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Soft Landing 
 
Real GDP growth has stepped down from the fiscal-
stimulus-induced high of 2.9 percent in calendar year 
2018 to an unremarkable 2.1 percent at a seasonally 
adjusted annual rate in the final quarter of 2019.  
 
Consumption growth in 2019Q4 was weak compared 
to the first three quarters of the year, and business 
fixed investment retreated as well. Industrial equip-
ment investment declined, probably reeling from the 
manufacturing slowdown observed through most of 
2019. Weakness in nonresidential investment in struc-
tures continued, led by mining exploration, shafts, and 
wells, reflecting low oil and natural gas prices. A large 
decline of nonpetroleum imports was almost offset by 
an inventory drawdown, both potentially related to the 
UAW-GM strike early in the fourth quarter.  
 
To save the day, government spending added almost 
0.5 percentage points to real GDP, with federal spend-
ing responsible for about half of the contribution. 
 
New Decade New Challenges 
 
Late in January, an outbreak of a novel coronavirus in 
China gained steam. The expected path of the ongo-
ing epidemic is highly uncertain. In the worst case, the 
virus threatens to grind the Chinese economy to a halt 
and possibly wreak havoc on global supply chains. 
Comparisons to earlier epidemics such as the severe 
acute respiratory syndrome (SARS) outbreak of 2003 
are of limited relevance because China was not as 
deeply enmeshed in global supply chains as it is now. 
 
Our forecast assumes that international contagion of 
COVID-19 will be contained, and the impact on the 
U.S. economy to be limited, shifting the timing of net 
exports and inventory accumulation.  
 
Projections for shortfalls in Chinese oil demand and 
international jet fuel demand, both associated with the 
outbreak of the coronavirus, drove the price of WTI be-
low 50 dollars per barrel as of early February. If the 

near-term oil demand outlook worsens further, we ex-
pect OPEC and other major oil producers (excluding 
the United States) to agree to additional supply cuts, 
potentially limiting further price declines. 
 
After two years of rising tariffs, the U.S. reduced import 
tariffs as part of the phase one China trade deal. In 
exchange, China committed to purchasing additional 
U.S. exports, totaling 200 billion dollars over 2020–21, 
with specific targets for agricultural products, energy 
goods, industrial products, and services. China low-
ered its retaliatory tariffs on some U.S. exports early in 
February. It remains to be seen whether China will be 
able to ramp up its purchases to fulfill its commitments 
under the deal. While we remain skeptical, we do ex-
pect a pickup in exports to reflect a pause in the trade 
war as the U.S. enters an election year. 
 
In March 2019, the 737 MAX, Boeing's best-selling air-
plane, was grounded globally following two deadly 
crashes. A halt of deliveries of the 737 MAX subtracted 
nearly 20 billion dollars off 2019 equipment invest-
ment. Boeing stopped the 737 MAX production line in 
mid-January 2020. We expect the production stop-
page to hold down the quarterly annualized pace of 
real GDP growth in 2020Q1 and 2020Q2 by a com-
bined 0.4 percentage points. The total impact on 
growth will likely be larger, as Boeing suppliers strug-
gle to fill the void in their sales. 
 
Housing Rockets Higher 
 
The housing sector continues to enjoy the momentum 
it gained through additional monetary policy accom-
modation over the past year. Housing starts rose 
strongly to finish 2019. Rebounding demand for exist-
ing homes appears to have run into the now-chronic 
supply shortage, sparking a re-acceleration of home 
price appreciation.  
 
Growth in the labor market remains remarkably strong 
more than 10 years into the economic expansion. The 
flow of workers into the labor force has kept year-over-
year wage growth at a slower pace compared to the 
peak of 3.5 percent seen in mid-2019. The headline 
unemployment rate registered 3.6 percent in Decem-
ber, remaining near its lowest levels in the past 50 



 
 

years. Female workers have been driving the addition 
to the labor force.  
 
Holding Pattern for Policy 
 
We do not expect major changes to the fiscal trajectory 
of trillion dollar deficits for fiscal 2020–21. A good deal 
of effort went into investigating and impeaching the 
President following the change of control of the House 
of Representatives early in 2019. As a result, House 
Democrats chose not to fight over spending and taxes, 
largely sticking to Bipartisan Budget Act of 2018 levels 
for fiscal year 2019. For fiscal 2020, government 
spending saw small increases beyond fiscal 2019 lev-
els. The federal deficit averages about 1.2 trillion dol-
lars over fiscal 2020–21. As a percentage of GDP, the 
deficit falls from 5.5 percent in 2020 to 5.2 percent in 
2021.  
 
After implementing three consecutive rate cuts from 
August through October 2019, the Federal Reserve 
kept rates unchanged in the December and January 
FOMC meetings. We believe the Fed's “mid-cycle ad-
justment” has helped quell concerns about a potential 
recession. Our forecast assumes that easing of global 
tensions due to the trade war and ongoing strength in 
the labor market will lead to an unchanged federal 
funds rate throughout 2020–21. 
 
The 2020–21 Outlook 
 
We expect annual real GDP growth to decelerate from 
2.3 percent in 2019 to 2.1 percent in 2020 and 1.9 per-
cent in 2021 as the Fed's "mid-cycle adjustment" coun-
teracts the waning effects of the fiscal stimulus.  
 

Low inventory of homes for sale and high demand 
from buyers, lead to some further home price acceler-
ation in the near term. Total housing starts rise to the 
1.34–1.35 million unit range in 2020 and 2021. The 
rise in total starts is driven by increases in single-family 
construction.  
 
We project that light vehicle sales will continue to de-
cline, from 16.9 million units in 2019 (when averaging 
seasonally adjusted monthly readings) to 16.6 million 
units in 2021. We forecast that the light truck share of 
the market will reach almost 80 percent by the end of 
2021. 
 
Employment and Inflation 
 
The labor market will continue to generate job growth, 
albeit at a slowing pace. Average gains in monthly pri-
vate nonfarm payrolls moderate from 195,000 job ad-
ditions in 2019Q4 to 179,000 jobs in 2020Q1, and con-
tinue to trend down over our forecast, ending at 
123,000 jobs at the end of 2021. Total payroll job gains 
see an uptick in 2020Q2 from 2020 census jobs and a 
subsequent drawdown in 2020Q3. The unemployment 
rate ends 2020 at 3.3 percent and continues to inch 
down in 2021. 
 
Core CPI inflation moves sideways, hovering around 
2.1 percent per year over our forecast horizon. All-item 
CPI inflation runs slightly behind core, largely because 
of flat oil price projections. Headline inflation rises to 
2.0 percent in 2020 and inches down to 1.9 percent in 
2021. 
 


	Soft Landing
	Real GDP growth has stepped down from the fiscal-stimulus-induced high of 2.9 percent in calendar year 2018 to an unremarkable 2.1 percent at a seasonally adjusted annual rate in the final quarter of 2019.
	Consumption growth in 2019Q4 was weak compared to the first three quarters of the year, and business fixed investment retreated as well. Industrial equipment investment declined, probably reeling from the manufacturing slowdown observed through most o...
	To save the day, government spending added almost 0.5 percentage points to real GDP, with federal spending responsible for about half of the contribution.
	New Decade New Challenges
	We expect annual real GDP growth to decelerate from 2.3 percent in 2019 to 2.1 percent in 2020 and 1.9 percent in 2021 as the Fed's "mid-cycle adjustment" counteracts the waning effects of the fiscal stimulus.
	The labor market will continue to generate job growth, albeit at a slowing pace. Average gains in monthly private nonfarm payrolls moderate from 195,000 job additions in 2019Q4 to 179,000 jobs in 2020Q1, and continue to trend down over our forecast, e...

