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Vining Sparks Economic and Rate Projections 

May 2019 Update 
A Responsive Fed Is Unlikely to Hike Amid Soft Inflation and Continued Economic and Trade Uncertainty 
 
Economic Growth 
Our basecase view remains that growth peaked in 2018 and is likely to slow in 2019 and 2020.  However, we also continue to ex-
pect the economy to expand at an above-sustainable rate in 2019.  This view is based on a belief that business investment will im-
prove in the second half of the year as trade uncertainty diminishes.  Additionally, the U.S. consumer is expected to remain a stable 
engine of growth with government spending adding to the list of tailwinds.  Residential investment is not expected to be a driver of 
growth, although lower mortgage rates are likely to keep the sector from becoming a meaningful drag.  The unsustainable jump in 
inventories in the first quarter is likely to drag from the second quarter growth tally and may prove to be a slight negative in subse-
quent quarters.   

Labor Market 
We continue to believe that the labor market will remain tight with the unemployment rate holding below 4.0%.  However, partici-
pation is expected to continue to increase as more Boomers remain in the labor force beyond age 65 than preceding genera-
tions.  With higher participation, the labor market will likely need to grow by upwards of 130k payrolls per month to maintain a 
steady unemployment rate.  Additionally, wage growth will likely be tempered by the participation dynamics, among other factors, 
although earnings are likely to continue expanding at over a 3% year-over-year rate.   

Inflation 
Even with the backdrop of an exceptionally tight labor market, other factors have continued to moderate inflation pressures.  Con-
sumer price inflation, according to the core PCE report, has now fallen to a rate of 1.55% year-over-year.  We expect the recent 
weakness to be transitory.  Moreover, the base effects are in place for firmer readings toward the end of 2019.   

Monetary Policy 
We have pushed our projection for one more rate hike from the second half of 2019 into 2020 for three reasons: softer-than-
expected inflation data, continued trade uncertainty, and a more-responsive FOMC than expected.  

The Fed’s preferred measure of consumer inflation, core PCE, is likely to remain below the 2.0% target for the majority of the 
year.  Additionally, Fed officials are now considering altering their entire paradigm for what defines success in meeting their stable-
prices mandate.  Odds favor them moving to an inflation-averaging scheme which would predicate inflation rising at least to 2.0% 
before any policy tightening is warranted.  While we still view the recently soft inflation data as temporary, the bar for tightening 
will likely be higher in the second half of the year than simply getting core PCE back close to target.   

Trade negotiations, and the resultant uncertainty, have persisted for longer than expected coming into 2019.  As of early-May, we 
continue to expect that a deal will be reached with China but our expectation for when this will occur is less certain.  The impact of 
trade uncertainty has not only affected the U.S. economy, but global confidence and activity as well.  Moreover, financial condi-
tions remain vulnerable to the ebbs and flows of negotiations, attenuating policymakers’ confidence that the markets can handle 
tighter monetary policy.  Presuming a deal is completed, it will take time for the U.S. and global economic data to prove their resili-
ence.   

Third, the FOMC proved to be somewhat tone-deaf to the market signals at year-end, continuing to project two rate hikes in 2019 
and balance sheet run-off even as global markets were melting down.  Since that time, Fed officials have completely reversed poli-
cy direction, no longer calling for any rate hikes in 2019 and projecting an end to their balance-sheet run-off.  With softer inflation 
giving policymakers the latitude not to hike, they have now proven to be responsive to tightening financial conditions and econom-
ic uncertainty.   

Interest Rates 
Against a backdrop of temporarily soft inflation, economic uncertainty, and monetary policy on-hold; we have notched our already-
low expectations for interest rates even lower.  We now expect the 10-year Treasury yield to end the year near 2.85% and the 2-
year to end below 2.50%.  Again presuming trade uncertainty is resolved, our basecase view is that the economic outlook will im-
prove in the second half of 2019 from its current status, bringing a rate hike back into the conversation.  If correct, we expect the 
Fed will be biased toward one more rate hike bringing their target rate range in-line with what they believe to be “neutral.”  How-
ever, we have less confidence in this projection given that risks are more symmetric today than they have been at any previous 
point of this cycle.    
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