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• Overview

• How have our forecasts changed?

• Trade tensions to weigh on consumer and business optimism

• Global growth surprised to upside in H1; will moderate in H2

• U.S. jobs top expectations; job openings outnumber unemployed

• Inflation (expectations) and the Fed

• EA Scenarios
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CONSUMER SPENDING SUPPORTED GROWTH IN Q2, BUT WILL THIS CONTINUE INTO Q3 AS TRADE TENSIONS 
WITH CHINA CONTINUE TO ESCALATE? 
• The first half of 2019 was stronger than expected, with quarterly growth averaging 2.6%. The Q2 figure (2.1%), while down from Q1 (3.1%), 

was better than expected, realizing a strong rebound in consumer spending (4.3%) that was supported by strong auto sales. Consumer 
spending offset declines in stockbuilding, fixed investment (residential and non-residential) and exports, reflecting ongoing trade tensions.

• Consumer spending led GDP growth in Q2. However, the sustainability of consumer spending will depend on how the ongoing US-China
trade talks playout. An additional 10% tariffs on $300 billion of Chinese exports mostly on consumer goods is scheduled to go into effect in 
Q4. Taxes on those products could hurt consumer spending as U.S. consumers generally shoulder most of cost in the form of higher prices 
for those products.

• Job gains have moderated in recent months, while the unemployment rate remains the lowest in nearly two generations. Wage growth
reached 3.2% in June- consistent with a tightening labor market. With job openings exceeding the number of unemployed in June, wages will 
likely continue to gain as employment growth slows, and businesses find it harder to hire from a shrinking talent pool.

OUTLOOK FOR 2019 STILL HEALTHY; AN EXTENDED PERIOD OF LOW BUT POSITIVE ECONOMIC GROWTH 
• Despite the better-than-expected GDP headline number, some data continue to reflect uncertainty and mixed signals from the economy. 

This, alongside weakness in APAC and EMEA, bolsters the case for the Fed to potentially reduce interest rates one additional time in 2019. 
Subdued economic growth will be associated with low inflation/inflation expectations, and an extended period of low interest rates.

• Softening economic growth in 2019 is easing capacity constraints, taking away the rationale for higher interest rates in 2019/20 and a 
sharper economic slowdown in 2020. The Fed’s recent interest rate cut also should further support economic growth. This loosening of 
monetary policy underpins expectations that although growth is slowing, the U.S. expansion will continue for the near term. 

• We now anticipate an extended period of low but positive economic growth preceding a pick-up in H2 2021. We still expect some shrinkage 
in employment during 2021, as the economy slows, but less than we had previously. 

2019 GROWTH WILL MODERATE AS TRADE TENSIONS WEIGHTS ON SENTIMENT
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HIGHER NEAR-TERM GROWTH IN OUR UPDATED Q2 2019 FORECASTS

Source: CBRE Econometric Advisors, Q2 2019; Moody’s

EXTENDED PERIOD OF LOW BUT POSITIVE GROWTH BEFORE A PICK-UP IN H2 2021

• Softening economic growth in 2019 is easing capacity constraints and eroding the 
rationale for higher interest rates in 2019/20 and a sharper economic  slowdown in 
2020.

• We now anticipate an extended period of subdued but positive economic growth before 
a pick-up in H2 2021.

• Subdued economic growth will be associated with low inflation and inflation 
expectations, and an extended period of low interest rates. The yield on U.S. 
Treasurys—currently around 1.6%—is now forecast to remain below 2.0% until H2 
2021. 

• Trade tensions with China threaten to lower already weak business sentiment, with 
consumers (especially U.S. consumers) likely to get caught in the crossfire as both 
countries target consumer-facing goods.

• Growth might pick up sooner if existing trade disputes can be settled and no new ones 
arise.

• Furthermore, lower growth is expected as the effects of the fiscal boost fade. 
Government constraints on any additional spending would be a drag on growth. 

• The Fed’s recent pivot toward an accommodative stance and inflation-dependent 
monetary policy means that we now expect either one or two rate cuts in 2019.
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Source: FRED Economic Data – St. Louis Fed; CBRE Econometric Advisors, Q2 2019

Q2 GDP GROWTH TOPPED EXPECTATIONS AGAIN…

• The first half of 2019 was stronger than expected, with quarterly growth averaging 2.6%. The Q2 figure (2.1%) was down from Q1 (3.1%) but was better than expected, realizing a strong rebound in consumer spending (4.3%) 

• Consumer spending was supported by strong auto sales, but offset by declines in stockbuilding, fixed investment (residential and non-residential) and exports, reflecting ongoing trade tensions. Although recently improved economic 
momentum will support GDP growth in the coming quarters, we still expect the economy to slow relative to 2018.  Moreover, it remains to be seen whether the rebound in consumer optimism and spending will continue, given the 
ratcheting up of trade tensions between the U.S. and China.
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CONSUMER SENTIMENT REMAINS NEAR PEAK WHILE BUSINESS OPTIMISM WEAKENS

Source: FRED Economic Data – St. Louis Fed; OECD; University of Michigan; Moody’s; CBRE Econometric Advisors, Q2 2019

CREDIT GROWTH CONTINUES TO SOFTEN

• After a notable deterioration in January, U.S. consumer sentiment rebounded sharply 
through Q2. The end of the partial government shutdown and a fundamental 
reaction to the Fed’s more accommodative approach to monetary policy were 
largely responsible.

• Credit data, however, suggest that despite solid job growth and a pick-up in wages, 
consumer loans (auto and credit card) have been gradually slowing since much 
before the stock markets turned volatile and before the government shutdown. As 
we’ve noted, trade wars with tit-for-tat tariffs between the U.S. and China, mean the 
longevity of consumer sentiment’s rebound is in question. 

• With tariffs on $200 billion of imports from China having risen from 10% to 25%, 
retail stocks have seen some of the steepest drops, due in part to the announced next 
round of tariffs—an additional 10% on $300 billion in mostly consumer goods. 
Taxes on these products could hurt consumer spending as U.S. consumers generally 
shoulder most of cost in the form of higher prices for those products.

• There has also been broad-based deterioration in the OECD’s business confidence 
and leading indicator indices for the U.S. economy, owing to the uncertainties 
created by escalating trade tension stock market volatility. Higher U.S. tariffs on 
Chinese goods will become a headwind for corporate earnings as firms struggle to 
offset the negative effect on their margins. Overall, we can expect slower and lower 
capex spends from firms.
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LEADING ECONOMIC INDICATORS POINT TOWARDS SOFTENING GROWTH…

Source: U.S. Congressional Budget Office (CBO); CBRE Econometric Advisors, Q2 2019

…Employment Growth is expected to also slow

• The Leading Economic Indicator (LEI) series from the Conference Board has gone negative for the first time since last December. The indicator suggests that growth is likely to remain slow in the second half of 2019.  The decline was 
primarily driven by weaknesses in new orders for manufacturing, housing permits, and unemployment insurance claims. The yield spread also made a small negative contribution.

• The 3-month average change in non-farm employment has been around 150,000 jobs for the past 4 months, which is significantly lower than the 220,000 jobs averaged monthly in 2018.  This low level of growth is expected to 
continue throughout 2019 and then decline more in 2020.

• If the LEI dips further negative, we may expect a contraction in employment sooner than our current baseline outlook.
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SHORT-TERM REAL INTEREST RATES REMAIN IN POSITIVE TERRITORY 

Source: FRED Economic Data – St. Louis Fed; CBRE Econometric Advisors, Q2 2019

FINANCIAL CONDITIONS TIGHTEN AND 10-YEAR TREASURY SHRINKS AS TRADE TENSIONS CONTINUE

• With Core CPI holding steady near 2%, short-term real interest rates have turned positive as nominal rates have climbed past Core CPI. Looking at Headline CPI—or the Fed’s preferred gauge, Core PCE—the increase in short-term real 
rates becomes even more stark. While this is good news for savers investing in short-term securities and helps explain why Americans’ confidence in their own finances are at a high, higher real rates will mean higher real costs of 
borrowing with short- to medium-duration consumer loans (auto, credit card)—which have already been declining (as noted).

• Although short-term rates have climbed, financial conditions eased through much of H1, partly due to rebound in the equity markets, probably triggered by developments in the U.S.-China trade situation and the Fed’s softer stance. 

• Any further trade setback could lead to tightening financial conditions, however—especially for corporates in consumer goods, as higher tariffs could erode corporate margins. The Aug 2019 escalation saw another selloff in equities.
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JOB GAINS CONTINUE TO TOP EXPECTATIONS; JOB OPENINGS EXCEED NUMBER OF UNEMPLOYED

Source: U.S. Bureau of Labor Statistics, CBRE Econometric Advisors, Q2 2019

JOB GAINS TO MODERATE IN 2019 AS AVAILABLE LABOR POOL SHRINKS

• With the U.S. economy having added a moderate number 
of jobs in the past 3 months—140,000 on average—
we do not expect a recession in the back half of 2019. 
Unemployment fell to its lowest rate since 1969, as labor 
force participation shrank slightly, while wages climbed 
3.2% over the year.

• The gain in wages is consistent with a tightening labor 
market and represents a significant improvement over 
earlier periods of the expansion, it is still not historically 
commensurate with the current level of unemployment. 

• Despite job openings of 7.35 million in June—roughly 
1.3 per unemployed person, yet another indication of the 
job market running tight—wages have been slow to 
respond. This is because the falling unemployment rate 
has likely created sectoral labor shortages, and not 
necessarily an economy-wide one. 

• Additional job growth will likely be tempered, given that 
the economy is operating at near-full capacity, an aging 
population is shrinking the available labor pool and 
productivity growth is low by historical standards. 
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FED’S PREFERRED MEASURE OF UNDERLYING INFLATION STILL WELL BELOW 2%

Source: U.S. Bureau of Labor Statistics; U.S. Energy Information Administration; CBRE Econometric Advisors, Q2 2019

ONE HIKE ALREADY, ANOTHER EXPECTED; HIGHER TARIFFS COULD LEAD TO TRANSITORY INFLATIONARY PRESSURES

• Consumer prices were up just 1.6% in June, as increases in shelter, apparel, and used cars 
and trucks more than offset decline in energy. Core CPI (energy and food components 
excluded) grew a touch faster, at 2.1%. The Fed’s preferred gauge of inflation, the core 
personal consumption expenditures price index (Core PCE), grew by just 1.6%—well 
below the Fed’s target level of 2%. Goods inflation has again stayed soft after its January 
peak, due to price declines in retail goods and used cars. 

• For retail goods, the lagged effects of a stronger U.S. dollar are likely mitigating the 
inflationary impact of the September 2018 tariff hikes on Chinese imports. However, with 
consumer goods targeted in the Aug. 1 tariff increase on the remaining $300 billion in 
Chinese goods, the Core PCE index will likely start to tick up—consumer products make up 
roughly 60% of the remaining tranche.

• The latest inflation points and the escalation in trade tensions have prompted a course 
correction in the Fed’s monetary policy in 2019, from a restricting stance to an 
accommodative one; the market now expects the Fed to reduce short-term rates one or two 
times in 2019 to hedge against downside risks to the economy. Even though tariffs could 
raise prices, it would only have a temporary impact on inflation, while also deepening the 
global economic slowdown and leading to negative spillovers on the U.S. economy.

• Subdued economic growth will be associated with low inflation/inflation expectations and 
an extended period of low interest rates. The yield on U.S. Treasurys, currently around 
1.6%, is now forecast to remain below 2.0% until H2 2021. 

(1)

0

1

2

3

4

Jun-07 Jun-08 Jun-09 Jun-10 Jun-11 Jun-12 Jun-13 Jun-14 Jun-15 Jun-16 Jun-17 Jun-18 Jun-19

% YoY

CPI - Goods CPI - Services

(30)

(10)

10

30

(2)

(1)

0

1

2

3

Jun-12 Jun-13 Jun-14 Jun-15 Jun-16 Jun-17 Jun-18 Jun-19

% YoY% YoY

CPI (L)
CPI-Core (L)
Core-PCE (L)
US Gasoline Prices (R)



11 Q2 2019 |  MACRO OUTLOOK AND SCENARIOSCBRE ECONOMETRIC ADVISORS

STRONGER DOLLAR ALSO DAMPENING INFLATION

Source: FRED Economic Data – St. Louis Fed; CBRE Econometric Advisors, Q2 2019

INFLATION EXPECTATIONS SLIDE DESPITE THE FED’S NEUTRAL-TO-DOVISH MONETARY POLICY

• With the U.S. 10-Year Treasury running 210-250 basis points above its German, French and Japanese counterparts, and U.S. growth also significantly stronger than its peers, the trade-weighted U.S. dollar has strengthened by nearly 
8% over the past year and a half, making foreign goods cheaper for American consumers. However, the strengthening U.S. dollar likely also dampened U.S. inflation, particularly for retail goods.

• The 10- and 5-year breakeven inflation rates—proxies for medium- and long-term inflation expectations—continued to slip in August and could likely be evidence that households and businesses are losing faith in the Fed’s ability to 
deliver on its inflation goal. The lower expectations come despite the fact that Fed cut interest rates and have adopted a more dovish tone with regard to future rate cuts.
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STIMULATIVE FISCAL POLICY AND DOVISH TONE IN MONETARY POLICY AT A TIME WHEN…

Source: U.S. Congressional Budget Office (CBO); CBRE Econometric Advisors, Q2 2019

…THE OUTPUT GAP IS RUNNING POSITIVE, YIELD CURVE IS INVERTED

• The economy is in its 10th year of expansion, and the labor market is near full employment; meanwhile, worryingly, the debt-to-GDP ratio had risen to a little over 105% in 2017, up from around 60% in 2008.

• The output gap is also running positive for five consecutive quarters, now. So it remains to be seen whether expansionary fiscal policy, a more accommodative monetary policy, a modest uptick in wages, and a strong job market give rise 
to inflationary pressures. As the labor market tightens, a further uptick in wages and a corresponding increase in consumer spending could fan inflationary pressure, though the recent slippage in medium- and long-term inflation 
expectations, and the steep decline in the U.S. 10-Year might suggest otherwise.

• If the yield curve continues its inversion, the positive output gap could close just as quickly as financial conditions tighten.
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EA Scenarios
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BASELINE SCENARIO

Source: U.S. Congressional Budget Office (CBO); CBRE Econometric Advisors, Q2 2019

• We now anticipate an extended period of low but positive economic growth preceding a pick-up in H2 2021. We still expect some shrinkage in employment during 2021, as the economy slows, but less than we had previously. Our GDP 
growth forecast for the U.S. for 2019 is slightly higher than our previous forecasts. Growth will be more moderate this year than it was in 2018, but still reasonable. 

• We expect the modest gains in wages and the recent rebound in consumer sentiment and expenditure to drive growth in 2019. However, the escalation of trade wars with tit-for-tat tariffs between the US and China could disrupt the 
consumer sector as both countries target consumer-facing goods. While we do believe a trade deal will likely be negotiated as the US and China will aim to avoid collateral damage to consumer, it will likely be a long drawn-out process.

• The drop in the 10-year Treasury (more than 150 bps since November)- reflects even deeper worries about U.S./China trade tensions, a hard Brexit and the deepening trade conflict between Japan and South Korea. Downside risks to 
growth and tempered inflation have caused the Fed to reverse course since late 2018 from a restrictive to an accommodative stance. The Fed has made one reduction in short-term rates and may provide one more cut this year. We now 
expect a period of low but positive growth, with a low chance of a interest rate-led recession over the period. 

• We anticipate some shrinkage in employment in 2021 (roughly 300 thousand jobs) as the economy slows further. This  continued slowing causes the Fed to lower interest rates further and the ten-year hovers around 1.7 to 2.0% over 
the next couple years. Inflation also declines with the slowing economy.

CBRE EA BASELINE FORECAST

2017 2018 2019 2020 2021 2022 2023

GDP, % 2.2 2.9 2.3 1.5 1.5 2.3 2.6
Emp, mil. 1.6 1.7 1.5 0.4 -0.2 0.2 1.0
CPI, % 2.1 2.4 1.7 1.8 1.6 1.7 2.0
10-yr Treasury, % 2.4 3.0 1.7 1.9 2.0 2.3 2.7

Note: Figures are average annual change—except the 10-year, which is Q4 % yield.
Source: BEA, BLS, Federal Reserve, CBRE Econometric Advisors, Q2 2019.
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UPSIDE SCENARIO

Source: U.S. Congressional Budget Office (CBO); CBRE Econometric Advisors, Q2 2019

• This scenario assumes that the fiscal boost from President Trump’s tax plan lasts a little longer than under the baseline scenario, thereby keeping consumer spending stronger for longer. The infrastructure spending program leads to 
stronger productivity, while capital repatriation leads to an increase in business investment and a growing economy that adds to the labor force participation rate. This scenario also assumes that the US and China reach a trade more 
swiftly than under the baseline, which results in an immediate removal of existing tariffs, and therefore stronger consumer and business optimism.

• We have, however, again revised down our 2019 forecast from 3.0% last quarter to 2.5% over concerns over slower global growth in 2019. However, under this scenario, the global growth slowdown has less of an impact than it does 
under the baseline scenario. Growth in 2022 has been revised up from 3.0% last quarter to 3.2%.

• While these factors lead to a long expansionary cycle, the economy will see stronger inflation, causing the Fed to reverse course and begin to tighten monetary policy. Tighter financial and credit conditions will cause short slowing of 
employment growth in 2021  followed by a return moderate expansion.

CBRE EA UPSIDE FORECAST

2017 2018 2019 2020 2021 2022 2023

GDP, % 2.2 2.9 2.5 2.3 2.5 3.2 2.6
Emp, mil. 1.6 1.7 1.5 0.8 0.6 1.1 1.5
CPI, % 2.1 2.4 1.7 1.9 1.9 2.2 2.4
10-yr Treasury, % 2.4 3.0 1.7 2.2 2.5 3.0 3.2

Note: Figures are average annual change—except the 10-year, which is Q4 % yield.
Source: BEA, BLS, Federal Reserve, CBRE Econometric Advisors, Q2 2019.
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DOWNSIDE SCENARIO

Source: U.S. Congressional Budget Office (CBO); CBRE Econometric Advisors, Q2 2019

• While our baseline assumes that the government’s stimulative fiscal policies will produce strong growth multipliers, our downside scenario assumes that these do not come to fruition, are watered-down or misguided. As a result, the 
economy starts to see a slowdown in starting 2020 as the one-effects of a fiscal stimulus fade. Year-over-year growth in employment eventually turns negative between Q3 2020 and Q4 2022, while, inflation also falls well below the 
Fed’s target. 

• Economic research suggests that fiscal multipliers—the bang for the buck of government spending and tax cuts—are much lower when the economy is running near full capacity, as it is today. This implies that the stimulus may not be 
that stimulative at all, meaning the economy would get higher inflation and interest rates without the benefit of stronger growth. The downside scenario is the extreme version of this, accompanied by other downside policies such as a 
trade war, large-scale deportations, and otherwise anti-growth legislation.

• A realistic downside scenario more closely resembles the dot-com bust than the Great Recession, in terms of overall damage to the economy. We expect a total of 2.8 million net job losses over 2020 and 2021, before a cyclical recovery 
takes hold. The Fed’s aggressive response—along with foreign capital flows into the U.S.—would likely keep the 10-year yield well below 2% until 2023.

CBRE EA DOWNSIDE FORECAST

2017 2018 2019 2020 2021 2022 2023

GDP, % 2.2 2.9 2.2 0.7 0.5 1.4 2.5
Emp, mil. 1.6 1.7 1.4 0.1 -0.9 -0.7 0.4
CPI, % 2.1 2.4 1.7 1.6 1.2 1.2 1.5
10-yr Treasury, % 2.4 3.0 1.7 1.6 1.5 1.5 2.1

Note: Figures are average annual change—except the 10-year, which is Q4 % yield.
Source: BEA, BLS, Federal Reserve, CBRE Econometric Advisors, Q2 2019.
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SEVERE DOWNSIDE SCENARIO

Source: U.S. Congressional Budget Office (CBO); CBRE Econometric Advisors, Q2 2019

• Our Severe Downside scenario is meant as a proxy for the Federal Reserve’s Severely Adverse supervisory scenario under its Comprehensive Capital Analysis and Review (CCAR) program. CCAR is meant to evaluate the capital planning 
processes and capital adequacy of U.S. banks under stressful macroeconomic scenarios. This scenario is generated by overriding EA’s baseline GDP with the Fed’s forecasts for GDP under their Severely Adverse scenario, which is then fed 
through to the other variables our macroeconomic model. As with the Upside and Downside scenarios, the overrides are to GDP levels, rather than growth rates. The estimates for the Fed’s Severely Adverse scenario are released annually 
in February and can be found here.

• The scenario’s supposed recession occurs immediately and wipes close to 11 million jobs between 2019 and 2020. Although the Fed is quiet on what might cause such a severe recession, we can safely assume that financial markets 
would suffer some sort of systemic failure, likely leading to government intervention. The Federal Reserve does not discuss a hypothetical reaction in terms of monetary policy either, but history tells us it would use everything in its 
toolbox to stop the bleeding. This could mean the re-introduction of quantitative easing, or even the introduction of negative interest rates. The severe downside scenario has an extremely low probability, but it offers a useful guide to 
capital planning under the direct macroeconomic situations.

CBRE EA SEVERE DOWNSIDE FORECAST

2017 2018 2019 2020 2021 2022 2023

GDP, % 2.2 2.9 -0.8 -5.1 1.7 4.4 3.7
Emp, mil. 1.6 1.7 0.7 -4.7 -4.1 -0.1 1.7
CPI, % 2.1 2.4 -0.7 -3.6 0.9 3.3 2.6
10-yr Treasury, % 2.4 3.0 1.3 1.2 1.1 1.3 1.8

Note: Figures are average annual change—except the 10-year, which is Q4 % yield.
Source: BEA, BLS, Federal Reserve, CBRE Econometric Advisors, Q2 2019.

https://www.cbre-ea.com/publications/deconstructing-cre-post/deconstructing-cre/2019/01/31/u.s.-macro-model-briefing-note
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20190213a1.pdf
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