
2019: THE ECONOMY IN THE YEAR
AHEAD
Jeremy Schwartz — Global Chief Investment Officer

01/08/2019

As the glow from the 2018 tax cuts fades in the U.S. in 2019, we expect the growth outlook to soften a bit from last year’s
pace.

 

Through Q3, real GDP was averaging +3.3%, and while forecasts for how economic activity finishes in 2018 vary, it seems
likely that we will end the year around the +3.0% threshold. If this holds true when the data is released in the spring, it
would mark our best annual performance since 2005.

 

For 2019, consensus forecasts revolve around +2.5%. While this pace of growth would represent some moderation from
2018, it would still be a modest improvement from the post-financial crisis/Great Recession level of +2.2%. In other
words, a recession in 2019 does not seem likely.

 

Growth is also expected to slow on a global basis, but economic forecasts for this broader outlook also do not include
any imminent downturns. For developed economies, consensus estimates look for GDP to drop 0.3 percentage points
(pp) to +2.1% in 2019. Interestingly, the European Central Bank recently weighed in with its own projections. While its
GDP estimate was revised downward by 0.1pp, the level of growth for 2019 is still pegged at +1.7%, essentially in line
with the consensus.

 

Another key question to consider is this: Is inflation something to worry about? Through the first half of last year, inflation
was essentially the “stealth” component. It was rising, but investors didn’t appear to notice. Yes, inflation expectations
rose appreciably from their mid-2017 lows to their recent peak in May. But from this high-water mark through October,
break-even spreads were range bound. In other words, the bond market seemed to have discounted a rise in measures
such as the Consumer Price Index (CPI) ahead of time, and then went to the sidelines. Since October, there has been a
visible drop-off in expectations, with the lion’s share of the widening in breakevens being reversed. This has coincided
with CPI and core CPI (excluding food and energy) coming off their 2018 peaks. But current levels for both gauges still sit
somewhat comfortably above the +2.0% threshold.

 

For 2019, investors should pay close attention to wages. For overall inflation, this had been the missing ingredient as far
as the Federal Reserve (Fed) was concerned. But in three out of the last four months, the annualized increase for average
hourly earnings has come in with a “3 handle”—the first such occurrence since 2009. If wages remain around the current
+3.1% reading, we would not expect a meaningful increase in inflation expectations in 2019. But a move toward the
+3.5% mark would probably create some heightened anxiety.

 

We’ll be watching closely.

 

Read our full 2019 macro out look here.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
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performance report to accompany this blog.

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, 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.

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Gross domestic product (GDP)  : The sum total of all goods and services produced across an economy.

Inflation  : Characterized by rising price levels.

Consumer Price Index (CPI)  : A measure that examines the weighted average of prices of a basket of consumer goods
and services, such as transportation, food and medical care. The CPI is calculated by taking price changes for each item
in the predetermined basket of goods and averaging them; the goods are weighted according to their importance.
Changes in CPI are used to assess price changes associated with the cost of living.

Federal Reserve  : The Federal Reserve System is the central banking system of the United States.
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