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The U.S. Standard & Poor's 500 index rose 1.7% in U.S. dollar terms over the third quarter of 2019 and 2.9% in Canadian dollar 
terms. Year-to-date the benchmark is up 20.6%, its best performance in the first three quarters of a year since 1997. In Canadian 
dollar terms the benchmark was ahead 17.6%. The U.S. economy grew at an annual rate of 2.0% in the second quarter as consum-
er spending rose at a 4.3% clip. However business investment, which was supposed to be juiced by President Trump’s tax cut, fell 
by 5.5% and exports declined 5.2%. That means consumer spending accounted for all of the economy’s overall growth. Weak busi-
ness investment cut 1 full percentage point from the rate the economy would have otherwise achieved. This was mostly due to de-
clining inventories from reversing some anomalous inventory buildups in previous quarters. Net exports shaved another three quar-
ters of a point but that was offset by higher government spending, mostly at the federal level. 
 
American manufacturers posted their biggest contraction in September since the end of the 2007-2009 recession, reflecting a slow-
down in the U.S. and global economies made worse by a tense trade war with China. The chief reason the economy slowed was a 
big drawdown in inventories. The Institute for Supply Management said its manufacturing index fell to 47.8% in September from 
49.1%, marking its lowest level since June 2009. Manufacturers at home and abroad have faced waning demand and are struggling 
to cope with a global economic slowdown, exacerbated by the trade war between the U.S. and China, the world’s two largest econo-
mies. Manufacturing is a much smaller part of the U.S. economy than it used to be and so far the damage appears to be contained 
but there is a worry that it will get worse unless the U.S. and China ratchet down tensions. 
 
The economic numbers aren’t that bad in the context that they may only be a reversion to the 2% to 2.5% mean that U.S. growth 
has shown since the 2008 financial crisis and not the opening act of a recession. To the extent things are weaker, it is because of 
softness in China’s economy, which has a number of causes and the one the U.S. can do the most to make better, or worse, is trade 
policy. This isn’t disastrous and many economists project a slight pickup in growth in the third quarter so GDP is likely to stay in the 
recent range. 
 
The European Central Bank has begun to take aggressive steps to stimulate the economy and head off any potential downturn. 
Since 2014, they have imposed negative interest rates on deposits to encourage commercial banks to lend more. In a bid to in-
crease lending, the bank increased this de facto penalty to -0.5% from -0.4% to free up the hoarded cash. As well they have re-
started the quantitative easing program to buy government and corporate bonds, a move that pumps newly created money into the 
economy. This package of measures is also aimed at raising inflation which has been slipping further below targets.  
 
Ever since Britain set Brexit in motion through a referendum in 2016 confusion has reigned. The situation today is even more uncer-
tain. With weeks to go before the deadline, the situation is bewildering. Britain could crash out of the European Union without a deal 
governing future trade. A no-deal Brexit would entangle trade in bureaucratic and logistical chaos, with a potential election or consti-
tutional crisis on the horizon. International stock markets did not produce positive performance in the third quarter as the weakening 
world economy, trade wars and fears of a potentially tumultuous Brexit have combined to depress markets. As a whole, stock mar-
kets declined 1.0% in the quarter (all figures in U.S. dollar terms); however, they were able to hold onto most of their year-to-date 
returns, climbing 13.3%.  
 
The pronounced deterioration of global trade reflects the dangers that have been growing in recent months and are now beginning 
to weigh heavily on investors’ minds. Fortunately central banks around the world are cutting interest rates and trying to encourage 
borrowing in order to stage an economic resurgence. The only questions are will it be enough and is it in time to overcome the pre-
vailing headwind?  
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