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Reading signs of stabilization  

THIS MONTH

For use with institutional investors and investment professionals only. 

Consumers prop up U.S. economy  Charting Japan’s growthBrexit’s odyssey 

The global economy is likely to stabilize at around 

the current growth rate. U.S. growth settled 

in at a slower pace in the third quarter, with 

consumer spending helping lift the economy while 

manufacturing and business investment faltered. 

The Federal Reserve lowered the benchmark federal 

funds rate to a range between 1.5% and 1.75% in 

October, the third reduction since July, and hinted 

at a pause in its policy easing. The United States 

and China are in talks to finalize an initial — or phase 

one — trade deal, helping diffuse existing tensions. 

Against this backdrop, the likelihood of a recession 

remains low. 

Elsewhere in the world, the United Kingdom 

is getting ready for snap elections in mid-

December. The vote comes amid continued 

divisions within Britain over its membership in 

the European Union (EU) and Prime Minister 

Boris Johnson’s exit plan. We expect a “soft 

Brexit” vision to prevail. In Japan, policy makers 

continue to grapple with slowing growth. The 

Bank of Japan (BoJ) plans to keep its policy rates 

at the current levels or reduce them so long as 

uncertainties remain about reaching the central 

bank’s 2% inflation target.
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The U.S. economy expanded during the third quarter at 
a 1.9% annual rate; little changed from the 2% growth 
rate in the second quarter. Consumer spending and 
housing investment increases offset the drop in business 
investment. For the third quarter, the story is clear: The 
economy maintained a steady pace of growth because of 
the resilience of household spending. That said, corporate 
spending  is expected to erode further in the fourth quarter. 
And consumer confidence looks to be decreasing a little as 
the labor market falls onto a weaker growth path. 

Manufacturing wavers as job gains hold steady 
A gauge of U.S. manufacturing showed the sector 
contracted in October. Although the manufacturing 
purchasing managers index (PMI) from the Institute 
for Supply Management (ISM) was a bit better than 
September, it was weaker than consensus expectations. 
This suggests that manufacturing remains under 
pressure although that pressure is not increasing. The 

ISM’s manufacturing index came in at 48.3% in October 
compared with a 47.8% reading in September. A number 
below 50% represents a contraction in the industry. 

The labor market continued to hold strong, and 
employment growth in October was better than 
expected. Employment grew by a seasonally adjusted 
128,000 jobs last month, according to the Labor 
Department. The strike by General Motors (GM) workers 
during the month may have muddied the reading. The 
drag from the GM strike (strikers were not counted as 
working during the survey week just before the strike 
ended) and negative census hiring were offset by gains 
elsewhere. So, the pace of job creation and the revisions 
to hiring in the prior months point to a continuation of the 
decent health of the labor market. Wage gains were a little 
weaker than expected. 

The Fed cuts and pauses 

The Fed cut interest rates for the third time this year in 
October but signaled it wouldn’t reduce them further 
unless the economy slowed sharply. Fed Chair Jerome 
Powell indicated the bar for further easing was high. 
The current policy is “likely to remain appropriate” as 
long as the economy expands moderately and the labor 
market stays strong, Powell said on October 30 after the 
conclusion of the two-day rate meeting. He didn’t rule out 
additional cuts if that favorable outlook faltered. 

There were two dissents in favor of no cut, and no 
dissents in favor of more aggressive easing. The Fed 
seems to have declared its mission accomplished and its 

Consumers prop up U.S. economy

The economy is on a gently slowing trend as spending by consumers continues to buoy  
growth and the Fed signals a pause in cutting rates.
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“mid-cycle correction” completed. Our view is that risks 
remain tilted to the downside and that the next move 
by the Fed will be a cut, although it’s hard to see the Fed 
moving again in the near future.

Trade talks move forward
As far as we can tell, negotiations between the United 
States and China on a “phase one” deal are continuing 
to make progress. Plans to sign a deal at the upcoming 
APEC summit in Santiago were thrown for a loop when 
the Chilean government cancelled that summit (and a UN 
climate meeting) because of a domestic political crisis. 
While progress on this deal is a welcome sign that an 
escalation of trade tensions is unlikely in the near term, 
the prospects for a more comprehensive settlement 
remain bleak. We are increasingly pessimistic about the 
future of Sino-American relations.

Recession watch 
The economy is not currently on a trajectory that will lead 
to a recession, but it is decelerating, and will be growing 
only slowly over the winter. The Conference Board’s (CB) 
Leading Economic Index is slipping closer to zero (in year-
on-year terms). This index, which measures U.S. business 
trends, declined 0.1% in September, falling for a second 

straight month. For this reason, we believe the probability 
of a recession happening is somewhat higher than current 
models suggest. 

With the economy growing only slowly, a shock or a policy 
mistake is more likely to push the U.S. into a recession. It 
is easy to see where a shock could come from. A further 
trade policy misstep by the Trump administration is clearly 
a risk, and the Fed may get its policy wrong. Instability in 
the Middle East is a source of risk to global energy markets. 
The economy’s internal dynamics might also change; 
an inflection in the labor market, driven by pressure on 
corporate profits, for example, could shake household 
confidence and spending. We know how important steady 
consumption growth is to the economy’s performance. 
While these events are not our central scenario, they are 
likely enough to worry about.

The economy is not currently on a 
trajectory that will lead to a recession.

U.S. capital spending continues to slide  
U.S. Capex (year-on-year) versus leading indicators 
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Sources: Bloomberg, Putnam calculations, as of October 2019.
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The political situation in the United Kingdom has been 
moving rapidly. The EU extended the deadline for 
Britain’s departure from the bloc by three months to 
January 31, 2020. Attention has turned to the U.K. national 
election in mid-December 2019. It is now clear that a 
“no deal” Brexit is highly unlikely. While this matters for 
the domestic economy, growth in the United Kingdom 
is ultimately vulnerable to shocks from slowing global 
growth. The shape of the future relationship between the 
U.K. and the EU will be determined by the election result. 
There are broadly three possibilities: a close relationship 
with the EU (a variation of the “Norway option”); a more 
distant relationship with the EU (a variation of the “Canada 
option”); and remaining in the EU. 

How all of this works out will depend on the election result. 
In October, the House of Commons passed the Early 
Parliamentary General Election Bill to allow for elections 
on December 12. The impasse in parliament over the U.K.’s 
withdrawal agreement with the EU prompted the move. 

Polling has pointed to some significant shifts in Britain’s 
party politics. Historically, the governing Conservative 
Party and the Labour Party have dominated politics, but 
more recently the Liberal Democratic Party and the Brexit 
Party have emerged to disrupt that trend. At the moment, 
the Conservatives have a non-majority lead. 

A “soft” Brexit in the cards 
If the Tories win the election, we have to consider how 
strong the “Spartans” of the European Research Group 
(ERG) are within the governing majority. The ERG is made 
up of pro-Brexit Conservative Party lawmakers. A large 
Tory majority would leave them powerless; a small Tory 
majority would give them real influence. If Prime Minister 
Boris Johnson does win the election, he will implement 
his Withdrawal Agreement and proceed to negotiate 
the future relationship with the EU. The U.K.’s economic 
interest is clearly best served by retaining very close links, 
including close regulatory alignment, with the EU. The 
British economy expanded by 0.3% in the third quarter, 
marking a rebound from the second-quarter GDP which 
contracted by 0.2%. The free trade fantasists in the ERG 
cling to the dream of “global Britain” trading freely with the 
Anglosphere, which would require regulatory divergence 
with the EU and thus a less close economic relationship. 

There will be a lot of back and forth about this if Johnson 
wins. The intensity of the debate will be a function of the 
size of his majority and therefore the influence of the ERG. 
Eventually, we expect the “soft Brexit” vision to prevail. 
That is what the business community wants and, if push 
came to shove, Johnson could probably rely on votes 

Brexit’s odyssey 

The EU agreed to delay Brexit until the end of January 2020, setting the stage for elections  
and a showdown between the major parties.
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from opposition parties to offset the ERG if a variation of 
the “Norway option” was on the table. But it would take 
quite a while for this to play out.

Interpreting opinion polls
If the Conservatives are unable to form a government, 
there would probably be some kind of coalition among 
Labour, the Liberal Democrats, the Scottish Nationalist 
Party, and some other small parties. This government 
would seek to renegotiate the Withdrawal Agreement with 
the EU, and then put this agreement to a referendum with 
the option to leave the EU with this agreement or remain 
in the EU.

Opinion polls in the U.K. have been hard to interpret in 
recent years for a number of reasons. Turnout has varied 
more than pollsters expected. There has been a lot more 
vote-switching in the past decade (i.e., party loyalty has 
weakened significantly), and potential voters are harder to 
sample amid the switch from landlines to mobile phones. 
Opinion pollsters have made a range of methodological 
changes to deal with these issues, but one consequence has 
been quite large differences in polls from different pollsters. 
In addition to these factors, it’s getting harder to translate 

overall public voting preferences into seats in the House of 
Commons. It’s also not yet clear how many candidates will 
stand for the Brexit Party and how successful they will be in 
siphoning off support from the mainstream parties.

For all these reasons, it is hard to feel confident about the 
outcome of the election. Opinion polls seem to suggest 
a large Conservative majority. We believe this is the most 
likely outcome. But we will have to watch the election 
campaign and keep an eye on what the polls suggest. 
Polls on “leave/remain” suggest that, if there were a new 
referendum, “remain” would win by a small margin. Still, we 
can’t be confident about this. There would be a referendum 
only if the Labour Party and others do better in the election 
and are able to form a government.

Opinion polls seem to suggest a large 
Conservative majority, and we would 
judge this to be the most likely outcome.

U.K. GDP growth holds steady  
 (% quarter-on-quarter) 
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Source: Putnam, as of November 7, 2019. We base our proprietary U.K. GDP Nowcast on a tailored methodology that captures quarterly data releases  
for the U.K.’s most essential growth characteristics including purchasing managers’ index data, industrial production, retail sales data, job market 
metrics, real estate activity indexes, sentiment indicators, and numerous other factors. The mix of factors used may change over time as new indicators 
become available from data sources or if certain factors become more, or less, predictive of economic growth.
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Japan typically has a high beta to the global economy. It 
has been exposed to the global effects of the U.S.–China 
trade war and to China’s growth slowdown. There are also 
the effects from the hike in the value-added tax (VAT) at the 
beginning of October and persistent concerns about the 
risks to the inflation outlook. Household confidence has 
fallen steadily for more than a year and recently dropped 
below its post-2011 low. 

This is a poor backdrop for a tax hike. While it’s too early 
to have confidence about the impact of the tax hike, the 
signs so far are not encouraging. The Jibun Bank Flash 
Japan Services PMI fell to a seasonally adjusted 50.3 
from 52.8 in September and 53.3 in August. That pulled 
the Jibun Bank Flash Japan Composite PMI to 49.8 from 
51.5 in the previous month. If the service sector PMI is 
the clearest read we have so far on the impact of the 
VAT hike, the manufacturing indicators have also turned 

down. There was also a sharp drop in a variety of PMI 
components including the new orders index, which fell 
despite an uptick in export orders driven by tech exports 
to Asia excluding China.

Too soon to talk about a recession.
We don’t have a recession forecasting model for Japan — it 
has never seemed worthwhile to build one. But our Japan 
nowcast has been in negative territory since early in the 
year, even though the official GDP data have been showing 
modest growth, so it may well be that we are missing 
something. Japan has a low potential growth rate, and 
another mild recession in Japan is not going to send shock 
waves around the world. We are not forecasting a Japanese 
recession, but the outlook has deteriorated in the past 
month and the risks to the outlook are to the downside.

BoJ leaves rates unchanged
This is the context in which the BoJ did not change its 
policy settings at its October meeting. However, the 
central bank made a few noteworthy changes to its 

Charting Japan’s growth

The economy’s prospects are still slipping as the central bank downgrades its growth forecasts 
and opts to hold interest rates steady. 

We are not forecasting a Japanese 
recession, but the outlook has 
deteriorated in the past month  
and the risks to the outlook are to 
the downside.
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statement. It dropped a reference to keeping rates low at 
least until the spring of 2020, and said it expected rates 
to remain at current or lower levels as risks to the price 
outlook remain. In the very short run, it’s the exchange 
rate that generates the most attention in Tokyo. The 
fact that the yen is a bit weaker than it was a month ago 
has taken some pressure off the BoJ. But in the bigger 
picture, the statement reflects the discomfort the BoJ 
feels at having so little room to move. 

The BoJ would like to ease. Central bank Governor 
Haruhiko Kuroda said recently that “by changing the 
forward guidance, we made clear our stance that we 

will conduct our policy operation with more emphasis 
on easing.” Maybe that sounded better in Japanese? 
Kuroda is trying to be more like Mario Draghi, the former 
president of the European Central Bank, and find some 
words that do the job of easing without actually easing. 
If the global economy really does stabilize at its current 
pace, perhaps the BoJ will get away without doing 
anything more. But our view is that some measures are 
likely in the not-too-distant future. The BoJ edged down 
its forecasts for both growth and inflation for fiscal year 
2020 and 2021.

Japan’s growth is on a downward trend   
(% quarter-on-quarter)
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Source: Putnam, as of October 2019. We base our proprietary Japan GDP Nowcast on a tailored methodology that captures quarterly data releases for 
Japan’s most essential growth characteristics including purchasing managers’ index data, industrial production, retail sales data, job market metrics, 
real estate activity indexes, sentiment indicators, and numerous other factors. The mix of factors used may change over time as new indicators become 
available from data sources or if certain factors become more, or less, predictive of economic growth.

If the global economy really does 
stabilize at its current pace, perhaps 
the BoJ will get away without doing 
anything more.
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1-month (fast) risk appetite

RISK SEEKING
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Source: Putnam. Data as of October 31, 2019. To create the Global Risk Appetite Index, we weigh the monthly excess returns of 30 different asset 
classes over 3-month T-bills relative to the trailing 2-year volatility of each asset class. The higher the excess return and the lower the volatility, the 
greater the risk appetite; conversely, the lower the excess return and the higher the volatility, the stronger the risk aversion. 
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1-month (fast) risk appetite
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Sept–Nov ’11 
Eruption and subsequent clearing of 
concerns over EU sovereign debt crisis, 
U.S. debt ceiling, and fear of China hard 
landing drive major risk sell-off and rally.

March ’16–Jan ’18
Risk assets rally amid improving 

commodity prices, perceived stability 
in China’s macro data, and 

expectations for gradualist Fed policy.

RISK SEEKING

RISK AVERSE

LONG-TERM CYCLE

This 10-year illustration captures the cyclicality of investors’ appetite for risk.

SHORT-TERM TREND

“Risk-on” sentiment rebounds on hopes of reduced trade policy risk. 

Risk ON OFF  
•Global equity indices rallied, outperforming stocks in the United States. 
•U.S. Treasuries and the dollar declined.
•Emerging-market bonds gained, outperforming other major  
fixed-income assets.
•Gold prices held up well even amid negative yields on government bonds. 

PUTNAM GLOBAL RISK APPETITE INDEX | NOVEMBER 2019

The Putnam Global Risk Appetite (RA) Index is a proprietary quantitative model that aims to measure investors’ willingness to invest 
in risky assets, including equities, commodities, high-yield bonds, and other spread sectors. With a composite view of risk-appetite 
signals across a broad mix of asset types, Putnam’s RA Index provides a framework for discussing investor preferences and can signal 
trend changes in broad market sentiment. 

Risk appetite recovers in October   
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Jan ’14–Oct ’16
Global growth settles into a more 
subdued pattern of modestly 
disappointing results.

Nov ’16–Dec ’17
More synchronous performance 
across global markets emerges to 
lift the trajectory of global growth.

Source: Putnam. Data as of October 31, 2019. We base our Global GDP Nowcast on a tailored methodology that captures daily data releases for the 
most essential growth characteristics for each of 25 countries — including purchasing managers’ index data, industrial production, retail sales data, 
labor market metrics, real estate price indexes, sentiment indicators, and numerous other factors. The mix of factors used for each market may 
change over time as new indicators become available from data sources or if certain factors become more, or less, predictive of economic growth.

LONG-TERM CYCLE

This six-year illustration captures GDP gyrations since the financial crisis.

PUTNAM GLOBAL GDP NOWCAST | NOVEMBER 2019

The Putnam Global GDP Nowcast Index is a proprietary GDP-weighted quantitative model that tracks key growth factors  
across 25 economies. This index and individual country indexes are used as key signals in Putnam’s interest-rate and  
foreign-exchange strategies. 

Global growth improves slightly 
SHORT-TERM TREND

The likelihood that growth will stabilize at the current rate has risen. 

s 2.27%

Among G-10 economies, the eurozone 
and United Kingdom improved while the 
United States had a disappointing month. 
In the eurozone, industrial production 
rose. However, ISM manufacturing and 
non-manufacturing in the United States 
faltered, pushing growth lower. Economic 
indicators improved in Turkey and across 
Latin America. China’s growth held steady 
as industrial output and housing activity 
expanded.
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This material is for use with institutional investors and investment 
professionals only. This material is a general communication being 
provided for informational and educational purposes only. It is 
not designed to be investment advice or a recommendation of 
any specific investment product, strategy, or decision, and is not 
intended to suggest taking or refraining from any course of action. 
The opinions expressed in this material represent the current, 
good-faith views of the author(s) at the time of publication. The 
views are provided for informational purposes only and are 
subject to change. This material does not take into account any 
investor’s particular investment objectives, strategies, tax status, 
or investment horizon. Investors should consult a financial advisor 
for advice suited to their individual financial needs. Putnam 
Investments cannot guarantee the accuracy or completeness of 
any statements or data contained in the material. Predictions, 
opinions, and other information contained in this material are 
subject to change. Any forward-looking statements speak only as 
of the date they are made, and Putnam assumes no duty to update 
them. Forward-looking statements are subject to numerous 
assumptions, risks, and uncertainties. Actual results could differ 
materially from those anticipated. Past performance is not a 
guarantee of future results. As with any investment, there is a 
potential for profit as well as the possibility of loss. This material 
is not directed at, or intended for distribution to or use by, any 
person or entity that is a citizen or resident of or located in any 
jurisdiction where such distribution, publication, availability, or use 
would be contrary to applicable law or regulation or would subject 
any Putnam company to any registration or licensing requirement 
within such jurisdiction. The information is descriptive of Putnam 
Investments as a whole, and certain services, securities and 
financial instruments described may not be suitable for you or 
available in the jurisdiction in which you are located. 

This material or any portion hereof may not be reprinted, sold, 
or redistributed in whole or in part without the express written 
consent of Putnam Investments. The information provided 
relates to Putnam Investments and its affiliates, which include 
The Putnam Advisory Company, LLC and Putnam Investments 
Limited®.

Issued in the United Kingdom by Putnam Investments Limited®. 
Putnam Investments Limited is authorised and regulated by 
the Financial Conduct Authority (FCA). For the activities carried 
out in Germany, the German branch of Putnam Investments 
Limited is also subject to the limited regulatory supervision of the 
German Federal Financial Supervisory Authority (Bundesanstalt 
für Finanzdienstleistungsaufsicht - BaFin). Putnam Investments 
Limited is also permitted to provide cross-border investment 
services to certain EEA member states. In Europe, this material 
is directed exclusively at professional clients and eligible 
counterparties (as defined under the FCA Rules, or the German 
Securities Trading Act (Wertpapierhandelsgesetz) or other 
applicable law) who are knowledgeable and experienced in 
investment matters. Any investments to which this material relates 
are available only to, or will be engaged in only with, such persons, 
and any other persons (including retail clients) should not act or 
rely on this material.

Prepared for use with wholesale investors in Australia by Putnam 
Investments Australia Pty Limited, ABN, 50 105 178 916, AFSL 
No. 247032. This material has been prepared without taking 
account of an investor’s objectives, financial situation, and needs. 
Before deciding to invest, investors should consider whether the 
investment is appropriate for them.

Prepared for use in Canada by Putnam Investments Canada ULC 
(o/a Putnam Management in Manitoba). Where permitted, advisory 
services are provided in Canada by Putnam Investments Canada 
ULC (o/a Putnam Management in Manitoba) and its affiliate, The 
Putnam Advisory Company, LLC.

This material is prepared by Putnam Investments for use in Japan 
by Putnam Investments Securities Co., Ltd. (“PISCO”). PISCO is 
registered with Kanto Local Finance Bureau in Japan as a financial 
instruments business operator conducting the type 1 financial 
instruments business, and is a member of Japan Securities 
Dealers Association. This material is prepared for informational 
purposes only, and is not meant as investment advice and does 
not constitute any offer or solicitation in Japan for the execution 
of an investment advisory contract or a discretionary investment 
management contract.
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