
US economic growth is forecast to settle at 2.1% in 2020 with recession risks contained. The real 
US GDP growth rate for 2019 came in at 2.3%, above earlier estimates of 2.2%.  
 
While this rate is slower than the 2.9% growth rate in 2018, it is believed the worst of the slowdown 
is behind us and that quarterly growth will settle around or slightly above its long-term potential 
growth rate of 2.1% in 2020. 
  
While the six-month growth rate of the US leading economic index remains slightly negative, 
following three consecutive declines, the index was unchanged in Q4.  
  
This sideways movement is encouraging and supports an outlook of 2.1% GDP growth for 2020. 
  
The drivers of growth this year will shift somewhat from what was experienced in 2019. The 
growth contribution from real consumer spending is likely to remain strong but will gradually 
soften over the course of 2020 as personal income growth slows somewhat. 
  
However, it is expected that the decline in industrial production will ease and eventually bottom 
out which should lead to improvements in business sentiment and bolster business investment. 
  
This will help to offset slower growth in consumer spending. Additionally, the strong pick-up in 
housing starts and permits data indicate that residential investment will support economic growth 
over the coming quarters. 
  
Financial markets have had a good run. US labor markets and parts of Europe are extremely strong, 
as are corporate earnings, at least for now.  
  
Companies have solid balance sheets, loan defaults are rare, oil is affordable and there is little-to-
no risk of interest-rate hikes.  
  
On the other hand, the US yield curve inverted in August 2019, but then un-inverted which, in the 
past, has usually signaled an approaching recession. 
  
The US Federal Reserve (the Fed) was clearly nervous and implemented preemptive insurance 
interest-rate cuts. Those who jumped out of the equity market quickly lost out because every 
setback since 2009 has proven just a brief pause in the enduring rally.  
  
This has made everyone more cautious now about predicting recession or saying the bull market 
is over. Even the bulls are  
not suggesting that recessions have been banished forever. 
 
Central banks are distorting financial markets with their continuing pursuit of unorthodox 
monetary policies, such as quantitative easing and negative interest rates. 
 
One result is that bonds worth more than 16 trillion dollars now yield negatively worldwide. Half 
of the outstanding bonds with investment-grade status are outside the US. 
  



That clearly forces downward pressure on long-term US interest rates, which may reduce the 
predictive power of the yield curve. 
  
The two largest economies in the world are locked in a trade dispute. That dispute is having 
negative global effects. 
  
As China focuses on stimulating its domestic economy, raw material exporters such as Australia, 
European machinery and car exporters and US mobile-phone companies are all feeling the impact. 
  
There are also many good reasons to be concerned about the medium term, but there is too much 
positive data, a reflection of the length of this already record breaking upswing. 
  
One reason for that may be the steadily growing service sector, which does not have inventory and 
investment cycles as large as those of the manufacturing sector. 
 
Additionally, a strong labor market means consumers are still spending heavily. Finally, the slight 
expected economic slowdown reduces the risk of overheating and means central banks have again 
softened their policies. 
  
It might seem tempting to lean towards risky assets, especially as we don't expect any further 
slowdown in global economic growth in the coming year.  
  
But, keep in mind the concerning signals from the bond markets, negative nominal interest rates 
in Europe, negative real interest rates in the US and last year’s inverted yield curve, should, in no 
way, be ignored altogether.  
  
In the US, there are some concerns of profit margins getting squeezed. In the past, corporate 
America has typically reacted by laying off workers, sometimes quite suddenly. 
  
It remains too early to say, though, whether the trade war induced shock will play out exactly along 
those lines. 
  
Contrary to much of the recent conventional wisdom, trade wars do not usually, or even 
necessarily, cause recessions. 
  
They tend to damage how much existing plants and businesses are worth in the long term, not 
necessarily how much of the remaining capacity might remain idle for a few quarters. 
  
 


