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With three quarters of 2019 now in the books, markets 
continued to climb the “wall of worry,” producing 
modestly positive performance in Q 3. U.S. stocks rose 
a little over 1% and are now up 20% YTD, although 
international equities faltered slightly on concerns about 
slowing growth, ending the quarter up about 12% for the 
year. Emerging markets suffered the worst performance, 
slipping 4.25% in the quarter as the trade war and 
currency weakness hit China and a number of emerging 
economies. Master Limited Partnerships (MLPs) slid a 
bit during the quarter as weakness in energy producer 
stocks pulled down the whole sector. Also worth noting 
is that value stocks showed some signs of life in the third 
quarter, keeping up with growth for the first time in 
several years. Some of the highest flying growth stocks 
(ex: Facebook -7.7%, Amazon -8.3%) were actually the 
worst performers for the quarter.
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While equities usually grab the headlines, fixed income has quietly been having a 

monster year. The Bloomberg Barclays Aggregate Bond Index was up another 2.3% 

for the quarter, bringing YTD performance to a whopping 8.5%. This rally picked 

up speed early in August following statements from the Fed indicating their 

reluctance to meaningfully cut interest rates. Over the last 12 months the index 

is now up over 10%, the best period for bonds since the depths of the financial 

crisis. Concerns over slow global growth, low inflation and a slow-moving Federal 

Reserve all have conspired to push yields down significantly, especially for longer 

duration securities (which are up 20%+ YTD). As we enter the final quarter of the 

year, the Fed appears to be moving to a slightly more accommodative stance, and 

other central banks have shown a willingness to continue being stimulative.  

As we know you have heard from us before, the things that move financial markets are good economic news, 

supportive monetary policy, and whenever we can get it, fiscal support.  Today, there are questions around all 

of these.  We decided to spend some time on a few of the biggest headlines impacting markets today, a review 

of what is playing on the “investment television”.  And we have asked several of our analysts to give us their 

impressions and the things they are following.  We hope this provides you with both understanding about what 

is happening and insight into the depth of our team here at Diversified Trust.
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GLOBAL TRADE 

It’s been about 18 months 

since the first volley was 

launched in the trade war 

between the U.S. and China. 

The stakes are high with the 

U.S. wanting a fairer playing 

field; this entails increased intellectual property 

rights and less government intervention on behalf 

of Chinese companies. The Chinese see this as a 

last-ditch effort by the U.S. to stunt their ascent as 

a new global superpower. The negotiations haven’t moved along too well as each side has tried to make the other feel 

some amount of economic pain.  Today, that pain is being felt on both sides. Factories in China are being relocated to 

Vietnam and Bangladesh where labor is cheaper and there are no tariffs.  We think these are likely irreversible moves 

for most U.S. suppliers. On this side of the Pacific, the U.S. is seeing a decrease in capital expenditures as firms find it 

difficult to handicap the outcome of this trade war. Factories are not buying new equipment and they are not hiring 

as many new employees, leading U.S. GDP growth to slow.  Through it all, financial markets have been fairly resilient.  

Even with all of the volatility the U.S. and Chinese equity markets are up +20% and +25%, respectively, through 

September.  While the markets have been patient, we are not sure how long this will last.  The trade talks broke down 

in May and new talks are slated to begin in October.  As we get closer to the 2020 U.S. elections, getting a deal done 

becomes more important to the current administration.  The Chinese also would like to see a deal done sooner rather 

than later.  The U.S. has leverage currently since the potential for four more years of Donald Trump would likely lead 

to worse terms for the Chinese.  While the U.S./China trade war has grabbed the lion’s share of headlines, Europe will 

soon enter the stage if a deal with China is completed.  A European trade deal will likely be a smoother affair since 

initial negotiations have already begun and the issues are less intractable.  

The ongoing spat with China and the U.S. is contributing to the global slowdown and while not at catastrophic 

proportions yet, the longer it continues the more damage it will cause to the global economy.

MAX ROWLAND
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IMPEACHMENT AND MARKETS
President Donald Trump’s impeachment inquiry matters because it adds more fuel to the 

current polarized political environment and it seems to be taking the president’s eye off of 

fiscal and economic issues. It also reframes the upcoming 2020 presidential elections (yes, 

upcoming as in 13 months from now). We can leave the details related to Ukraine and the 

Hunter Biden investigation to others, but the impeachment inquiry will make the presidential 

elections a two topic debate. Topic #1 is obviously impeachment and the president’s other 

actions. What is topic #2 you might ask? It’s the Economy, Stupid!

We are borrowing James Carville’s famous phrase which he coined as a campaign strategist for Bill Clinton’s 1992 

presidential campaign where Mr. Clinton defeated George H. W. Bush. His basic premise is the incumbent wins if 

the economy is strong and the challenger wins if the economy is weak. 

What does/did the economy look like thirteen months prior to the election for the last five incumbent candidates? 

The current U.S. economy is on solid footing with record low unemployment, low inflation, and strong consumer 

sentiment. What should we expect from President Trump and the Democratic Presidential candidates over the 

next thirteen months?  The president will need to focus on the economy, while the Democrats will need to counter 

with impeachment.

Over the past three years, President Trump has lowered taxes and increased government spending, producing a 

projected U.S. deficit of $960 billion for 2019, up from $585 billion in 2016. Deficit spending has resulted in a boost 

to the U.S. economy. Offsetting some of the benefits of spending has been his trade policies, specifically tariffs on 

Chinese goods. Over the next thirteen months will President Trump borrow from President Clinton’s playbook and 

fast track additional bipartisan fiscal spending such as infrastructure or healthcare?  Will he do everything he can 

to reach a trade deal with China and eliminate the impacts of tariffs? Will he continue to pester the Fed to lower 

rates? These all would look to improve the economy, at least in the short term.

SELDEN FRISBEE

Incumbent Pre- Election Unemployment 
Rate(1)

Consumer 
Sentiment(1) PCE Inflation(1) Trailing 12 Months 

S&P Returns(2)

George H. W. Bush Oct. 1991 7.0% 78.3 3.4% 26.0%

Bill Clinton Oct. 1995 5.5% 90.2 2.1% 25.7%

George W. Bush Oct. 2003 6.0% 89.6 1.4% 21.5%

Barack Obama Oct. 2011 8.8% 60.8 1.9% 3.0%

Donald Trump Oct. 2019 3.5% 89.8 1.6% 2.9%

Sources: 1) St. Louis Federal Reserve; 2) DQYDJ website
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Ms. Warren’s progressive redistribution of wealth and Mr. Biden’s more moderate policies will be used to 

show how they believe the strong economy disproportionately benefits some more than others. While that 

is a reasonable attack on the incumbent’s handling of the economy, most believe they will focus more on 

the impeachment inquiry and use the election process as a vote on President Trump’s character. Is Mr. Biden 

or Ms. Warren in a better position to adjudicate the public impeachment of Mr. Trump? They don’t have to 

convince congress, just voters. Even the president believes the voters are the better judge of his performance 

than Congress.

Only time will tell, but soon we will know if…It’s the Economy Stupid, or if It’s Impeachment, Stupid. 

The current U.S. economy is on solid footing with record low 

unemployment, low inflation, and strong consumer sentiment.
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THE FEDERAL RESERVE AND RATES
The Fed transitioned from patience to accommodation during the third quarter by cutting 

rates 25 basis points at both the July and September meetings. The moves brought the 

funds rate down from 2.50% to 2.00% and marked the beginning of the first easing cycle 

since 2008. While there appears to be dissension among FOMC members regarding the 

future path of rates, Fed Chairman Powell pledged that additional cuts will be forthcoming if 

needed. He noted that weak global growth and trade tensions could present a challenge to 

the Fed’s positive outlook for the U.S. economy. Currently, futures are pricing in an 88% chance of a least one 

more cut before the end of the year.

Despite the recent cuts, the Fed’s policy rate is still the highest of any central bank in the developed world. 

With negative interest rates prevailing in the European Union, U.S. rates are indeed attractive on a relative 

value basis. Lofty domestic yields have led to strength in the U.S. dollar, which has appreciated 4.9% versus 

the Euro year-to-date. U.S. dollar strength does pose a threat to U.S. exports as domestic goods become more 

expensive for those living abroad. 

The U.S. Treasury yield curve has remained inverted since May, with rates on 3-month bills exceeding 10-year 

notes, a clear sign that the market believes Fed monetary policy is too restrictive. Historically, yield curve 

inversions have been a reliable precursor to economic recessions, which have followed on average within 

the next 12 months. If the Fed intends to avoid a recession and restore a positive slope to the yield curve, the 

short-term funds’ rate should continue to fall.

JASON WHEAT
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GLOBAL GROWTH
Global economic growth continued to slow through the third quarter as President Trump’s 

trade war continued without signs of a nearing resolution. The Atlanta Fed’s GDPNow 

model estimates the U.S. economy grew by 1.8% annualized in the third quarter, just below 

the second quarter’s 2.0% and substantially less the 3.1% rate of the first quarter of this 

year. This estimate was driven by disappointing manufacturing data that indicated a 10-

year low in U.S. factory activity. A combination of rising tariffs and slowing foreign growth 

have resulted in less export demand for manufactured goods which helps explain this reduction in the level 

of activity. Despite these figures, the U.S. unemployment rate dropped to a half-century low in September 

of 3.5% from 3.7% in August. Historically low unemployment and rising wages in the United States have 

supported an increase in consumer spending throughout the year, which in turn has helped to maintain a 

relatively higher domestic growth rate compared to the more pronounced slowdown abroad.

Growth in the Eurozone is estimated 

to have fallen to 1.1% in the third 

quarter from 1.2% in the second. 

While European manufacturing 

centers such as Germany have been 

heavily impacted by the trade war, 

a lack of fiscal stimulus seems to be 

a contributing factor. According to 

World Bank President David Malpass, 

growth could accelerate “if developed 

countries made changes in their 

government spending practices that 

were more pro-growth, and their tax 

practices were more pro-growth.” This has been the answer to weak European economic growth because 

none of the EU countries wants to try a fiscally stimulative approach. Why?  Because they believe they won’t 

be re-elected if they implement it. Though unemployment numbers in the Eurozone’s largest economies 

are not bad, shrinking wages, underemployment and anemic consumer spending have distinguished the 

European experience from that in the U.S. and fiscal stimulus is the biggest difference. The U.S. undertook a 

sizable tax cut which strengthened consumer confidence and spending, supporting GDP while Europe and the 

EU did not.

China also continues to be impacted by the trade war with third-quarter growth estimated to have fallen 

to 5.9% from 6.2% in the previous quarter. Meanwhile, despite ongoing Brexit concerns, growth in the UK is 

expected to modestly improve to 1.2% in the third quarter from -0.7% in the second quarter.

ALEX ELDER

GDPNow Q3 
Forecast
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SUMMARY
The strength and optimism the world and particularly the U.S. felt to start this year have tended to fade as 

we reach the three-quarter mark. Earnings and earnings growth are flat to down in much of the world today, 

impacted by trade and political uncertainty. Brexit, impeachment and military uncertainty have all layered on to 

a landscape already unhappy with tariffs, non-existent fiscal stimulus, and worries.

We have taken the opportunity to begin to trim portions of our advice, with the objective of not giving up on 

risky assets, but looking to move toward areas of relative strength rather than singularly focusing on areas of 

cheapness. While fixed income and U.S. equities are not attractively priced in today’s world, they represent 

better strength than some of the other choices. We intend to keep our diversified approach and will still hold on 

to international stocks and diversifying assets, but shoring up the portfolio with a view to perhaps less confident 

times ahead is part of the process.

We have taken the opportunity to begin to trim portions of  

our advice, with the objective of not giving up on risky assets, 

but looking to move toward areas of relative strength 

rather than singularly focusing on areas of cheapness.
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JEFFREY S. BUCK, CFA 
PRINCIPAL

SELDEN S. FRISBEE, II 
PRINCIPAL

F. KNEELAND GAMMILL, CFA 
PRINCIPAL

JAMES S. GILLILAND, JR. 
PRINCIPAL

THOMAS H. HUSSEY 
PRINCIPAL

CAROL B. WOMACK 
PRINCIPAL

MAX H. ROWLAND, CFA 
VICE PRESIDENT

JASON R. WHEAT, CFA 
VICE PRESIDENT

ALEX ELDER, PhD 
SENIOR ASSOCIATE

Important notes and dIsclosures

This Quarterly Summary is being made available for educational purposes only, and should 

not be used for any other purpose. Certain information contained herein concerning 

economic trends and performance is based on or derived from information provided by 

independent third-party sources. Diversified Trust Company, Inc. believes that the sources 

from which such information has been obtained are reliable; however, it cannot guarantee 

the accuracy of such information and has not independently verified the accuracy or 

completeness of such information or the assumptions on which such information is based. 

Opinions expressed in these materials are current only as of the date appearing herein and 

are subject to change without notice. The information herein is presented for illustration 

and discussion purposes only and is not intended to be, nor should it be construed as, 

investment advice or an offer to sell, or a solicitation of an offer to buy securities or any type 

of description. Nothing in these materials is intended to be tax or legal advice, and clients are 

urged to consult with their own legal advisors in this regard.
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