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 Mixed Signals
We have consistently forecasted a slower year of U.S. economic growth in 2019. Last
year’s stimulus measures are losing momentum, and downside risks are accumulating.
The transition to a slower rate of growth is underway, and it is yielding economic indicators
that can seem contradictory.
While certain measures have begun to cool, the economy is fundamentally sound. The job
market is still performing well, inflation is steady and a patient Fed will leave interest rates
alone for an extended period. These circumstances will support continued growth.
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Influences on the Forecast


Real gross domestic product (GDP) for fourth quarter 2018 grew at an annualized
pace of 2.6%, the start of a slower trend. For the full year, the economy grew at 3.1%
after adjusting for inflation, in line with forecasts made by the administration when it
introduced tax reform and deregulation measures. Those forecasts, however,
projected a persistent pace of better than 3%, which we do not think will be realized.



We expect this year’s slowdown to be front-loaded, with the soft end to 2018 leading
to an immediate dip in first quarter growth, followed by steadier growth in the
remainder of the year. High-frequency data releases (which are still emerging on a
delayed basis as a result of the government shutdown) are pointing toward a slow
entry to 2019:
o

Retail sales improved by 0.2% month-over-month in January, a recovery from a
startling decline of 1.6% in December. On an annual basis, retail sales still
showed growth of 2.3%, reflecting continued expansion.

o

Personal consumer expenditures fell by 0.5% month-over-month in December,
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the worst decline in nearly a decade, corroborating the fall in retail sales. The falloff in
consumer spending is difficult to square with low unemployment and rising wages, and
we expect a recovery from this modest reading.
o

Industrial production in January fell by 0.6% month-over-month, largely attributable to a
slowdown in vehicle production. Forward-looking manufacturing indicators remain in
positive territory.



The unemployment rate recovered to 3.8% in February after briefly reaching 4%. Job gains
have been volatile, with merely 20,000 jobs created in February after a blowout of 311,000 in
January. We would caution against overreacting to the most recent figure; weather played a
role, as did the government shutdown earlier this year.



Inflation remains muted, with the Consumer Price Index (CPI) rising by only 1.6% year-overyear. Much of this was driven by the fall in energy prices; excluding food and energy, core
CPI increased by 2.2%. The personal consumption price index showed a similar trend,
growing at a headline rate of 1.8% and a core rate of 1.9%. Wage growth is strong, rising
3.4% year-over-year in February, but it has not flowed through to broader inflation measures.



After a few months in search of a consistent message, the public comments by Federal
Reserve officials now emphasize the patient, data-driven approach they will apply to any
upcoming interest rate increases.
o

In light of the sluggish data releases starting the year and the Fed’s contemplation of
alternate approaches to inflation targeting, we expect to see no rate action until the
September meeting of the Federal Open Market Committee (FOMC). Continued growth
and the resolution of trade uncertainties will create the conditions for one last hike.



After the FOMC meeting on March 19-20, we expect to receive guidance as to the targeted
level of the Fed’s balance sheet, the timeline over which this level will be reached, and the
composition of assets the Fed will hold going forward. The path of quantitative tightening
has been well-communicated thus far, and its end does not factor into our forecast.



As of March 2, the debt ceiling limit on payments is back in force. The Treasury will not face
a material risk of running out of money for several months, but a limit increase will eventually
be required to continue funding the government through the end of the fiscal year.



Trade negotiations with China showed sufficient progress to defer the threatened hike in tariff
rates on March 1. While the rumored trade deal is unlikely to resolve all tensions with China,
it would serve to reduce downside risks to the outlook.
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