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US economy: the past decade, the future decade

Thursday 31 October 2019 Ten years after the end of the Great Recession, there remains some scars of this

shock on the labour market. Over the past decade employment has increased
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rebalancing: a slowdown in productivity in the technology and oil sectors from a
high level, and a rebound in the industry. Personal services would remain the
main contributors to the increase in employment.
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The week’s focus

It is a risky exercise to make ten-year forecasts, but setting aside the vagaries of the
business cycle, we can draw some interesting insights. This is the task the Bureau of
Labor Statistics sets itself every two years. Its latest report for the 2018-2028 decade
has just been published’. We have summarised the quantified details in the table
below. Here are the main conclusions to be drawn from it.

e Slowdown in employment growth. After collapsing between 2008 and 2010,
employment has since rebounded sharply, rising by more than 1.5% per annum
over the last five years. This is a catch-up effect. If we take the pre-crisis peak as
the reference, the trend is more modest. The BLS predicts that employment will
trend in line with its natural rate (the working population) of 0.5% per annum.

e Acceleration in productivity. Barring a radical revision of growth potential (this is
not the assumption of the report), higher productivity gains are just the counterpart
for the deceleration of employment growth. It is logical that businesses make few
productivity efforts when there is an abundant supply of labour and vice-versa.
According to the BLS, the rebound would be significant in industry.

e Deceleration of dynamic sectors (tech, oil). IT, notably new technologies, and
the oil sector, with the shale oil revolution, have largely contributed to the post-
crisis economic recovery. The BLS predicts that these sectors will remain dynamic,
but at a less sustained pace. Their contribution to the increase in activity is forecast
to rise from 19% over the past decade to 11% over the next. In terms of jobs, their
contribution was fairly modest at 9% overall and would likely remain almost
unchanged.

e More jobs in personal services sector. In advanced and ageing societies, the
demand for education, health and other services (catering, leisure) is high. It will
remain so. These sectors account for about one-fifth of total employment, but their
contribution to employment growth since 2008 has been 58%. BLS forecasts that
this share will rise to 63% in the next decade.

1 See BLS (2019), Projections overview and highlights, 2018-2028
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US: employment and production by sector of activity from 2008 to 2018, and BLS projections from 2018 to 2028
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e According to the Conference Board, consumer confidence remained more or less
stable in October. As often noted recently, the current conditions improved (+1.7)
while the expectations were down (-1.9). The gap between both indices has rarely
been higher. This was the case in 2000, when the business cycle and equity
markets peaked. We will refrain from pushing the parallel with this period too far,
but simply note that the weakness of the US economy resulted, like today, from
companies, not households. In the present situation, consumers’ view of the
labour market is still solid. The negative points of the survey include a clear
contraction in intentions to purchase cars (the historical correlation with actual
purchases is fairly low).

e According to the Case-Shiller index, the price of existing homes dropped 0.2%
m-o-m in September (of the 20 major cities covered, the drop only affected New
York and Las Vegas). After a clear slowdown as of the spring of 2018, the year-
on-year increase in home prices has sent out, for several months, signs of
stabilisation at just above 3% per year. There is no drop in demand for housing,
quite the opposite. We are seeing a surge in pending home sales (+1.5% in
September, +6.3% year-on-year, at their highest point since 2015), as an
additional sign of the pick-up in the residential market in response to the lower
interest rates.

e According to the BEA's first estimate, real GDP grew by 1.9% g-o0-q annualised in
Q3 2019. In line with the solid retail sales this summer, private consumption rose
2.9% (vs 4.6% in Q2) contributing 1.9 points to the increase in real GDP. The
combined contribution of all of the other components was therefore nil. On the
positive side, note that after six quarters of contraction, residential investment
showed a clear rebound (+5.1%) in response to the significant drop in mortgage
rates. This should trigger an uptrend. Public spending came to +2%, on the same
trend as for the past five years. On the negative side, as indicated by the drop in
capital goods shipments, corporate spending diminished (-3.0%). The drop in
investment in the oil sector shaved 0.3pts off growth. This correction might be
amplified in Q4 because the drop in the number of rigs has gathered pace in
recent weeks. Generally, companies have adjusted their investment plan due to
uncertainty in trade and the softening of global demand. Changes in inventories
and net exports made modest negative contributions (-0.1 points).

Monetary and fiscal policy

e With the data for September, we have a comprehensive picture of the federal
budget during FY2019. The deficit works out at $ 984bn or 4.6% of GDP. It stood
at 3.8% in FY2018 and 3.4% in FY2017. It is unprecedented for there to be such a
big budget deficit with unemployment this low. The increase in the deficit stems
from the tax cuts voted at end-2017 as the reform reduced tax revenues on
companies by around $ 75bn. Over the same period — it is a coincidence — the
administration increased tariffs on industrial metals and products from China, with
the result that customs receipts, which are paid by US importing firms, rose by
$ 35bn.

e In line with general expectations, the FOMC voted on 30 October by 8 votes to 2
(in favour of the status quo) for a 25bp reduction in the policy rate range to 1.5-
1.75%. This is the third cut in three meetings. In his press conference, Jerome
Powell indicated that the Fed was now pushing the status quo. Unless the
upcoming data show a sudden downswing in job creation (rise in unemployment)
and activity, the Fed is no longer looking to lower policy rates in the short term. It
is not preparing to raise rates either, as long as there is not a sustained uptick in
inflation. The futures market now shows a probability of 79% towards a status quo
at the next meeting on 11 December.

e Given the social unrest in Chile, the government has cancelled the APEC summit
of 16-17 November, during which the Chinese and US presidents could have
finalised “phase 1” of a trade agreement. Both parties have continued to send
positive signals that the discussions are going smoothly.

The week ahead

e The main figures to watch are sentiment surveys, such as purchasing managers’
confidence in non-manufacturing sectors (PMI, ISM) on 5 November, and
consumer confidence (University of Michigan survey) on 8.

This is a non-contractual document, it is strictly for the private use of the recipient, and the information it contains is based on sources we believe to be reliable, but whose accuracy and completeness cannot be guaranteed. The
opinions given in the document reflect our appraisal at the time.of publication and may, therefore-be revised at a later date.
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Appendix 1 - Labour market
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Sources: Thomson Reuters, Bloomberg, Oddo BHF Securities
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Appendix 3 - Business climate
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Appendix 4 - Conditions of economic activity
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Appendix 5 - Inflation and monetary policy
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