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Every good story needs a hero. In this economic out-

look, we take a closer look at the U.S. consumer. The 

latest release of economic-growth data for the United 

States sets the stage for a strong comeback of one of 

the last real heroes of the global economy: the U.S. 

consumer. Like the Marvel comic star Odin, he is 

back after two quarters of Odinsleep
1
. In times of po-

litical uncertainties, trade wars, weakening global 

growth and inverted-yield curves
2
 one of the main 

points of concern should be: for how long can the 

U.S. consumer remain the champion? 

In the second quarter of 2019 consumption alone con-

tributed almost three percentage points to a headline 

gross-domestic-product (GDP) growth of 2.1%.
3
 This 

offsets decreasing exports and unwinding inventories, 

obviously a direct effect from global trade wars, which 

contributed negatively toward GDP. Meanwhile, labor 

markets remain solid and the keen observer could 

spot a slight pick-up in wage pressures. This is the 

framing the U.S. Federal Reserve (Fed) used to de-

scribe their "favorable" outlook on the economy in the 

July Federal-Open-Market-Committee (FOMC) meet-

ing. However, inflation overall remains subdued and 

various uncertainties from the trade war, as well as 

weaker global growth, called for some monetary sup-

port. Consequently, the Fed lowered the federal-funds 

target range to 2% to 2.25 %. This was labelled as an 

"insurance cut" or a mid-cycle adjustment, which left 

markets, and others, seemingly disappointed. The 

Fed not only pushed back against various calls for 

more stimulus in July, but also pointed to another 

round of data dependency. When another 10% tariffs 

on remaining imports from China were then an-

nounced, markets tumbled. Many of the affected Chi-

nese imports are consumer goods – and fears 

emerged that the last guardian of U.S. growth would 

disappear. In a quick response to the market reaction, 

decisions-makers in Washington announced that 

some of the tariffs on consumer-sensible products will 

get delayed until mid-December. Disappointing data 

from China and Germany, however, turned sentiment 

back into crisis mode as the spread between 2- and 

10-year U.S. Treasuries went slightly negative. Histor-

ically, this has been a strong sign for an upcoming 

recession in the following 9 to 18 months. While 

cause and effect of this metric are heavily debated, 

the true relationship is not fully understood. One could 

compare the current situation to 1998
4
, when the Fed 

lowered rates three times to protect the economy just 

to reenter hawkish territory shortly afterwards. This 

does not imply that we do not take the signal serious-

ly, but the fact that we do not observe increased im-

balances in the real economy corroborates our view 

that things might not get fundamentally worse, at least 

for a while. 

What remains is a period of volatile markets and the 

question if and how this could affect the U.S. consum-

er? U.S. consumers historically allocate retirement 

savings more toward risky assets when compared to 

other economies; volatility and lower asset prices 

should have an enlarged impact on consumption, the 

reasoning goes. However, Fed research indicates that 
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1If Odin loses his powers before the year is up or has an injury, he is forced to enter the Odinsleep early to heal.  
2An inverted yield curve is a situation in which longer dated government securities trade at lower yields than short term papers, usually the focus is on the 2-

year vs. 10-year maturity. 
3Growth is usually reported as quarter-over-quarter annualized percentage change. Contribution of all components to growth add up to the headline GDP num-

ber. It implies that some components can be negative. 
4In 1998 the Fed lowered rates from 5.5% to 4.75% to insure the economy against a potential fallout from the struggling Long-Term Capital Management.  
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this might have changed in past years. A recent Fed 

model
5
 shows that roughly 65 cents of one additional 

dollar of wages
6
 and 3.5 cents of one additional dollar 

of net wealth are going into consumption, keeping in 

mind that household's wealth is roughly seven times 

the level of aggregated income. Surprisingly, this rela-

tionship broke down
7
 somewhere around 2012 – just 

as net wealth of households started to recover from 

the Great Recession. Households seemed less sensi-

tive to changes in their net wealth than the model 

would have suggested. People also now consume 

less out of wages as they have been used to. Per-

haps consumers still assign a higher probability to a 

potential job loss than they did before the crisis.
8
 Im-

plication for our analysis would be, that household 

consumption seems to be more resilient toward risky 

asset volatility and more sensitive to wage develop-

ments and expectations about the job-market situa-

tion. Certainly the stock-market fragility of 2015 and 

2016 curbed consumption while the combination of 

income losses and spinning markets during the last 

government shutdown finally depressed spending. 

So will the story have a happy ending, in which the 

U.S. consumer remains the superhero? We think so 

as long as labor markets remain solid. As of now, the 

trade war is primarily a threat to the manufacturing 

sector, not the service sector where most people earn 

their money. The next test for the wellbeing of the 

consumer may be in mid-December, when an-

nounced tariffs will eventually be enacted. Until then 

the Fed might put more attention on consumer's ex-

pectations about labor markets and the economy, 

than on market volatility or financial conditions. While 

consumers seem to remain resilient at the moment, 

markets obviously remain unsettled – which hopefully 

is not going to be a self-fulfilling prophecy. We contin-

ue to believe in our superhero, the U.S. consumer. 

5Source: https://www.federalreserve.gov/econres/notes/feds-notes/what-is-holding-back-household-spending-20180308.htm as of 8/16/19 
6and proprietor's income 
7The authors of the study calibrate their model with quarterly data from 1960 to 2007. 
8As measured by the University of Michigan Consumer Survey – Source: http://www.sca.isr.umich.edu/ as of 8/16/19  

* PCE Price Index 

GLOSSARY 

  Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 

GDP (% qoq, annualized) 2.5 3.5 2.9 1.1 3.1 2.1 1.8 2.0 2.0 2.2 

Core inflation (% yoy)* 1.9 1.9 1.9 1.9 1.5 1.6 1.7 1.9 1.9 1.9 

Headline inflation (% yoy)* 2.1 2.4 2.0 1.8 1.4 1.4 1.4 1.6 1.7 1.8 

Unemployment rate (%) 4.0 4.0 3.8 3.8 3.9 3.6 3.6 3.6 3.7 3.7 

Fiscal balance (% of GDP) -3.5 -3.6 -4.0 -4.1 -4.3 -4.4 -4.4 -4.5 -4.7 -4.6 

2018 2019 2020 

OVERVIEW: KEY ECONOMIC INDICATORS 

Federal funds rate 

The federal funds rate is the interest rate, set by the Fed, at which 

banks lend money to each other, usually on an overnight basis. 

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. 

Great Recession 

The Great Recession refers to the prolonged economic downturn in 

much of the world after the financial crisis of 2007-08. 

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. 

Hawk 

Hawks are in favor of a restrictive monetary policy. 

Inflation 

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

goods and services is rising and, subsequently, purchasing power 

is falling. 

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. 

Treasuries 

Treasuries are fixed-interest U.S. government debt securities with 

different maturities: Treasury bills (1 year maximum), Treasury 

notes (2 to 10 years), Treasury bonds (20 to 30 years) and Treas-

ury Inflation Protected Securities (TIPS) (5, 10 and 30 years). 

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. 

Volatility 

Volatility is the degree of variation of a trading-price series over 

time. It can be used as a measure of an asset's risk. 
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IMPORTANT INFORMATION: EMEA 

The following document  is intended as marketing communication. 

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be 

provided DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, of-

fering materials or other documentation relevant to such products or services. 

The information contained in this document does not constitute investment advice. 

All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice. 

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical 

performance analysis, therefore actual results may vary, perhaps materially, from the results contained here. 

Past performance, [actual or simulated], is not a reliable indication of future performance. 

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This market-

ing communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading 

prior to the publication of financial analyses. 

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and 

publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited 

in the USA as well as to or for the account of US persons and persons residing in the USA.  
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IMPORTANT INFORMATION: UK 

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Au-

thority (Registration number 429806). 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS 

brand are specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH 

& Co. KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and 

on the following basis. 

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for 

your specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase 

or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information 

contained herein. It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a 

transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, 

whether the investments and strategies described or provided by DWS, are suitability and appropriate, in light of their particular investment 

needs, objectives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to chang-

es in our views. 

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 

completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this 

document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 

forth herein, changes or subsequently becomes inaccurate. 

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 

the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. 

The relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with 

respect to any tax implications on the investment suggested. 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 

projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s 

judgment as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses 

and changes thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 

actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 

reasonableness or completeness of such forward looking statements or to any other financial information contained in this document. 

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS. 
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IMPORTANT INFORMATION – APAC 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS 

brand are specified in the respective contracts, sales materials and other product information documents.  DWS Group GmbH & Co. KGaA, 

its affiliated companies and its officers and employees (collectively “DWS Group”) are communicating this document in good faith and on the 

following basis.  

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 

investments and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives 

and financial circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, rec-

ommendation or solicitation to conclude a transaction and should not be treated as giving investment advice. 

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering invest-

ments and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified. 

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income 

and principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any 

point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of 

any investment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. 

When making an investment decision, you should rely on the final documentation relating to the transaction and not the summary contained 

herein. Past performance is no guarantee of current or future performance. Nothing contained herein shall constitute any representation or 

warranty as to future performance. 

Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, com-

pleteness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without 

notice and involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of 

America Merrill Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group or persons associated with it 

may (i) maintain a long or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a 

market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation. 

The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. There-

fore, laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions 

expressed by other DWS Group departments including research departments. This document may contain forward looking statements. 

Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical perfor-

mance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking 

statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or addi-

tional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results 

contained herein. No representation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking 

statements or to any other financial information contained herein. 

This document may not be reproduced or circulated without DWS Group’s written authority. The manner of circulation and distribution of this 

document may be restricted by law or regulation in certain countries, including the United States. 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 

locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-

trary to law or regulation or which would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently 

met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, 

such restrictions. 

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation 

(”FDIC“) or any other governmental entity, and are not guaranteed by or obligations of DWS Group. 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 

the Securities and Futures Commission. 

© 2019 DWS Investments Hong Kong Limited 

In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by 

the Monetary Authority of Singapore. 
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