
Weathering the Growth Scare
• Service Sector Resilience

• The strength of the U.S. consumer is extending this record-long 
expansion, despite a slowdown in manufacturing

• Slivers of Hope Amidst Geopolitical Uncertainty
• Geopolitical tensions on various fronts found new slivers of hope but 

uncertainty lingers

• Synchronized Monetary Easing
• Central banks are stepping in to support growth, though support for 

such actions is not unanimous
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Service Sector Resilience

• Manufacturing Weakens Further. The Institute for Supply Management’s (ISM)
manufacturing index fell to 49.1% in August, down from 51.2% in July. This marks the
first time since the growth scare in 2015 that the index fell below 50%, the level
underneath which typically indicates a contraction in activity for the sector. The
press release reflected “a notable decrease in business confidence” which can be
attributed to, at least in part, ongoing trade tensions between the U.S. and China.

• Services Sector Strengthens. In contrast to manufacturing, the ISM Non-
Manufacturing index increased to 56.4% in August from 53.7% in July. The new orders
component, which rose to 60.3% from 53.1% in July, is particularly noteworthy due to
its tendency to act as a leading indicator of economic activity. This is also the side of
the economy more sensitive to the health of domestic households; since consumer
spending accounts for ~70% of U.S. GDP, this is a particularly promising sign that
consumers are weathering trade tensions.

• No Recession Signal Yet. History suggests that recessions typically see declines in
both manufacturing and services sectors. Even then, while readings below 50%
certainly do not feel comfortable, it often takes levels materially below 50% (perhaps
in the 40% – 45% range) to signal meaningful downturns in economic activity. As a
result, investors should keep a close eye on these indicators moving forward for signs
of further trouble or recovery ahead.
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The strength of the U.S. consumer is extending this record-
long expansion, despite a slowdown in manufacturing

Investment Strategy Insights

Resilience in Services In the Face of Manufacturing Weakness



Slivers of Hope Amidst Geopolitical Uncertainty

• Trade Talks, Uncertainty Lingers. Talks are scheduled to resume between the U.S.
and China in early October, marking the 13th round of high-level economic
consultations, though both sides have seemed increasingly noncommittal as
tensions intensified over the last few weeks. Though the direct effects of tariffs have
been widely discussed, the Federal Reserve published a research paper regarding
the “uncertainty” aspect of volatile trade policy and its likelihood to reduce U.S.
economic output by more than 1% through early 2020.

• To Brexit, or Not to Brexit. U.K. Parliament passed a bill last week forcing an extension
of the Brexit deadline and blocking PM Johnson’s initial efforts to trigger a snap
election. The bill would require Johnson to ask the European Union for a Brexit delay
until January 31st if no deal has been agreed upon by October 19th. Interestingly, the
final Brexit deal touted by former PM May reappeared on Parliament’s agenda last
week, despite initially vetoing the proposal earlier this year.

• Glimpses of Progress in Hong Kong. Carrie Lam, Hong Kong’s Chief Executive,
released a statement last week indicating that China “understands, respects and
supports” her government’s move to formally withdraw its controversial extradition
bill. However, the semi-autonomous region of China may not be in the clear yet,
with pro-democracy activists insisting other demands be met, such as the ability to
nominate and elect their own leaders and a commitment from the government to
hold the police force accountable.
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Synchronized Monetary Easing

• Global Central Banks Act. The world’s largest central banks are gearing up for a
wave of easing as global uncertainty lingers. Bloomberg highlighted that central
banks worldwide have delivered 32 interest rate cuts this year and, assuming they
maintain their current trajectories, swaps markets have priced in an additional 58
cuts within the next 12 months. As a result, with interest rates heading lower across
the globe, the hunt for yield may continue to dominate global bond markets.

• Expecting ECB Stimulus. This week, expectations are high for the European Central
Bank (ECB) to unveil a meaningful package of stimulus measures in the face of
slowing growth. There has been some trepidation among more hawkish
commenters facing the prospect of another round of quantitative easing.
Additionally, some have been highlighting the harm caused by negative interest
rates to European banking activity, especially if the ECB were to announce more
cuts this week.

• More U.S. Monetary Stimulus Incoming? The Federal Reserve is set to meet again in
less than two weeks, and markets are pricing in a near-certainty that they will cut
rates for the second consecutive meeting, with an 91% chance of a quarter-point
cut implied via Fed Funds Futures. However, there is no clear consensus behind such
a move at this point in time – several voting members have outlined the need for a
quicker pace of cuts while others question whether any rate cuts are appropriate.
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Central banks are stepping in to support growth, though 
support for such actions is not unanimous
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