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Labor market fast facts

Fast facts 1. Labor force and unemployment, not seasonally adjusted
Washington state, annual data of selected years for the period from 1990 to September 2019
Source: Employment Security Department/LMEA; U.S. Bureau of Labor Statistics, Local Area Unemployment Statistics

Year ‘ Labor force ‘ Employed ‘ Unemployed ‘ Unemployment rate
1990 2,525,326 2,392,891 132,435 5.2%
1995 2,811,332 2,630,220 181,112 6.4%
2000 3,059,339 2,901,492 157,847 5.2%
2005 3,263,703 3,082,399 181,304 5.6%
2006 3,323,938 3,156,626 167,312 5.0%
2007 3,403,163 3,243,308 159,855 4.7%
2008 3,478,577 3,291,309 187,268 5.4%
2009 3,535,200 3,211,649 323,551 9.2%
2010 3,511,326 3,160,544 350,782 10.0%
2011 3,461,428 3,140,190 321,238 9.3%
2012 3,471,282 3,189,271 282,011 8.1%
2013 3,463,869 3,219,842 244,027 7.0%
2014 3,489,666 3,275,753 213,913 6.1%
2015 3,545,904 3,345,496 200,408 5.7%
2016 3,635,200 3,444,126 191,074 5.3%
2017 3,724,722 3,547,430 177,292 4.8%
2018 3,793,095 3,622,299 170,796 4.5%
2019 January to September* 3,893,987 3,713,166 180,821 4.6%

*2019 data is averaged for nine months.

Fast facts 2. Labor force and unemployment, not seasonally adjusted
Washington state metropolitan areas, January to September 2019
Source: Employment Security Department/LMEA; U.S. Bureau of Labor Statistics, Local Area Unemployment Statistics

Metropolitan area Labor force Unemployed Unemployment rate
Washington state 3,893,987 3,713,166 180,821 4.6%
Bellingham 115,807 109,704 6,103 5.3%
Bremerton 127,114 120,764 6,350 5.0%
Kennewick-Pasco-Richland 146,565 137,943 8,622 5.9%
Longview-Kelso 46,990 43,934 3,056 6.5%
Mount Vernon-Anacortes 60,278 57,152 3,126 5.2%
Olympia 142,454 135,096 7,358 5.2%
Seattle-Bellevue-Everett MD* 1,726,266 1,670,435 55,831 3.2%
Spokane 276,713 260,497 16,216 5.9%
Tacoma MD* (Pierce) 424,137 402,190 21,947 5.2%
Wenatchee 69,131 65,476 3,655 5.3%
Yakima 133,342 123,454 9,888 7.4%

*Metropolitan Division
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Fast facts 3. Projected industry average annual employment growth rates
Washington state, 2017 to 2027
Source: Employment Security Department/LMEA; U.S. Bureau of Labor Statistics

NAICS Industry sector 2018 Q2 to 2020 Q2 2017 to 2022 2022 to 2027
Total nonfarm 1.65% 1.73% 1.30%
22,48, 49 Transportation, warehousing and utilities 1.66% 2.76% 1.51%
23 Construction 2.14% 2.71% 0.66%
31-33 Manufacturing 0.42% 0.41% 0.20%
42 Wholesale trade 0.95% 0.92% 0.60%
44-45 Retail trade 1.12% 0.98% 1.04%
51 Information 3.42% 3.57% 2.78%
52 Financial activities 1.23% 1.34% 0.76%
54-56 Professional and business services 2.48% 2.31% 1.92%
61-62 Education and health services 2.05% 2.26% 2.00%
71-72 Leisure and hospitality 1.97% 2.14% 1.24%
GOV Government 1.20% 1.15% 1.05%

Fast facts 4. Wages and employment by industry
Washington state, 2018 annual averages (revised)
Source: Employment Security Department/LMEA; U.S. Bureau of Labor Statistics, Quarterly Census of Employment and Wages

Average Total Average Average

NAICS | Industry sector number of firms | wages paid employment weekly wage

Total 224,289 $223,139,778,688 3,372,944 $1,272
11 Agriculture, forestry, fishing and hunting 7,028 $3,459,804,305 106,794 $623
21 Mining 142 $182,514,759 2,569 $1,366
22 Utilities 225 $502,128,951 5,034 $1,918
23 Construction 25,753 $12,882,880,828 199,975 $1,239
31-33 |Manufacturing 7,488 $22,543,522,362 284,094 $1,526
42 Wholesale trade 12,769 $10,716,392,978 133,560 $1,543
44-45 | Retail trade 14,302 $22,338,639,416 379,637 $1,132
48-49 |Transportation & warehousing 4,589 $6,242,088,285 103,459 $1,160
51 Information 4,038 $25,922,674,702 133,091 $3,746
52 Finance and insurance 5,822 $8,978,196,580 94,497 $1,827
53 Real estate, rental and leasing 6,944 $2,945,611,895 53,451 $1,060
54 Professional, scientific and technical services 25,776 $20,403,581,182 201,638 $1,946
55 Management of companies and enterprises 631 $5,266,244,741 44,601 $2,271
56 Admin. and support and waste mgmt. and remediation svcs. 12,210 $8,485,408,746 168,627 $968
61 Educational services 3,327 $1,717,473,772 44,058 $750
62 Healthcare and social assistance 54,966 $22,210,675,385 421,679 $1,013
7 Arts, entertainment and recreation 2,830 $1,718,457,872 52,803 $626
72 Accommodation and food services 14,547 $6,792,129,709 282,931 $462
81 Other services (except public administration) 18,793 $3,997,856,092 99,103 $776
GOV | Government 2,111 $35,833,496,128 561,343 $1,228
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Executive summary

U.S. economy and labor market

The national economy is on pace to grow at a slower rate in 2019
relative to 2018 based on measures of national output. The stimulus
from federal fiscal policy introduced at the close of 2017 is beginning
to fade, while problems arising from uncertain trade policy and

a slower global economy are weighing down domestic growth.

The current expansion is now in its eleventh year making it the
longest on record. Job growth has remained strong through most
of 2019, but has recently shown potential signs of softening. The
U.S. unemployment rate reached a 50-year low of 3.5 percent in
September 2019 showing that labor market conditions remain tight;
wage growth has greatly accelerated in spite of this, as businesses
have grown more cautious about raising wages in the current
economic environment.

Total nonfarm employment in the United States reached 151.8
million in September 2019, up by 1.5 percent from September 2018.
Since September 2018, the largest percentage of jobs gained by
major industry sector has been in the health services component of
the education and health services sector. Retail trade was the only
industry sector to lose jobs over this period. The top two industries
that added the most jobs over the year were education and health
services, and professional and business services.

Washington’s economy and labor market

The Washington state economy excelled in both 2017 and 2018. Using
state gross domestic product as the comparison measure, Washington
ranked first based on annual growth among all U.S. states and
territories in 2017 and 2018. Its GDP expanded by 5.8 percent in 2018
which outpaced the 2.9 percent growth achieved by the nation. Trade
issues and ongoing problems surrounding the 737 MAX commercial
airliner look to be slowing the state’s economic growth in 2019,
although the economy still continues to perform well overall.

From second quarter 2018 to second quarter 2019, personal income in
the state increased by 6.5 percent compared to 4.9 percent nationally.

Seasonally adjusted total nonfarm employment increased by 2.2
percent from September 2018 to September 2019 with gains occurring
in every major nonfarm industry except for mining and logging. The
industry with the largest percentage increase was information.

The state unemployment rate was 4.6 percent in September 2019
compared to the U.S. rate of 3.5 percent. After dropping for a
prolonged period of time, the state unemployment rate leveled off
since reaching a series low of 4.4 percent in September 2018.

Employment Security Department January 2020
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Seasonal, structural and cyclical industry employment

An analysis of 97 industries in Washington state identified 18
industries as having high levels of seasonality. The analysis is based
on historical data from January 1990 through December 2018. The
industries that are most sensitive to seasonal forces include crop
production, scenic and sightseeing transportation, and support
activities for agriculture and forestry. There were 24 industries

that are most influenced by structural factors. Structural factors

such as productivity improvement, policy changes, technological
innovation and social change have heavily influenced employment
in ambulatory healthcare services, food services and drinking places,
software publishers and educational services. For 16 industries,

the cyclical component accounts for more than half of the change
in employment. Those most influenced by cyclical factors include
scenic and sightseeing transportation, crop production and support
activities for mining.

Unemployment

The seasonally adjusted unemployment rate in Washington was

4.6 percent in September 2019. The number of unemployment
recipients was 42,593 in September 2019, up 4 percent as compared
to the same month one year ago. The number of unemployed
individuals exhausting unemployment benefits have continued

to decline since May 2010 when 15,227 individuals exhausted

their benefits. By September 2019, 3,091 people had used all of
their available unemployment benefits. The manufacturing and
construction industries accounted for the greatest portion of workers
who exhausted unemployment benefits from October 2018 through
September 2019. The manufacturing and construction industries
accounted for the greatest portion of exhaustions at 22.3 percent
from October 2018 through September 2019.

Employment projections

The 10-year average annual growth rate for total nonfarm
employment for the 2017 to 2027 period is projected to be 1.51
percent. This is a decrease from the 1.59 percent average annual
growth rate predicted last year for 2016 to 2026. The largest increase
by share of employment is projected for the information sector.

The largest employment shares in 2027, from largest to smallest,

are projected for the office and administrative support occupations,
sales and related occupations and food preparation and serving-
related occupations.
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Income and wages

Recently released data show the median household income measured
in 2018 dollars in Washington rose by 15.5 percent from 2014 to
2018. The median Washington household income expanded more
quickly than the median national household, which grew by 10.4
percent over the same time period. The Washington state median
hourly wage increased by 2.5 percent in 2018. From 2017 to 2018,
the number of occupied jobs increased in all hourly wage ranges,
with the exception of jobs paying less than $12 per hour (4.3 percent
of Washington’s labor force). More jobs were added in the hourly
pay range of $54.00 and above than were added in any middle and
lower wage categories from 2017 to 2018. Washington state per
capita income reached $62,026 in 2018, third among states. Income
increased for the fifth straight year, and the rate of growth — 3.1
percent — was the third fastest in the country. Meanwhile, other data
reveal that income inequality is also increasing, and other indicators
of economic distress are rising or stubbornly remaining unmoved by
the rising tide.
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Chapter 1: U.S. economy and
labor market

The U.S. economy entered the fourth quarter of 2018 with strong
growth momentum. Expansive fiscal policy at the start of the

year took what had become a modest upswing in U.S. real Gross
Domestic Product (GDP) and to a greater increase. Preliminary
releases of quarterly GDP growth had the economy expanding by 4.2
percent annualized in second quarter 2018, the strongest sequential
growth rate in four years. The third quarter early estimate of GDP
projected out somewhat less, but at 3.4 percent, still strong and
above trend. With annual growth on pace to exceed 3 percent, the
unemployment rate at a 48-year low, and inflation in check, 2018
looked set to go down as one of the best years of the expansion.

The Federal Reserve Board (Fed), entrusted to carry out its dual
mandate of economic growth and price stability, felt good about the
state of the economy. The Fed Chairman had announced the Fed’s
intention to be “data dependent” in response to its future monetary
policy decisions. It had also begun to tighten policy by raising
interest rates in 2018 in response to strong labor market reports and
the increasing likelihood of strong economic growth would lead to
greater inflation. All told, the Fed increased rates four times in 2018
with the last increase occurring in December.

By early 2019, the economic environment changed. Economic growth
slowed, prompting the Fed to reverse course in July with monetary
policy. What happened?

A partial government shutdown in early 2019 resulted in the delay

of several key economic data releases that provide an advance
glimpse of the state of the economy. The delay caused the Fed’s read
on the economy to be clouded, and the early warning signs of an
impending economic moderation in 2019 appeared to be discounted
in the Fed’s late 2018 policy considerations. Economic growth began
to be revised downward, and early reads of 2019 quarterly growth
showed the economy to indeed be moderating.

Employment Security Department January 2020
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Chapter 1

U.S. economy and labor market

In addition to previous monetary tightening, the moderating pace of
GDP growth can be attributed to the following factors:

1.

Fading effects from 2018 fiscal policy. The Tax Cuts and Jobs
Act brought about substantial changes to the federal tax code
that were designed to stimulate consumer spending and
business fixed investment. The act lowered marginal income
tax rates and increased incentives for business investment.
The positive effects are projected to diminish over time as
households and businesses adjust to the increase in their
income and revenues and the incentives for investment wane.

Slowing global growth and a strong U.S. dollar. The global
economy enjoyed a solid year of growth in 2018 as global
GDP grew by an estimated 3.6 percent. It also marks a
consistently steady period of expansion across recent years,
with global growth registering within 3.4 to 3.8 percent over
the past six years. Strong U.S. economic growth provided

a boost to world growth even as the growth rate in some
other important economic regions, like China and Europe
were slowing. As the slowdown in the U.S. and abroad has
continued, global growth in 2019 has retreated. The current
forecast is for global GDP to grow by 3 percent in 2019, its
slowest pace since the global financial crisis in 2007. Along
with a strong dollar, lower U.S. exports and lower commodity
prices have weakened momentum in manufacturing activity
and in the energy sector.

Escalation of the U.S.-China trade dispute. The most visible
threat to economic growth comes from the trade war between
the U.S. and China. The imposition of tariffs on a wide variety
of goods along with retaliatory tariffs on American products
has created more uncertainty for consumers and business
firms alike and weakened business investment. Some firms
have to make decisions on whether to make longer-term
adjustments to their supply chains if trade policies affect the
cost of their operations.

Recent changes in GDP

GDP measures the value of the output of goods and services produced
by the economy. A goal of the economy is for GDP to grow over time
to increase the stock of products available to domestic households, as
well as their ability to purchase them. As such, changes in real GDP
are used as a measure of economic growth.

January 2020
Page 2
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U.S. economy and labor market Chapter 1

GDP grew at an above-trend pace overall in 2018, expanding at an
annual rate of 2.9 percent. Much of the boost to growth was a result
in tax code changes helping to elevate household and business
spending, along with increased levels of government spending.
Despite the increasing likelihood of a growth slowdown in 2019 and
growing foreign trade concerns, expectations were such that growth
would remain strong at least through fourth quarter 2018.

The ongoing economic expansion gathered enough strength in recent
years to motivate the Fed to begin raising interest rates. Beginning
December 2015 and through 2018, interest rates were increased eight
separate times, the last one occurring in December 2018.

Economic growth in terms of quarterly changes in GDP over the last
three years are represented by Figure 1-1. Growth broke out beyond
its 2 percent barrier starting in third quarter 2017 and maintained

a stronger pace through much of 2018. The earliest read on third
quarter GDP, or what is known as the “advanced estimate,” showed
GDP expanding by 4.2 percent, the first time since 2014 that the
growth rate had exceeded 4 percent.

Figure 1-1. U.S. gross domestic product (chained 2012 dollars), quarterly percent change
and three-month moving average, seasonally adjusted annualized rate

United States, third quarter 2016 through third quarter 2019

Source: U.S. Bureau of Economic Analysis, Domestic Product and Income
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The rate of U.S. economic growth has been moderating over the last year.
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Chapter 1 U.S. economy and labor market

Data on fourth quarter 2018 GDP became available at the end

of February 2019, as the report was delayed by a government
shutdown. It showed that real GDP grew at an annualized rate of 2.6
percent relative to the previous quarter. Although the fourth quarter
growth rate represented a deceleration, it registered higher than
many forecasters expected.

In July 2019, the U.S. Bureau of Economic Analysis provided annual
revisions to five years of GDP data through 2018. The revisions
impacting 2018 showed fourth quarter growth to be much weaker
than originally anticipated. The new figure of 1.1 percent annualized
growth tended to confirm suspicions that the economy had shifted into
its moderation mode. Despite the revisions to the data, the real GDP
growth rate for the whole year remained unchanged at 2.9 percent,
making it the best year of growth since 2015. The revisions also
showed consumer spending making a larger contribution to growth
than what was previously thought. Business investment and net export
contributions were revised downward while the contribution owing to
government spending was revised modestly upward.

The slower fourth quarter in 2018 occurred primarily due to a
pullback in consumer spending in December (Figure 1-2). Business
fixed investment (BFD spending grew after declining in the third
quarter. The effects of the government shutdown, which started in
December, also showed up in terms of subtracting from growth.
Non-defense federal government spending fell off considerably as
a result of the shutdown. Some inventory building added a bit to
growth although net exports continued to weigh on the economy.

U.S. real GDP appeared to bounce back in first quarter 2019 as it
grew at an annualized rate of 3.1 percent. However, the details of the
report revealed an underlying weakness present. Growth was driven
in part by higher inventories, especially in manufacturing, which
added 0.5 percentage points to overall growth. Consumer spending
rose only slightly in the first quarter so that its contribution to growth
fell from the previous quarter. Given this modest increase in spending,
some of the inventory buildup was most likely unintentional. Higher
inventories also tend to foreshadow slower future growth as inventory
accumulation falls back in subsequent quarters.

Net exports contributed 0.7 percentage points to growth, the first
positive contribution in three quarters. Exports rose only slightly but
imports fell by more, which turned net export contributions to growth
positive. Much of the drop-off in imports appeared to be a correction
factor for businesses stockpiling in advance of tariffs announced last
year. Business spending softened as well with agricultural machinery
and office furniture showing the largest declines.

January 2020 Employment Security Department
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U.S. economy and labor market Chapter 1

GDP growth downshifted to 2 percent in second quarter 2019 even
as consumer spending surged. The 3.03 percentage point contribution
to growth made by the consumer was the strongest since fourth
quarter 2017. Government spending, which grew 4 percent in the
second quarter, was another significant area of strength. Much of

the spending increase was supported from a 19.4 percent increase

in non-defense federal spending, reflecting a rebound from the
government shutdown in December and January. Other areas of the
economy were notably weaker. Real exports fell and trade subtracted
0.68 percentage points off of growth. Lower inventory buildup
removed another 0.91 percentage points as the contributions from net
exports and inventories reversed course from the first quarter. Trade
policy uncertainty likely weighed down business fixed investment.
Total spending in this category declined in the second quarter
causing it to subtract from overall growth.

Figure 1-2. Contributions to percent change in real GDP, seasonally adjusted annualized rate
United States, third quarter 2017 through third quarter 2019
Source: U.S. Bureau of Economic Analysis, Domestic Product and Income

Contributions | 201703 | 201704 | 2018Q1 | 2018Q2 | 20183 | 2018Q4 | 2019Q1 | 2019Q2 | 20193

Percentage contribution by factor

Consumption expenditures 1.61 3.12 1.15 2.70 2.34 0.97 0.78 3.03 1.93
Fixed investment 0.25 1.45 0.94 0.89 0.13 0.46 0.60 0.25 0.22
Change in private inventories 1.00 -0.64 0.13 -1.20 2.14 0.07 0.53 0.91 -0.05
Net exports of goods and services 0.35 -0.80 0.00 0.67 -2.05 0.35 0.73 -0.68 -0.08
Government expenditures -0.02 042 0.33 0.44 0.36 -0.07 0.50 0.82 0.35

Consumer expenditures have contributed the most to economic growth and have been carrying the economy as growth slows in 2019.

The U.S. economy grew at an annualized rate of 1.9 percent in

third quarter 2019 based on the preliminary reading of GDP. The
measure helped confirm the moderation to the pace of growth.

The annual growth rate moderated to 2 percent in the third quarter
from the 2.3 percent rate in the second quarter, which marks the
slowest annual growth since fourth quarter 2016. The economy was
supported primarily by consumers whose spending increased at a
2.9 percent annual rate, along with an assist from the government. In
both sectors, the spending increase was less than what occurred the
previous quarter. However, consumer expenditures had surged by
4.6 percent in the second quarter, a spending increase unlikely to be
sustainable. Business fixed investment continued to decline into the
third quarter. Nonresidential investment, one of the components, has
weakened since the previous quarter as slower manufacturing activity

Employment Security Department January 2020
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Chapter 1 U.S. economy and labor market

had dampened investment in equipment. Lower energy prices and a
declining oil rig count have also weakened investment in structures.
Net export growth came in slightly negative although the value

of exports rose. The value of imports rose even faster during the
period, perhaps indicating that prices of imports may not be affecting
consumer purchases too greatly. The impact of inventory change
was largely neutral after exerting significant downward pressure on
growth the previous quarter.

Consumer spending still driving economic growth

The current economic expansion entered its 11th year in July 2019,
making it the longest economic expansion in the history of the
country. The economy owes most of its resiliency to the spending
propensity of its consumers. Consumer spending makes up the
greatest dollar-wise contribution to GDP, accounting for roughly 80
percent of total output value annually. Real personal consumption
expenditures (PCE) which account for household spending depend
on both the willingness and ability of the consumer to spend, as well
as the number of potential consumers earning income to fund the
consumption. To that end, the ability to spend largely is a function
of income earned after taxes, or disposable income, as well as the
opportunity to earn income, which mostly comes from wages and
salaries earned from employment. A strong pace of job growth and
improving wages have been adding to consumers’ ability to add to
spending in recent years. The creation and filling of jobs over the
period of the economic expansion has generated the expectation for
rising wages to better support consumer spending. This expectation
has heightened as the expansion has matured and labor markets
have tightened.

Among measures that do not take employment benefits into
account, average hourly earnings have risen slowly through much
of the expansion. The average annual increase in earnings was 2.1
percent during the first five years of the expansion before rising to
2.8 percent by September 2018 (Figure 1-3). The tight labor market
emerging in 2018 and continuing through 2019 elevated annual
earnings growth to 3.4 percent in early 2019 before retreating during
the second quarter, then stalling in September. At that point, average
hourly earnings are up 2.9 percent over the year.

Similarly, the measure of wage growth computed by the Federal
Reserve Bank of Atlanta that tracks median 12-month wage growth
of individuals reporting to the current population surveys showed an
increase of 3.6 percent in September. The pattern of wage growth
using this measure gives rise to similarities displayed by the growth
in hourly earnings. Readings on 2019 wage growth in both measures
showed wages flattening and retreating in September; it appears

January 2020 Employment Security Department
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U.S. economy and labor market Chapter 1

that wage growth remains stuck in its recent range. With economic
growth moderating and many businesses contending with higher
input costs, wage growth might not be expected to strengthen in a
meaningful way in coming months.

Figure 1-3. Percent change in average hourly earnings of all private employees, seasonally
adjusted annualized rate and percent change in median wage, annualized rate, three-
month moving average

United States, September 2014 through September 2019

Source: U.S. Bureau of Labor Statistics, Current Employment Statistics; Atlanta Federal
Reserve Bank Wage Tracker
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Wage growth had strengthened over the past two years but is lately showing signs of
weakening.

Much of the willingness of consumers to spend a proportion of
their incomes for consumption, sometimes referred to the marginal
propensity to consume, depends upon other factors. They might
include age and income levels, but may also include perceived
wealth (wealth effect), future expectations about the economy and
credit availability. The wealth effect can be influenced by housing
and property prices (to the extent one is an owner) and financial
equity prices (to the extent one is an investor). Price movements
upward make those feel wealthier, as the assets owned increase in
value, even though only a “paper gain” has occurred. Expectations
about the future of the economy pertain to its performance. Good
performance helps to build confidence that one will continue to
stay employed, thereby earning income to support the purchase of
immediate-type goods (nondurables) and services, and also items
that are consumed over time (durables). Prime examples of these
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latter items, also often called “big ticket” items, would be homes and
automobiles. Both of these take up a larger proportion of current
and future income, often require financing, and are expected to last
and be consumed over successive years. Bad economic performance
mostly pertains to economic recession, which puts into motion

the converse of what was just mentioned. Consequently, when the
economy is doing well, consumers feel more confident to purchase
more, including big-ticket items. If expectations about the future

of the economy start to shift downward, confidence wanes and
purchases drop.

Real disposable income (DPI), a measure of income after accounting
for taxes and adjusting for inflation, has been rising with the
economic expansion. Its rate of increase will not necessarily be
positive from one period to the next, since the level of income
generated will change as economic growth changes. A measure

of consumer spending is personal consumption expenditures

(PCE). All things being equal, it is expected that PCE will move in
direct relation to DPI. In practice however, changes in consumers’
willingness to spend will occur as other factors change. This could
motivate consumers to change the proportion of their incomes they
spend, along with their savings rate. Consumers might also consume
more than their income in any one-time period, either by borrowing
from their savings or from financial institutions, depending on
interest rates and credit availability.

Gains in DPI as the expansion has proceeded have helped fuel
continued growth in consumer spending (Figure 1-4). The consumer-
spending pattern has generally been strong. From 2015 to 2018,
consumers were spending large proportions of their income gains
and even spent in excess of income gained in the slower growth
year (2016). Economic growth rebounded in 2017 and 2018. DPI
increased accordingly while consumers were content to spend at a
level proportionate to their income gains.
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Figure 1-4. Personal change in real personal consumption expenditures and disposable
personal income, seasonally adjusted annual rate

United States, 2015 through third quarter 2019

Source: U.S. Bureau of Economic Analysis, Personal Income and Outlays

5%

mPCE mDPI
4%

3%

2%

Percent change in GDP

1%

0%
2015 2016 2017 2018 2019Q1 2019Q2 2019Q3

Consumption activity curiously plummeted during first quarter 2019, roared back in the
second quarter, and was strong during the third quarter.

By December 2018, consumers looked ready to carry their spending
momentum into the next year. Income was growing at an increasing
rate, the economy seemed strong, and holiday retailers were looking
forward to a banner month. Instead, the spending environment
shifted. A stock market sell-off and the government shutdown
appeared to shake the confidences of buyers. Retail sales fell by

2 percent over the month and worries about a retrenchment in
spending arose.

Consumer confidence recovered quickly during the second quarter.
With equity markets stabilizing and an end to the government
shutdown, spending roared back in the second quarter. The 4.6
percent increase in spending compensated for the weak first quarter
as it was bolstered by the strong income gain during the first quarter.
Income growth moderated during the third quarter as did spending.
The pullback in spending activity was not surprising since the pace
set during the second quarter could not understandably be sustained.

The savings rate of consumers provides some insight into how
spending decisions are being supported by income gains, previous
savings, and borrowing. A drawdown in savings to support spending
will result in a decrease in the savings rate and can sometimes
provide an indication of consumer confidence. Higher savings rates
give consumers more opportunity to increase future spending when
consumers feel conditions warrant it. Figure 1-5 shows how savings
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rates have changed over the last four years. Savings rates drew down
in 2016 as consumers used savings to bolster their spending levels
when income growth declined. With income growth rebounding in
2017 and 2018, consumption rose but was primarily supported by
income gains, and savings generally rose over this period. There
looks to be some drawdown in savings during the holiday periods in
fourth quarters when spending usually climbs.

The savings rate spiked to 8.8 percent in December 2018 when
consumers pulled back spending when their nerves seemed rattled.
Once they regained confidence, spending surged in second quarter
2019 with consumers outspending income and drawing down
savings. The downward trend in savings stabilized midway through
fourth quarter 2019, as spending increased in line with income gains.

Figure 1-5. Personal savings as a percentage of disposable income, seasonally adjusted
annual rate

United States, September 2015 through September 2019

Source: U.S. Bureau of Economic Analysis, Personal Income and its Disposition
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Consumers saved much more to start 2019, but then drew on them to support spending as
the year progressed.

Retail sales data provide another measureable way to track consumer
spending along with the manner to which consumers allocate
expenditures towards the purchase of durable and nondurable items
offered by retailers. They also provide an indication of the demand
for certain retail products and how that might affect hiring decisions
within those industries. Since the data are available monthly, it can
provide an early indication of how consumer spending is progressing.
Retail sales are reported in nominal dollars, and sales value can be
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volatile since they are affected by price movements of items typically
purchased like gasoline. Focusing on longer-term trends helps to
navigate through some of this volatility. Sales grew by 4.1 percent
from September 2018 to September 2019, in line with the 4 percent
pace established during the same period a year ago. Currently, sales
are up 3.4 percent over the first nine months of 2019 compared with
the same time period one year ago (Figure 1-6). Sales rose in nine of
the 12 months from September 2018 to September 2019.

Figure 1-6. U.S. retail sales, month-over-month and year-over-year seasonally adjusted
percent change

United States, September 2016 through September 2019

Source: U.S. Census Bureau, Monthly and Annual Retail Trade Report
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Increases in retail sales were choppy moving into 2019, but stabilized until this past September.

Monthly retail sales ended fourth quarter 2018 with a precipitous
decline with consumers curtailing spending activity. The weakness in
spending proved to be temporary. January and March 2019 were big
bounce-back months as consumers started to regain their footing. The
forward momentum continued into the year until September, which
saw sales decline for the first time in seven months. The outlook for
holiday season sales is upbeat and is expected to be better than last
year. Given the December swoon of 2018, this says more about where
consumers have been rather than where they are headed.
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Figure 1-7 shows how retail sales grew by industry sector over the
course of the year from September 2018 through September 2019.
Compared with last year, retail sales are up 3.4 percent on a year

to date basis through September. Non-store retailers, which mostly
represents online merchants, or e-commerce, is the notable standout.
Annual sales for this group increased by 15.6 percent over the course
of the year. This is not too surprising given the trend toward online
shopping to which roughly 90 percent of the non-store component
is tied. Younger generations, who are more apt to be exposed to
advertising through social media, tend to be more inclined to shop
online. E-commerce has grown over time and leads in sales growth
at a time when Millennials comprise the largest share of the U.S.
working age population.

Other than health and personal care stores, no other major retail
category has above-average sales. Sales at gasoline stations, which
are very much tied to oil prices, retreated since last year. Oil prices
fell sharply at the very end of 2018. They rebounded a bit in the first
half of 2019 before stabilizing at what are currently lower prices. The
price of West Texas Intermediate crude oil at the end of October was
$54 per barrel. Electronics and appliance stores were one of two
categories that experiences sales declines. Many store closings have
occurred within this category due to poor sales.

Figure 1-7. Annual percent change in nominal retail sales by industry
United States, September 2018 through September 2019
Source: U.S. Census Bureau, Monthly Retail Trade Report
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Retail sales increased the most in the non-store retailing segment involving e-commerce.
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Boost from business fixed investment spending fades

Business fixed investment entails spending by businesses on residential
and nonresidential structures, equipment and intellectual property
products, the major type being software. This type of investment is
expressed as “fixed” to distinguish it from investment in inventories.
Spending on equipment, which is a component of nonresidential
investment, constitutes the largest dollar outlay for businesses.

The 2017 tax act was designed to increase incentives for business
investment and carry the growing investment momentum in 2017 into
2018. As businesses were assessing the implications of the tax bill for
investment, the U.S. government introduced additional uncertainty
through a significant shift in trade policy. In early 2018, the U.S. and
its trade partners began imposing higher trade barriers, mostly in the
form of higher tariff rates. Eventually the dispute centered upon U.S.-
China trade relations that moved back and forth between escalation
and potential settlement up to the present time.

The tariffs implemented since January 2018 have altered the pattern
of U.S. trade flows. U.S. exports of targeted products to China have
fallen while U.S. exports of those same products to other trading
partners have risen. The increased value of imports from other
trading partners is partly attributable to the replacement of imports
that would have come from China. However, the replacement
imports generally come with higher prices and raise input costs

to manufacturers. The rise in costs has had the effect of slowing
manufacturing activity, and as such, done so at a global level due
to the interconnectedness of supply chains. Moreover, tariffs on
U.S. imports strengthen the U.S. dollar which raises the price of
U.S. goods to foreign purchasers, thereby contributing to the global
growth slowdown.

Changes in trade policies also have increased business uncertainty
concerning future barriers to trade and raised perceptions of risk
associated with investment spending. The inability to accurately
measure the impacts on future costs curtails investment spending by
causing businesses to delay investments or forego them entirely.

Trade uncertainty, a global slowdown and a strong U.S. dollar

have all contributed to a slowing in business investment. Business
spending fell in the second and third quarters of 2019 (Figure 1-8)
when it subtracted from GDP growth. Most of the falloff occurred in
equipment spending, including transportation equipment. Some of
this might be somewhat overstated, as it was impacted by production
cuts by the Boeing Company of its 737 MAX, and a third quarter
General Motors strike of over 40,000 workers from 50 plants.
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Figure 1-8. Real business fixed investment, quarterly and annual percent change,
seasonally adjusted annual rate

United States, third quarter 2014 through third quarter 2019

Source: U.S. Bureau of Economic Analysis, Domestic Product and Income
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Business fixed investment has been growing before weakening in the second and third
quarters of 2019.

Business fixed investment had been growing before weakening in
the second and third quarters of 2019.

Decelerating global growth and trade uncertainty has had a more
pronounced and direct effect on the manufacturing sector than the
service sector, which has in turn slowed investment spending. Other
goods-producing industries have also been affected. Agricultural
products have been a prime target for retaliatory tariffs. Uncertainty
has put pressure on major investments requiring new construction.
The slower growth in global activity has helped push oil prices
down, which in turn has reduced activity in the mining industry.

The impact to the much larger service sector is more difficult to
ascertain. With manufacturing costs rising, the potential exists for
prices to rise for finished products. To that end, higher-end product
prices run the risk of diminishing consumption spending and
negatively impacting future economic growth.

A way to obtain a read on the economic activity in both sectors is
from the surveys conducted by the Institute of Supply Management
(ISM). The ISM Manufacturing Index is based on a survey of
purchasing managers at more than 300 manufacturing firms and, as
such, is often referred to as the Purchasing Manager’s Index (PMD). It
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is conducted monthly. The PMI is a composite index of new orders,
production, employment, supplier deliveries, and inventories. Each
factor is equally weighted and seasonally adjusted. The ISM Non-
Purchasing Index is constructed in analogous fashion, but focuses on
the current and future direction of economic conditions facing the
services sector.

The headline PMI is a number from 0 to 100. A number above 50
indicates business activity is growing. A PMI reading less than 50
represents a contraction, and a reading at 50 indicates no change.
The direction of the trend in the PMI tends to precede changes in
economic growth and therefore provides some indication of future
economic conditions. Recent changes in the PMI readings are shown
in Figure 1-9.

The PMI readings provide some confirmation that the economy
slowed over the past year. They correlate with GDP growth figures.
Manufacturing is now in contraction territory, and the weakness
appears to have started spilling over to the consumer side of the
economy. This presents a significant risk to the economic outlook,
and has become the principal reason for the Fed to move to a more
accommodating monetary policy.

Figure 1-9. Manufacturing and non-manufacturing composite index, seasonally adjusted
annual rate

United States, September 2015 through September 2019

Source: U.S. Institute for Supply Management
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Business fixed investment has been recovering lately and contributing more to economic
growth, but stumbled in third quarter 2018.
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Construction spending moderates in total

An important category of private fixed investment is the construction
of new residential and nonresidential structures. Total private
construction spending outlays had been rebounding as the economic
expansion strengthened. From September 2017 to September 2018,
total construction spending rose by 3.9 percent overall (Figure

1-10). The moderation to economic growth that began with fourth
quarter 2018 and continued through third quarter 2019 has weakened
spending in the construction component of business investment.
From September 2018 to September 2019, annual construction
spending declined by 1.8 percent.

Figure 1-10. Value of total construction put in place, billions of dollars, seasonally adjusted
annual rate

United States, September 2014 through September 2019

Source: U.S. Census Bureau, Construction Spending

$1,400
$1,300 //Wr v‘\_/
$1,200 /-/\//./

$1,100 l/

$900

Sep-14 Sep-15 Sep-16 Sep-17 Sep-18 Sep-1¢€

In billions

$1,000

Total construction spending has softened in recent months.

Spending on nonresidential construction is more pronounced

and occurs at a level roughly 40 percent higher than residential
construction. Since fourth quarter 2018, the trend in spending in
both sectors has reversed (Figure 1-11). Nonresidential outlays had
positive momentum moving into 2019. Demand for nonresidential
property was increasing as the economy grew at a strong rate

and the Fed was increasing interest rates. Housing affordability
had already been deteriorating with home prices rising faster than
incomes. Higher mortgage rates, brought about in large part by

the Fed’s actions, accelerated the decline. Residential construction
spending, which had largely been on the rise during the expansion,
began to decline. Home sales began to slow, housing inventory
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began to increase and residential building activity tailed off. By June,
residential construction outlays had descended to its lowest level
since December 2016.

Figure 1-11. Value of residential and nonresidential construction, millions of dollars,
seasonally adjusted annualized rate

United States, September 2014 through September 2019

Source: U.S. Census Bureau, Construction Spending
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Nonresidential construction activity has strengthened recently while residential construction
has weakened.

The slowing economy in 2019 reversed the recent spending trends
in residential and nonresidential construction. Nonresidential
construction outlays began to level off with slowing demand while
residential construction spending began to rise with falling mortgage
rates. The decline in economic activity encouraged the Fed to begin
cutting rates in July. The rate cutting measures