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The U.S. economy started 2019 on much stronger footing 

than forecasters and market participants had anticipated. 

This can be easily seen if we look back at the sharp deterio-

ration of consensus growth estimates for the first quarter. 

Between the end of 2018 and the release date of first quar-

ter figures for U.S. gross-domestic-product (GDP) expecta-

tions declined from 3.1% to 2.8%. That partly reflected fears 

concerning the negative effects from the longest govern-

ment shutdown in history (35 days). Another factor making 

economic forecasts difficult during this period was the in-

complete data as a direct result of the shutdown. And of 

course, uncertainty over trade negotiations and fears of 

global growth softening further clouded many economist's 

crystal ball. In retrospect the reported 3.2% quarter-over-

quarter annualized GDP growth rate for the first quarter was 

more than comforting. When looking at the details of the 

GDP figures, some mixed feelings remain however. For 

economists the composition, or the growth mix, is as essen-

tial as the headline numbers, if not more. 

Private consumption remained a strong driver of economic 

growth during the first quarter. This is not surprising, given 

the continuing strength in U.S. labor markets. The not so 

good news is, private consumption slowed from the last 

quarter in 2018. Here the government shutdown played a 

role. Government and especially government contract work-

ers, not sure when they would receive their next paycheck, 

naturally held back on purchases. In this episode, house-

holds spent less than usual on more expensive merchan-

dise (durable goods, like cars, for example). Looking ahead, 

the soft patch in consumption is likely to be temporary. Indi-

cators of consumer sentiment, such as the one published by 

the University of Michigan, also suggest somewhat higher 

consumption going forward. Another surprise: net trade 

contributed by far the most to growth in the first quarter. 

That reflected a combination of stagnant imports (due to 

lower spending on durable goods) and a surge in U.S. ex-

ports. A look into recent trade statistics suggests plenty of 

stockpiling by European and Asian importers of U.S. goods, 

perhaps in anticipation of escalating trade tensions. The 

most interesting item was a jump in U.S. business invento-

ries, the second highest contributor to growth during the first 

quarter. Our take on this: U.S. domestic businesses pre-

pared for a trade war escalation as well. It probably also 

reflects producers expectations for higher domestic demand 

later on in 2019. Recent surveys support this view1. While 

e.g. the ISM manufacturing Purchasing Manager Index 

(PMI) followed a clear downward trend through the first four 

months, the new order component remained resilient until 

March. So, looking beyond the headline GDP figure for the 

first quarter, the underlying trend of growth remains moder-

ate but reasonable. One good way to extract a reasonable 

indication of the prevailing momentum in the U.S. economy 

is to take a look at final sales to private domestic purchas-

ers. They are currently quoted at around 2% quarter-on-

quarter annualized – a number which is roughly in line with 

our growth expectations. Looking ahead, inventories must 

be wound down at some point in time. Moreover, the favora-

ble support from net trade is unlikely to repeat itself in the 

short term. So we expect at least some negative payback in 

the following quarters. 

There are also some encouraging trends, though. Strong 

labor-market data for April underpins our picture of a well-

behaved moderation. Besides a strong increase of non-farm 

payrolls and the new cyclical-low unemployment, we were 

delighted to note an upward trend in labor productivity 

growth. And labor markets could improve further. As aptly 

put by one U.S. Federal Reserve (Fed) official, advances in 

technology may have pushed the natural rate of unemploy-

ment lower as job matching may have become more effi-

cient. Also, if sustained, higher productivity may offer some 
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scope for further wage growth. This would support con-

sumption and protect household's balance sheets. Based 

on this we maintain our scenario of moderating, but above 

potential, growth through 2019 and 2020. We still expect 

deceleration not to be excessive nor do we expect a reces-

sion in the next twelve months. Furthermore we welcome 

the fact that such an environment also reduces the long-

term risks to the current expansion, such as high inflation 

and, excessive private leverage. 

However, risks to this outlook remain. The recent escalation 

of trade negotiations with China and the lingering dispute 

with Iran would be the most prominent ones. Until recently, 

we and most observers had hoped for a fairly quick resolu-

tion to the trade dispute between the United States and 

China. The unexpected increase of U.S. tariffs from 10% to 

25% on 200 billion U.S. dollars (USD) of imports from China 

has dashed those hopes. In the usual tit-for-tat manner, 

China retaliated by introducing various tariffs between 10% 

– 25% on 60 billion USD of U.S. exports. The latest move, 

an executive order by President Trump to essentially ban 

trade with Chinese technology companies, increased the 

uncertainty even further. Our assessment of this complex 

situation remains an optimistic one, at least for the time 

being. We expect some verbal moderation in the course of 

2019, most likely followed by a retraction of some of the 

measures. The recent announcement of delaying the deci-

sion on European auto tariffs by the United States and the 

offer of President Trump to meet with China's Xi Jinping 

support this view. One key date to watch will be the G20 

summit in Japan at end of June which both leaders are 

planning to attend. 

Besides our rather optimistic view on the politics of the trade 

war, we have to consider at least some economic implica-

tions. As we know from the first round of tariffs, the initial 

fallout will be visible in higher U.S. import prices for the af-

fected goods, which in turn impacts producer prices and 

eventually consumer prices. Our calculations suggest that 

the impact on consumer prices in the current situation is 

moderate and somewhat transitory. This is the good news. 

Of course this assessment changes if the situation esca-

lates further. Introducing 25% tariffs on the remaining ~300 

billion USD of imports would hit the consumer directly. The 

reason is, that current tariffs mainly target intermediate 

goods while the next round would hit mainly consumer 

goods. While it is relatively easy for economists to estimate 

the direct consequence of higher tariffs, a complete trade 

ban for a sector is a much tougher assessment. Complex 

supply chains are not observable from the outside and so it 

is not straight forward to model the impact of disrupting 

them. It remains to be seen what net-effects will show up. 

Transitory seems to be the word of the hour, not least 

among Fed officials in recent comments. They mostly used 

it in the context of weak inflation figures, including the disap-

pointing March ones for the core Personal Consumption 

Expenditure Price Index (PCE) – the Fed's preferred meas-

ure of inflation. Prices increased only very modestly at 1.6% 

year-on-year in March, relatively far below the Fed's 2% 

target. So a rather dovish statement following May's Federal 

Open Market Committee (FOMC) meeting was widely ex-

pected. And, at least from the statement, markets got what 

they had been looking for. In the press conference however, 

Chair Powell was more upbeat than expected. His wording 

was in the neutral camp and he seemed convinced that 

observed weakness in inflation would be transitory. Further 

he stated that the Fed remains committed to the symmetric 

2% inflation target and that "insurance" rate cuts because of 

low inflation would not be on the cards. In general, the 

FOMC also judged labor markets as strong and financial 

conditions as favorable. In light of their economic assess-

ment, the overall policy stance was, again, seen as appro-

priate and the "wait-and-see" approach was reiterated. So 

nothing new here.  

What has changed since the last FOMC meeting is, of 

course, the recent escalation in trade negotiations. Back at 

the time of the meeting, Powell mentioned reports of pro-

gress in trade talks. We now expect the Fed to alter their 

assessment towards a more cautious tone. And they are 

already preparing. Summing up recent Fed talk, current 

tariff measures would only have a minor effect on growth 

while boosting inflation only a few tenths in the coming 

months. A prolonged episode or even an escalation could 

have significant effects, though. Besides this, Fed talk was 

concentrated on the review of the monetary-policy frame-

work. Here Richard H. Clarida, Vice Chair of the Board of 

Governors of the Fed, caught our attention, stressing the 

role of inflation expectations for optimal policy setting. Up 

until now, the various measures of inflation expectations 

remain well anchored and imply, if used to derive an esti-

mate of optimal policy, a fairly neutral to slightly accommo-

dative current policy stance. 

We expect the Fed, despite the increased political risks and 

the economic implications of those risks, to maintain a neu-

tral stance in the next quarters. Indeed, weakness in core 

PCE seems to be transitory. The latest readings of the con-

sumer price index (CPI) and producer prices suggest as 

much. Furthermore, we believe the effect from tariffs, in the 

absence of further escalation, should bring back inflation 

towards target a bit quicker than had previously been antici-

pated. Also recall the symmetric nature of the Fed inflation 

target. If you read between the lines on the discussion on 

the policy framework, the Fed appears most likely to toler-

ate a modest overshoot of their 2% target – just as they 

have previously tolerated below target inflation. 

All said, we believe there is no reason for euphoria nor for 

being overly concerned, at least from an economic point of 

view. The economy remains on a fairly balanced, but mod-

erating, path. Looking ahead, it's all about politics and how 

markets react on the news flow. So an escalation of the 

trade war would directly impact financial conditions, fol-

lowed by a more severe fall-out for the U.S. economy. As of 

now financial conditions remain favorable, but that can 

change quickly. Just recall what happened during the last 

quarter of 2018, when markets tumbled and fears of an im-

mediate recession increased. Based on the current eco-

nomic data, we do not expect a repeat, for the time being. 
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GLOSSARY 

Accommodative 

The aim of an accommodative monetary policy is to support the 

economy by means of monetary expansion. 

Balance sheet 

A balance sheet summarizes a company's assets, liabilities and 

shareholder equity. 

Consensus forecasts 

Expresses the average of a range of forecasts from different ana-

lysts or brokers on a given data point. 

Consumer price index (CPI) 

The consumer price index (CPI) measures the price inflation as a 

percentage, year over year, of a basket of products and services 

that is based on the typical consumption of a private household. 

Dove 

Doves are in favor of an expansive monetary policy. 

Durable goods 

Durable goods are long-lasting and do not have to be purchased 

frequently. 

Federal Open Market Committee (FOMC) 

The Federal Open Market Committee (FOMC) is the committee that 

oversees the open-market operations (purchases and sales of se-

curities that are intended to steer interest rates and market liquidity) 

of the U.S. Federal Reserve. 

G20 

The Group of 20 are the largest industrialized and emerging econo-

mies in the world. 

Gross domestic product (GDP) 

The gross domestic product (GDP) is the monetary value of all the 

finished goods and services produced within a country's borders in 

a specific time period. 

Inflation 

Inflation is the rate at which the general level of prices for 

goods and services is rising and, subsequently, purchasing power 

is falling. 

ISM Purchasing Managers Index  

The ISM Purchasing Manager Index, published by the Institute for 

Supply Management, measures economic activity by assessing the 

sentiment among purchasing managers. It is an important indicator 

of the economic health. 

Leverage 

Leverage attempts to boost gains when investing through the 

use of borrowing to purchase assets. 

Monetary policy 

Monetary policy focuses on controlling the supply of money 

with the ulterior motive of price stability, reducing unemployment, 

boosting growth, etc. (depending on the central bank's mandate). 

Personal consumption expenditure (PCE) Index 

The personal consumption expenditure (PCE) measure is the com-

ponent statistic for consumption in gross domestic product (GDP) 

collected by the United States Bureau of Economic Analysis (BEA). 

  

Purchasing Managers Index (PMI) 

The Purchasing Managers Index (PMI) is an indicator of the eco-

nomic health of the manufacturing sector in a specific country or 

region. 

Recession  

A recession is, technically, when an economy contracts for two 

successive quarters but is often used in a looser way to indicate 

declining output. 

U.S. dollar (USD) 

The U.S. dollar (USD) is the official currency of the United States 

and its overseas territories. 

U.S. Federal Reserve (Fed) 

The U.S. Federal Reserve, often referred to as "the Fed," is the 

central bank of the United States. 
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