump may or may not sign the Hong
Kong pro-democracy bill passed by Congress last week. The legislation drew a
predictably angry reaction from Chinese state media, which warned of unspecified
retaliatory measures. China's Foreign Minister criticized the bill's passage, but also
expressed hope that the two countries can find a compromise as both sides hope to
alleviate trade uncertainty.

• Impeachment Hearings – Full Steam Ahead. After finishing two weeks of public
testimony, the House of Representatives must decide whether they have enough
evidence to proceed with impeachment proceedings regarding President Trump or
to schedule more hearings in an attempt to gather evidence from witnesses the
President has barred from appearing. Although the country faces near-term political
turmoil, it is essential for investors to remember that markets care about economics
first and foremost — not politics.

Central banks continue to support the economy and 
respond to a changing economic outlook
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