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MACROECONOMIC OUTLOOK

MAKE YOUR MOVE™

A tight labor market will 
make finding qualified 
employees challenging 

this year. Ensure that your 
compensation packages 

are sufficient to attract top 
talent.

Steep Rise Flat

Mild DeclineMild Rise

Steep Decline

US Industrial Production during the 12 months ending in March was up 2.5% 
from the same period a year ago. Activity is rising at an accelerating rate 
throughout the industrial sector. US Mining Production was up 8.8%, US Total 
Manufacturing Production was up 1.9%, and US Electric and Gas Utilities 
Production was up 1.5%. Use this time of increasing activity to build up your 
cash reserves. This will better position your company to weather the mild 
recession in 2019 while other companies struggle. 

Producer Prices are rising, which is increasing costs for businesses. 
Construction, Transportation, and Fuel Prices are all increasing at accelerating 
rates. Ensure that you have the right price escalators to pass on higher costs to 
your customers when needed. However, be advised that in line with the general 
macroeconomic recession, we 
are anticipating that Producer 
Prices will decline late this year 
and through much of 2019. 
Expect to be able to lock in 
lower prices next year. Trade 
disputes with China and NAFTA members pose an upside risk to prices. We 
are monitoring the situation and continuously assessing the impact as more 
information becomes available.

Inflation is rising, in part, due to growing Employment. A tight labor market 
is driving up competition for workers and lifting wages. Employment will 
grow at an accelerating pace throughout this year. With low unemployment, 
finding qualified new workers will be increasingly challenging. Evaluate your 
compensation packages to ensure that they are competitive enough to attract 
new employees. Focus on retention to avoid incurring costs to find and train 
new workers.
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ITR ECONOMICS’ LONG-TERM VIEW
    		  2018: Slowing Growth                           2019: Mild Recession	 2020: Growth                      

“Use this time of increasing activity to 
build up your cash reserves. This will 
better position your company to weather 
the mild recession in 2019 while other 
companies struggle.” 
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Retail Sales Wholesale Trade
•	 US Total Retail Sales are in an accelerating 

growth trend
•	 Plan for Retail Sales to transition to slowing 

growth in the third quarter of this year
•	 Retail Sales will not contract in 2018 or 2019; 

confirm your distribution channels are sufficient 
to handle increasing volume through 2020

•	 Wholesale Trade tentatively transitioned to a 
slowing growth trend

•	 This would be one quarter earlier than our 
projection

•	 However, the Census Bureau will issue a data 
revision at the end of this month, and we will 
adjust our outlook if necessary at that time

•	 Plan for decelerating growth into 2019

Auto Production Manufacturing
•	 Auto Production unexpectedly fell back into a 

recession in March
•	 Passenger car production is down 18.2%, which 

is the major laggard in the auto industry
•	 Ford announced limited passenger car 

production going forward
•	 Stay current by targeting SUVs and trucks if you 

operate in the auto sector

•	 Total Manufacturing Production rose 1.9% in 
March, compared to the year prior

•	 Activity is expanding through much of the 
manufacturing sector. Oil and Gas Extraction 
and Metalworking Machinery are areas of 
opportunity

•	 Verify your supply of equipment is sufficient to 
handle increasing activity

Rotary Rig Capital Goods New Orders
•	 The US Rotary Rig Count is expanding but the 

pace of rise is slowing
•	 Downward cyclical movement in this industry is 

likely to persist as signaled by the negative ITR 
Checking Points™

•	 Build a backlog of work to keep your company 
busy while the market is on the back side of the 
business cycle this year

•	 US Nondefense Capital Goods New Orders 
will rise at an accelerating pace into the third 
quarter of this year

•	 Leading indicators are signaling that the 
formation of a cyclical declining trend for 
business-to-business activity is likely

•	 Prepare for a mild recession next year by 
increasing your cash reserves

Total Nonresidential Construction Total Residential Construction
•	 Nonresidential Construction activity is rising at 

a mild pace
•	 Plan for expansion in this segment of 

construction into 2020
•	 However, the rate of growth will begin slowing 

in this sector by the end of 2019

•	 Residential Construction is expanding at a 
slowing pace of growth

•	 Consumers are increasingly choosing to 
purchase homes over renting

•	 This is contributing to decline in the multi-unit 
housing market

•	 Expect further expansion at a slowing rate 
through at least this year

INDUSTRY ANALYSIS

•	 The US Purchasing Managers Index suggests 
accelerating growth will persist through the third 
quarter for the industrial economy 

•	 The US Leading Indicator movement does not 
confirm a cyclical peak occurred; but if the 
February data holds, it would signal slowing 
growth for US Industrial Production by the fourth 
quarter of 2018

•	 Our overall analysis suggests that Industrial 
Production will reach a cyclical peak in the third 
quarter of 2018

LEADING INDICATOR SNAPSHOT

Green denotes that the indicator signals cyclical rise for the 
economy in the given quarter. Red denotes the opposite.
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The March passage of the $1.3 trillion spending bill by the US Congress included nearly $700 billion in military and defense 
funding, an increase of approximately $80 billion over previously authorized levels. According to the Senate Defense 
Appropriations Committee, this represents the biggest year-to-year increase in defense funding in 15 years.
All branches of the US military will benefit from the new budget. The Navy received the funding it needs for 14 new ships, 
including an aircraft carrier. The Air Force got money for 56 additional F-35 aircraft and more than $100 million for the wing 
replacement program on the A-10 Thunderbolt to facilitate its plan to keep the “Warthogs” flying through at least 2030. The 
Army will use its share of the funds to acquire 17 Apache and 11 Lakota helicopters. The Marine Corps now have the cash for 
24 new vertical landing F-35Bs. The Coast Guard will be getting an icebreaker. 

The funding provided all military personnel with a 2.4 percent retroactive pay increase that took effect at the beginning of the 
year, with the possibility for more raises next year. Additional procurement spending, as well as money for ongoing research and 
development and operations and maintenance activities, was also included in the budget.

The Defense Department has been promised $716 billion for fiscal 2019 under a two-year military spending plan already 
approved by Congress. The two-year spending plan supports our outlook for ongoing rise in US Defense Capital Good New 
Orders, which are already up 8.8% year over year and in an accelerating growth phase. It is important to note that our forecast 
for New Orders, which has been in place since September of 2017, predicted the rising trend based on economic fundamentals 
well before the spending bill was approved. The large increase to the budget through this bill is an upside risk to the forecast.

The passage of the bill bodes well for companies doing business with the US military, as well as enterprises providing materials, 
components, and services to those firms, over the next three years. That is the duration of time that the Department of Defense 
has to allocate and award contracts for the procurement portion of the budget.

As a result, companies in business with the US military 
should be asking themselves, “Do I have enough people 
and capacity to take on the orders that will be coming over 
the next 36 months due to increased military spending?” 
From an operational perspective, these businesses need 
to make sure that their distribution channels are diverse 
and that there is redundancy built into their supply chains. 
Ongoing workforce development, particularly training and 
retention programs for existing staff, also needs to be a 
major focus for these enterprises.

Firms in related industries or in geographic locations with a heavy military personnel concentration should also be prepared for 
a prolonged uptick in economic activity as a result of the increased military spending and higher wages. In short, businesses 
that are involved in the military and defense industries should ask themselves, “Do I have enough?”

What you need to know: Firms related to the defense industry should prepare for increasing 
opportunities following a large increase to the defense budget.

A CLOSER LOOK: Defense Spending

The Ramifications of the Biggest Increase in Defense Funding in 15 Years 
By: Alex Chausovsky
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READER’S FORUM
Stock Prices seem to be declining and many indices are lower than they were earlier in the year. What does this mean for the 
macroeconomy and what is the relationship in ITR’s business cycle analysis? 

You are correct that the stock market is declining. One gauge of the stock market that ITR follows closely is the S&P 
500, which declined for the second consecutive month in April. The S&P 500 growth rate leads GDP by about three 
quarters, suggesting a cyclical peak in GDP will form in the third quarter of this year and slowing growth will take hold 
by the end of this year. This is in line with our macroeconomic outlook. 

The other important information here is that we are expecting the recent weakness in stock prices to be more of a 
correction than a bear market. This is because our outlook for GDP does not call for overt recession in 2019. 

Please send questions to questions@itreconomics.com

Ben Thompson, Economist at ITR Economics™, answers:

STATE-BY-STATE: Housing Prices

-19.0% 28.3%

Current 12/12

•	 US Housing Unit Building Permits during the 12 months through March were 6.2% above the year-ago level
•	 The housing market is generally growing
•	 Look to the West Region for opportunities as every state in the region is above the year-ago level; Idaho, 

Hawaii, and California led the way, up 28.3%, 24.3%, and 19.2%, respectively
•	 North Dakota (-19.0%), Vermont (-15.7%), Mississippi (-12.7%), and Oklahoma (-10.5%) suffered from the 

worst decline and are states to avoid

 ITR Economics is excited to announce our newest program
in our Consultative Services: EVP Flex™

Visit our website or contact us at 603.796.2500 to learn how
this powerful tool can help your business make its next move.

http://www.itreconomics.com/content/consulting
http://www.itreconomics.com/content/evp-flex
http://www.itreconomics.com
http://www.itreconomics.com/contact
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US Disposable Personal Income

Canada Industrial Production

US Disposable Personal Income during the three months through March was up 2.0% from the same time in 2017. Our analysis 
suggests that rise in disposable income will persist into at least the third quarter of this year.

Employment and wages are increasing. Tax cuts passed late last year may also leave some consumers with larger paychecks 
than in past years. These trends are helping to provide consumers with more money to spend. Increasing Disposable Personal 
Income should benefit NMDA members. However, these trends are also fueling inflation. Prices will rise at a faster rate in 2018 
than in 2017. Consider increasing your prices to take advantage of growing consumer strength and to pass on your rising costs. 

Canada Industrial Production during the 12 months through February was up 5.1% from one year ago. Production will grow at a 
slowing rate through this year and into early 2019. Activity will then decline through much of that year.

Decline in the Canada Leading Indicator and Canada Purchasing Managers Index, which each typically lead Production by about 
a year, corroborates our expectation that Production will grow at a diminishing pace throughout this year. Slowing growth in 
Canada Manufacturing Production will help drive this trend as growth in the consumer sector wanes. Ensure you are budgeting 
for expansion to be slower this year compared to last year if your business trends along with the Canadian economy. Reevaluate 
your capital expenditure plans accordingly. 
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The 

ITR Advisor

* Report includes two participating companies providing less than two years of data. This addition may skew near-term 
performance of NMDA Sales.


