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As the third quarter progressed, economic reports increasingly 
reflected concerns about the state of the economy.  The typical 
summer news slowdown never materialized, replaced by concerns 
over inverted yield curves, risks related to a hard Brexit, continued 
trade discord, an impending stock collapse, et cetera.  This miasma 
fed upon itself and neglected some of our strongest economic 
attributes: continued strong consumer fundamentals, negligible 
inflation, and a Federal Reserve intent on cutting rates.   

Economic risks were laid bare by the precipitous drop in interest 
rates: the yield on the U.S Treasury 10-year note fell to 1.5%, causing 
the yield curve to invert, a situation whereby short-term rates yield 
more than long term rates.  Not every yield curve inversion leads 
to a recession, however.  This inversion was not accompanied or 
reinforced by a negative credit event.  Low rates likely reflect many 
inputs including: the slowdowns in Europe and China, a lack of 
systemic inflation, and the expansion of negative yields outside the 
U.S.   A recession in the near term is unlikely.

The U.S. remains an economic stalwart relative to much of the 
world.  Gross Domestic Product (GDP) remains in the 2-3% range 
while much of the developed world registers at 1% or less.  For the 
U.S., the difference maker is jobs.  We continue to generate 156,000 
jobs per month on average, lower than last year but strong enough 
to maintain unemployment at 4%.  A recent Census Bureau report 
drives home the bonus effects of a decade of job growth.  The poverty 
rate fell again in 2018 and now stands at the lowest level since 2001.  
Employment increased by 2.3 million last year with the biggest gains 
in minority female-led households.  Wages have picked up as well, 
putting more money in workers’ pockets.  

U.S. GDP Compared to Other Developed Nations 2016-2019
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A rarely discussed risk to domestic growth is the tight labor market.  
Companies are finding it difficult to find qualified workers.  There 
are currently 1.2 million more job openings than unemployed.  The 
inability to hire qualified workers is itself a drag on growth.  

The housing market has largely treaded water over the last two 
years.  However, mortgage rates have fallen along with interest rates, 
improving affordability.  August housing data rebounded with both 
housing starts and permits up, although far below peaks reached 
prior to the last recession.  Sales for new and existing homes have 
also rebounded.  A sustained uptick in housing would benefit a broad 
swath of the economy.

An Increasingly Tight U.S. Labor Market 2007-2019
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Consumer and employment strength have been vital to sustaining 
the expansion.  Corporate profits and capital expenditures have 
stagnated this year as most companies have little pricing power, yet 
are forced to pay more for wages and benefits.

Capital spending has also slowed.  Companies are steering through 
uncertainty, in large part because of the trade negotiations which are 
disrupting capital allocation decisions. The path forward for trade 
remains murky.   In advance of the initial tariff increases in 2018, 
businesses stocked extra inventory.  That pulled some investment and 
growth forward, leaving companies amply supplied with minimal 
investment appetite in 2019.  There are some indications that those 
accumulated inventories have been worked down and investment 

2.00

-0.07

-0.20

2007   2008   2009   2010   2011   2012  2013   2014   2015   2016   2017   2018   2019

2017         2018            2019

       2017          2018                      2019

2016     2017         2018                                      2019

thousands of persons



Investment Oversight Committee
Daniel A. Lagan, CFA, President

October 2019

CONGRESS ASSET
MANAGEMENT COMPANY

2 Seaport Lane Boston MA 02210  800.234.4516 www.congressasset.com

This material is for information purposes only. Any forecasts, figures, opinions, statements of financial market trends or investment techniques and strategies expressed are, unless 
otherwise stated, Congress Asset Management’s own at the date of this document. They are considered to be reliable at the time of writing, may not necessarily be all-inclusive 
and are not guaranteed as to accuracy. They may be subject to change without reference or notification to you. The value of investments and the income from them can fall as well 
as rise and investors may not get back the full amount invested. Past performance is not a guide to the future.

could increase as the 4th quarter progresses.  However, the longer 
tariff uncertainty persists, the more it will weigh on investment 
spending.  

Concerns relating to economic growth are understandable.  Our new 
and evolving trade policy is undoubtedly nationalistic.  This policy 
reverses decades of loosening trade restrictions and upends global 
trade agreements, not just U.S. related ones.  History suggests that 
targeted tariffs can lead to more restrictive measures that curtail 
growth and employment.  The current plan remains targeted at China 
as constructive progress has been made with Japan, Canada, and 
Mexico.

At the same time, political rhetoric emanating from Washington is 
acerbic.  Reasonable voices on both sides of the aisle are drowned 
out by extremes, resulting in animosity and limiting Congress’ 
effectiveness.  Acrimony is unlikely to improve with an election less 
than 15 months away and a pending impeachment inquiry looming.       

The impeachment inquiry is a political exercise.  While the political 
stakes are massive, the near-term economic effects are smaller.  There 
is always headline risk, but the stock market will predominately 
react to structural changes in the economic outlook.  It is more likely 
that the 2020 election will be more impactful for the economy and 
markets than the impeachment process.  

The Federal Reserve expressed concern about the global slowdown 
and changes in trade policy, and it responded by twice lowering rates 
in the 3rd quarter, by 50 basis point in the aggregate.  The actions are 
intended to encourage investment and help normalize the yield curve.  
There is evidence that low rates are cultivating future investment as 
corporate bond issuance surged in September, supplying companies 
with funds for future investment and providing an income stream for 
yield starved investors. 

The U.S. economy remains stronger than commonly perceived.  The 
expansion is built on broad employment gains that have bolstered 
consumer confidence.  Wage growth is accelerating and improving 
spending capacity.  Consumers are willing to use that capacity on 
innovative products and services, many of which did not exist a 
decade ago.  Financial headlines touting economic slowdowns in 
Europe and China fall on deaf ears for the average consumer who is 
more concerned with job security and wage growth. 

Corporate spending is more challenged, but hardly contracting.  
Domestic corporations continue to innovate.  The low interest rate era 
has allowed banks to solidify their balance sheets and companies to 
secure attractive financing.  Perhaps to a greater extent than foreign 
corporations, domestic firms can withstand short term economic 
slowdowns without massive layoffs.     

Financial markets, particularly stocks and bonds, are susceptible to 
headline induced volatility spikes.  The fundamentals underlying 
the domestic economy, however, are solid and suggest the expansion 
should continue through the next year.  Stocks remain the preferred 
asset class as earnings growth is anticipated to improve as 2020 
approaches. 
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