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Economists’ Expecta ons Li le Changed in September: Strong Growth, Modest Infla on Pressure, Fla er Phillips 
Curve Remains the Base‐Case  
 

Economists’ September forecasts were li le changed from August, with the economy expected to post another strong 
quarter in 3Q18 and core infla on s ll projected to only modestly overshoot the Fed’s target through 1Q20.  As a result 
of the almost undetectable changes in the economic outlook, expecta ons for Fed policy through the end of 2019 were 
unchanged and the forecasted Treasury curve was mostly unaffected. 

Economic growth is s ll expected to remain above‐trend over the next year‐and‐a‐half, averaging 2.9%, 2.5%, and 2.0% 
in 2018, 2019, and 2020, respec vely. While growth in 3Q18 is s ll forecasted at 3.0%, there were offse ng shi s in the 
underlying contribu ons to growth. Consumer spending, business investment, and government expenditures were each 
projected to be stronger than previously expected while the recoil in trade ac vity was projected to create an even larg‐
er drag. Economic growth expecta ons for 4Q18 were unchanged at 2.8% QoQ.  

Looking specifically at metrics that track the Fed’s mandate, economists con nue to believe the unemployment rate will 
fall from the current 3.85% to 3.7% by year‐end, before edging down just 0.1% more in 2019 to end the year at 3.6%.  
Despite hourly earnings growing a cycle‐high 2.92% YoY in August, economists do not see earnings growing steadily at a 
3.0% pace un l next year. The median es mate for core PCE infla on was lowered by 0.1% to 2.0% for the end of this 
year but held steady at 2.2% for the end of 2019.  

The insignificant changes to the economic forecasts help explain the minimal changes in economists’ collec ve outlook 
for Fed policy and interest rates.  Economists con nue to believe that the Fed will raise rates two more me this year (to 
2.25%‐2.50%), followed by two addi onal hikes in 2019 (to 2.75%‐3.00%). The next hike, which would li  the rate range 
to 3.00%‐3.25%, was pushed out one quarter into 3Q20. Considering the stable Fed Funds projec ons, the 2‐year Treas‐
ury yield forecast for year‐end 2018 increased frac onally to 2.84% but was unchanged at 3.19% for year‐end 2019. The 
10‐year yield forecast for the end of 2018 remained at 3.09% while year‐end 2019 was lowered 0.03% to 3.34%. Econo‐
mists see the 10‐year reaching a horizon peak of 3.46% in 4Q20. 

Change to Vining Projec ons: In the September survey, Vining Sparks updated our rate forecast to reflect a fourth rate 
increase in 2018. We previously expected a September rate increase and that the Fed Funds range would reach 2.25%‐
2.50% in 1Q19. However, we now believe that con nued outperformance in the labor market, stability in overall finan‐
cial condi ons, and a hawkish tone in recent remarks from Fed officials have strengthened the case for a move at the 
December mee ng. We con nue to expect a Fed Funds range of 2.50%‐2.75% by the end of June 2019 and believe an 
increase to 2.75%‐3.00% in 4Q19 could represent the Fed’s final move of the cycle. While there appears to be a growing 
list of Fed officials suppor ve of raising the target range above where they expect it to se le longer‐term (2.875%), the 
debate around shi ing to restric ve policy is likely to intensify as that decision nears. Because of the changes to our Fed 
Funds forecast, we raised our path for the 2‐year Treasury yield 0.12% to 2.84% for year‐end 2018, and 0.05% to 2.95% 
for year‐end 2019. Due to challenges higher longer rates pose to the economy, we con nue to expect the 10‐year yield 
to hold around 3.00% and, as such, expect the fla ening Treasury curve to persist. 

Dudley Carter, Economist 

Survey’s economic projec ons based on data at me of survey release.  Interest rate data based on the real‐ me updated forecasts. 

INTENDED FOR INSTITUTIONAL INVESTORS ONLY.  The information included herein has been obtained from sources deemed reliable, but it is not in any way guaran-
teed, and it, together with any opinions expressed, is subject to change at any time.  Any and all details offered in this publication are preliminary and are therefore subject 
to change at any time.  This has been prepared for general information purposes only and does not consider the specific investment objectives, financial situation and par-
ticular needs of any individual or institution.  This information is, by its very nature, incomplete and specifically lacks information critical to making final investment decisions. 
Investors should seek financial advice as to the appropriateness of investing in any securities or investment strategies mentioned or recommended.  The accuracy of the 
financial projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results achieved during the projection period may vary 
from the projections. The firm may have positions, long or short, in any or all securities mentioned.  Member FINRA/SIPC. 



September 20, 2018 Craig Dismuke, Chief Economist Dudley Carter, Economist 

Bloomberg Survey of Economists 



September 20, 2018 Craig Dismuke, Chief Economist Dudley Carter, Economist 



September 20, 2018 Craig Dismuke, Chief Economist Dudley Carter, Economist 




