
The U.S. Economy Continues to Expand 
 
Real gross domestic product (GDP) increased at an annual rate of 2.0 percent 
in the second quarter of 2019, according to the "second" estimate released 
by the Bureau of Economic Analysis.  In the first quarter, real GDP increased 
3.1 percent and 2.6% over the first half of the year. 

 
While the U.S. economy slowed a bit more than initially thought in the 
second quarter, we saw the strongest growth in consumer spending in 4-1/2 
years.  Growth in consumer spending, which accounts for more than two-
thirds of U.S. economic activity, surged at a 4.7% rate in the second quarter.  
This represents the fastest increase since the fourth quarter of 2014 and a 
slight upward revision from the 4.3% pace estimated last month. 
   
Strong consumer spending, backed by the lowest unemployment rate in 
nearly 50 years, has tempered our concerns about a deeper downturn in 
economic activity.  While consumer sentiment declined modestly in August, 
according to separate readings from the Conference Board and the University 
of Michigan, the indexes still remain at historically high levels. 
 
In last month’s Private Client Letter we featured strong consumer spending 
and correctly anticipated that the Fed would lower its short-term interest 
rate by 25 basis points for the first time since 2008.  Financial markets are 
now pricing in another cut at the Fed’s September policy meeting.  At this 
time we are expecting another 25 basis point cut. 
 
What was particularly notable in the second quarter GDP report was the 
strong rebound in U.S. corporate profits after two straight quarterly 
declines.  After-tax profits increased at a 4.8% rate after dropping 1.5% in 
the first quarter.  On a year-over-year basis, corporate profits increased 
2.7%, reversing a decline in the previous quarter and reducing the risk of a 
technical earnings recession.  Corporate profits have outpaced nominal GDP 
growth since 2001 with no signs of a mean reversion.   
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The Conference Board Leading Economic Index (LEI) for the U.S. increased by 
0.5 percent in July, following a 0.1 percent decline in June, and a 0.1 
percent decline in May.  In the six-month period ending in July, the leading 
economic index increased 0.8 percent (about a 1.6 percent annual rate).  
This is about the same rate of growth as over the previous six months.  In 
addition, the strengths among the leading indicators remain more 
widespread than weaknesses. 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
The conference Board’s Coincident Economic Index (CEI) for the U.S., a 
measure of current economic activity, also increased in July.  The coincident 
economic index rose 0.6 percent (about a 1.1 percent annual rate) between 
January and July, half as fast as its growth of 1.2 percent  over the previous 
six months.  The strengths and weaknesses among the coincident indicators 
remain balanced.  
 
The Conference Board data, along with various rate-of-change smoothing 
techniques applied to this data, continues to indicate that the near-term risk 
of recession remains quite low. 
 
Fears of a trade war with China clearly weighed on global equities and 
pushed volatility higher in August.  As bad as this past month seemed, it was 
really nothing more than a series of back and forth moves between gains and 
losses.  From the start of the month to the end, we saw ten rallies of 1% or 
more separated by nine declines of 1% or more.  On the upside, all but two 
rallies topped out around the 2,940 level while 2,820 was the boundary for 
the major downside moves (Bespoke). 
 
For all of the worry and hand wringing over the China trade negotiations, it is 
interesting to observe that the S&P 500 is only about 3.5% from its high in 

July.  Given the considerable gloom and doom commentary surrounding this issue, one wonders why the S&P isn’t 
down 10-15% as it was late last year.  For some straight forward perspective on the trade issue, we highly 
recommend Brian Wesbury’s latest Wesbury 101 video.  A link to Brian’s video is featured in this Thought 
Leadership publication.  
 
While volatility for the S&P 500 was quite frustrating in August, market breadth in the final week was equally 
encouraging.  Several times over the past year we have observed how breadth (as measured by the advance/
decline line) has led prices coming out of market corrections.  Just last week, the cumulative A/D line once again 
made a new high, and if prior experiences are any indication, prices should soon follow. 
 
We will continue to monitor all developments closely.  Thank for your continued confidence. 
             
John E. Chapman, September 2019 
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