
 

Q3 2019  

QUARTERLY  COMMENTARY  

Provisus Wealth Management  

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 consumer spending rose at a 4.3% clip. Howev-
er 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 business investment cut 1 
full percentage point from the rate the economy would have otherwise achieved. This was mostly due to declining invento-
ries from reversing some anomalous inventory buildups in previous quarters. Net exports shaved another three quarters 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 slowdown 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 economies. 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 weak investment number was largely attributed to a draw down in inventories. Inventories are basically unsold goods 
such as new cars on dealer lots. When the value of inventories decline, it subtracts from gross domestic product (GDP). 
Falling inventories cut GDP in the second quarter by a full percentage point to 2.0% compared to the 3.1% pace of growth in 
the first quarter of the year. While that may seem like bad news, it really isn’t in this case.  In the second quarter the value of 
inventories pretty much had to decline as companies had boosted inventories for three quarters in a row, pumping up GDP 
in the process, but they ran the risk of getting stuck with lots of unsold goods that they’d have to heavily discount to move, 
thereby harming profits. So firms did what they had to do. They trimmed production to prevent inventories from getting out of 
hand so this slowdown was overdue. Not that long ago an inventory overhang could trigger a recession as an excess 
buildup of goods was often the cause, or at least a big contributor to recessions throughout most of U.S. history. Rarely is 
that the case anymore. Advances in technology and business practices give companies real-time information on inventory 
levels, allowing them to adjust almost instantaneously if sales slow. Actual bad news would be if the value of inventories 
keeps falling and that could threaten the lifespan of a record U.S expansion, now in its 11th year. 
 
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 quar-
ter so GDP is likely to stay in the recent range. 
 
The U.S. equity market continues to show signs of late cycle angst but, while trade disputes may generate negative head-
lines, there may be light at the end of the tunnel. China and the U.S. will be driven to reach an agreement as the threat of 
not doing so becomes increasingly evident. In the meantime the underlying strength in the economy and a healthy earnings 
outlook should be supportive of U.S. equities. 
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