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The Devil Is in the Details 
 
The healthy 3.2 percent annualized initial read of real 
GDP growth in 2019q1 was the third quarterly reading 
above 3 percent over the past year. In fact, year-over-
year growth has been on an almost continuous up-
swing since the third quarter of 2016. During that time, 
growth has improved from the fracking-bust low of 1.3 
percent in 2016q2 to a fiscal stimulus-juiced 3.2 per-
cent in 2019q1. 
 
A look under the hood, however, reveals a more con-
cerning snapshot of domestic demand. Final sales to 
domestic purchasers—real GDP without net exports 
and inventory investment—grew at only a 1.4 percent 
annual rate. That was the slowest pace of growth in 
domestic final demand in over three years.  
 
The partial federal government shutdown early in 2019 
temporarily depressed growth by just a few tenths of a 
percentage point, but the slowdown in the growth of 
consumption and investment spending is more of a 
concern. The combined growth contribution of per-
sonal consumption expenditures and private fixed in-
vestment—at a mere 1.1 percentage points—was the 
weakest since 2015q4. We expect a muted turnaround 
in consumption and investment spending. 
 
What Goes Up Must Come Down? 
 
After totaling 17.1–17.2 million units in 2017–18, the 
sales pace slowed in January–April to an average of 
only 16.7 million units. Manufacturer incentive disci-
pline, rising auto finance interest rates (in spite of a 
recent decline in longer-term government rates), and 
a relative lack of new vehicle models are a few possi-
ble explanations. For the first time in years, there is a 
significant oversupply of light trucks on dealer lots, 
which will make it harder to keep incentive spending in 
check. Several high-volume models are due for a re-
fresh later in 2019, which, along with a few all-new 
models, should push vehicle sales back toward the 17-
million-unit pace.  
 
Existing home price appreciation has slowed consid-
erably in recent months. Our preferred housing price 
inflation measure—the seasonally adjusted S&P 

CoreLogic Case-Shiller National Home Price Index—
slowed to 4.2 percent year-over-year in February from 
6.4 percent a year prior. We expect year-over-year 
home price appreciation to decelerate in 2019–2020, 
and we project housing market activity to expand 
slowly.  
 
Oil prices ticked down late in April, breaking the up-
ward trend that had persisted since the beginning of 
the year. Recent supply cuts and other surprises have 
brought OPEC's supply below expected values. Oil 
production in the United States continues to exceed 
previous records and is on pace to break 12 million 
barrels per day in the second quarter of 2019. On an 
annual basis, we expect WTI prices to remain stable 
during the forecast, as increases in domestic oil pro-
duction offset declines in OPEC oil supply. 
 
All’s Fair in Love and Trade 
 
Until recently, the ongoing trade tensions between 
China and the United States were expected to sub-
side, with a deal by late May. However, an agreement 
couldn't be reached. President Trump has since fol-
lowed through on an earlier threat to increase tariffs to 
25 percent on 200 billion dollars' worth of imports from 
China, and China has retaliated with an increase in 
tariffs on 60 billion dollars of U.S. goods.  
 
Both sides are now negotiating to prevent the trade 
deal from collapsing. We consider the risk of an all-out 
trade war with China to have increased significantly in 
recent weeks. Our forecast, however, assumes 
prompt cooling off of recent tensions. 
 
The Usual Suspects  
 
With the longest (albeit partial) federal government 
shutdown in U.S. history behind us, Congress can now 
focus on lifting the debt ceiling and avoiding seques-
tration cuts. The Treasury has until around September 
or October before it runs out of money and is forced to 
default on its obligations. The sequestration caps on 
discretionary funding imposed by the Budget Control 
Act of 2011 are scheduled to be reinstated in October. 
Our forecast assumes a removal of spending caps for 
fiscal 2020 and that the debt ceiling is lifted prior to the 



 
 

deadline, but it will likely take several continuing reso-
lutions before funding for the whole year is in place.  
 
As expenditures outpace revenues, the federal budget 
deficit deteriorates from 4.6 percent of GDP in 2018 to 
5.3 percent in 2020. Rising debt levels lead to a tick up 
in interest payments on government debt from 2.6 per-
cent of GDP in 2018 to 2.8 percent in 2020, a situation 
that would be far more problematic if interest rates 
were to rise more than we have forecast. 
 
The Board of Dovernors 
 
There has been a fairly remarkable shift in the ex-
pected stance of monetary policy over the past few 
months. Short of actually reversing its December 2018 
hike in the federal funds rate, the Federal Reserve has 
done everything it can to signal a more dovish policy 
going forward. For 2020, seven out of seventeen 
FOMC members now see no rate hikes, up from only 
two members at the December 2018 FOMC meeting. 
 
The labor market is showing remarkable strength as 
the current economic expansion approaches a record 
length: in April, nonfarm payroll employment increased 
by 263,000 jobs, and the unemployment rate fell to 3.6 
percent, its lowest level since 1969. However, core in-
flation has shown some worrying signs of weakness in 
recent months. 
 
We expect the Fed to take a wait-and-see approach to 
monetary policy in 2019–2020 and hold the federal 
funds rate essentially flat, as labor markets and infla-
tion send opposing signals. 

The 2019–2020 Outlook 
 
Calendar-year real GDP growth slows to 2.6 percent 
in 2019 and 1.8 percent in 2020, as the fiscal boost 
from lower taxes and higher federal spending wanes. 
 
We expect the pace of light vehicle sales to downshift 
from 17.2 million units in 2018 to 16.8 million units in 
both 2019 and 2020. 
 
While housing market fundamentals look reasonable, 
the slowdown in the broader economy will likely take a 
toll on this sector. The best we can hope for over the 
next two years seems to be lackluster growth. Total 
housing starts retreat by 50,000 in 2019 and then pick 
up by 30,000 in 2020. Existing home sales stay at 4.7 
million units in 2019–2020, on par with 2018 levels. 
 
Employment and Inflation 
 
We expect average monthly private nonfarm payroll 
job gains to moderate over our forecast horizon. They 
decelerate from about 190,000 job additions per 
month in 2019q2 to 116,000 per month at the end of 
2020. The unemployment rate inches down only a bit 
from its current level, falling from 3.6 percent in 
2019q2 to 3.5 percent at the end of 2020. 
 
We expect core inflation to decline from 2.1 percent in 
2018 to 1.8 percent in 2019 and to edge up to 2.0 per-
cent in 2020. Weak energy price inflation lowers the 
all-item CPI inflation rate to 1.6 percent in 2019. As 
energy prices remain mostly flat in 2020, all-item infla-
tion ticks up to 1.8 percent.  


