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After at least a month-long delay, ﬁxed income investors have ﬁnally been receiving economic data. With a number of
government agencies closed due to the recent shutdown, 2019 began with a data vacuum, but now it looks like we are
making up for lost time. Unfortunately, these “data delays” render some of the economic information potentially old or
stale. Nevertheless, the data still offers insights as to how 2018 ended and can provide clues on any possible springboard
effects for the current year.
A perfect case in point is last week’s release of the Q4 2018 real GDP report. Yes, the data is two to three months old,
but the underlying components in this release can offer insights for the future. First, let’s go high level and look at some
headline numbers. For Q4, the Bureau of Economic Analysis’ (BEA) initial estimate for growth was pegged at +2.6%.
While this was a drop-off from the Q3 pace of +3.4%, it beats consensus forecasts by nearly half a percent. For 2018 as a
whole, real GDP came in at +2.9%. This rate of expansion has been reached only two other times since 2005. On a
Q4/Q4 basis, growth was pegged at +3.1%, finally eclipsing the elusive 3% threshold.
U.S. Real GDP

While recession fears have been a part of the economic dialogue, the ongoing debate seems to be more centered on
what type of slowdown we should expect in 2019. The accompanying graph illustrates that growth has trailed off a bit
after reaching its most recent high-water mark of +4.2% in Q2. Some further deceleration is likely. In fact, Q1 2019 real
GDP will likely be held down by the aforementioned shutdown, but then snap back in Q2 as those negative effects are
reversed. Overall, real GDP in the area of +2¼% is my base case for this year.
Let’s take a look at the GDP engine cylinders:
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Personal consumption expenditure (PCE): Household spending rose at a +2.8% annual clip in Q4, which translated to
a 1.9 percentage point (pp) contribution to growth. This component should continue to be a positive force for the
economy this year.
Gross private domestic investment: This category consists of two main sub-groupings, business and residential, which
combined added 0.8 pp to the GDP. Business spending was on the plus side of the ledger, but housing came in negative.
This cylinder will be difficult to gauge going forward, as higher mortgage rates could tilt it into the minus column.
Net exports (trade): There’s no surprise here, as trade remained a drag on growth in Q4. While some uncertainty could
get removed with a U.S./China deal, the lasting effects of the dollar’s strength in 2018 may continue to act as a drag on
future growth.
Inventories: Always a wild card of sorts, inventories actually put forth a positive contribution to GDP in Q4. If demand
(household spending) doesn’t keep pace, this cylinder could switch course and be a negative force early in 2019.
Government spending: This category hit a positive note for the ﬁfth consecutive quarter—albeit by a rather modest
margin—and I would expect, on balance, further plus contributions going forward.
Conclusion
What does it all mean? From the Fed’s perspective: a patient business, as usual. For the U.S. Treasury market: The 10-yea
r yield has bounced up a little—more than 10 basis points (bps) since around Presidents’ Day—and looks to be locked in
a 2.55%–3.05% trading range on a shorter-term basis.

Unless otherwise noted, all data is from Data is Bureau of Economic Analysis, as of February 28, 2019.
Learn more in our new podcast series Basis Points with Kevin Flanagan.
For more investing insights, check out our Economic & Market Outlook
View the online version of this article here.
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IMPORTANT INFORMATION
U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.
There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, ﬁxed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.
Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a speciﬁc time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or ﬁndings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.
The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any ﬁnancial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its afﬁliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss proﬁts) or any other damages (
www.msci.com)
Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Kara Marciscano, Jianing Wu and Brian Manby are registered representatives of Foreside Fund
Services, LLC.
WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.
You cannot invest directly in an index.
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DEFINITIONS
Gross domestic product (GDP) : The sum total of all goods and services produced across an economy.
Recession : two consecutive quarters of negative GDP growth, characterized generally by a slowing economy and
higher unemploymen.
10- Year Treasury : a debt obligation of the U.S. government with an original maturity of ten years.
Basis point : 1/100th of 1 percent.
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