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and Negative Growth
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I’ve noticed recently that many
economists and ‘experts’ appear to be
resetting their expectations for when
the U.S. economy might enter a
recession. Many now seem to believe it
could happen as soon as this year, and
some are citing a host of economic data
that appears to show a U.S. economy
weakening on many fronts.

One of the major causes of concern came
from weak data in the biggest
contributor to overall U.S. GDP:
consumer spending. Since the current
U.S. economic expansion began in 2009,
retail sales have risen an average of
0.4%. That’s why it came as a shock to
Wall Street when government data
showed that retail sales fell -1.2%
month-over-month in December, which
is typically a sturdy month for consumer
spending.1
It was the largest retail sales drop since
September 2009, and it was widely
unexpected. Consensus estimates were
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forecasting a modest, but still positive
+0.1% increase in retail sales for the
month. To make matters more
troubling, the weakness in retail sales
appeared to be broad-based: sporting
goods stores sales dropped -4.9%,
department stores fell -3.3%, and nonstore retailers (which includes ecommerce) declined -3.9%.
miscellaneous store retailers fell -4.1%,
non-store retailers — which includes
online retailers — dropped 3.9%.2

Attention also shifted to declining U.S.
home sales, which registered a -6.4%
drop in December to fall to their lowest
level in three years.3The Conference
Board’s Leading Economic Indicator
(LEI) index, which has historically been
a reliable barometer of U.S. economic
activity, also reported a decrease of 0.1%.4

But perhaps the most notable and real
cause of concern came in the arena of
U.S. corporate earnings. Corporations
steadily issued negative revisions to
earnings estimates for the current and
coming quarters, which have left growth
expectations for the first half of 2019
barely in positive territory. This
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negative revision trend is a function of
uncertainty about global economic
growth, with a host of leading
companies in different industries citing
weakness in China, Europe and
elsewhere as the driver of weak
guidance. In my view, the numbers tell a
clear story:5

Taken together, all signs appeared to
point in a similar direction, with the
implication being that the U.S. economy
was weakening perhaps more quickly
than many anticipated.

Key Distinction: Weakening is not the
Same as Contracting
All told, the economic data may very
well be telling us that the U.S. economy
is weakening. But for investors,
weakening is not the same thing as
contracting. And positive economic
growth in the U.S. in 2019 appears all
but assured, in my view. The Chicago
Fed’s Economic Activity Index shows
steady activity and modest – but very
normal – expectations for future GDP
growth:
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Source: Federal Reserve Bank of Chicago6

Investors should also keep in mind that
economic data like retail and existing
home sales, while important, is also
quite volatile from month to month and
even quarter to quarter. Looking back at
this economic expansion alone, we can
find several instances when economic
activity turned negative – particularly in
2015 and 2016. If we continue seeing
weak readings for the next few months
or even quarters, we should perk up and
think about the broader trend. For now,
however, a couple of weak readings
don’t necessarily portend an end to the
expansion.
Bottom Line for Investors

At the end of the day, some of the
concern over weak retail sales may be
misplaced: the bureau in charge of
compiling retail sales data was closed in
the later days of December and a
majority of January, when much of this
data would have been processed and
analyzed.7 What’s more, investors
should remember that government data
on the economy tends to be fairly
volatile and is often revised several
times before final numbers are released.
We might reasonably expect a similar
outcome this time around.
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Regardless, investors should be cautious
not to conflate weakening economic data
with negative economic data. You can
have one without the other, with the
economy still growing albeit at a more
modest pace. That’s what I believe we’ll
see throughout 2019.
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DISCLOSURE
Past performance is no guarantee of future
results. Inherent in any investment is the
potential for loss.
Zacks Investment Management, Inc. is a whollyowned subsidiary of Zacks Investment Research.
Zacks Investment Management is an independent
Registered Investment Advisory firm and acts as an
investment manager for individuals and institutions.
Zacks Investment Research is a provider of earnings
data and other financial data to institutions and to
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individuals.This material is being provided for
informational purposes only and nothing herein
constitutes investment, legal, accounting or tax
advice, or a recommendation to buy, sell or hold a
security. Do not act or rely upon the information and
advice given in this publication without seeking the
services of competent and professional legal, tax, or
accounting counsel. Publication and distribution of
this article is not intended to create, and the
information contained herein does not constitute, an
attorney-client relationship. No recommendation or
advice is being given as to whether any investment
or strategy is suitable for a particular investor. It
should not be assumed that any investments in
securities, companies, sectors or markets identified
and described were or will be profitable. All
information is current as of the date of herein and is
subject to change without notice. Any views or
opinions expressed may not reflect those of the firm
as a whole.
Any projections, targets, or estimates in this report
are forward looking statements and are based on
the firm’s research, analysis, and assumptions. Due
to rapidly changing market conditions and the
complexity of investment decisions, supplemental
information and other sources may be required to
make informed investment decisions based on your
individual investment objectives and suitability
specifications. All expressions of opinions are
subject to change without notice. Clients should
seek financial advice regarding the appropriateness
of investing in any security or investment strategy
discussed in this presentation.
Certain economic and market information contained
herein has been obtained from published sources
prepared by other parties. Zacks Investment
Management does not assume any responsibility for
the accuracy or completeness of such information.
Further, no third party has assumed responsibility for
independently verifying the information contained
herein and accordingly no such persons make any
representations with respect to the accuracy,
completeness or reasonableness of the information
provided herein. Unless otherwise indicated, market
analysis and conclusions are based upon opinions
or assumptions that Zacks Investment Management
considers to be reasonable. Any investment
inherently involves a high degree of risk, beyond any
specific risks discussed herein.
It is not possible to invest directly in an index.
Investors pursuing a strategy similar to an index may
experience higher or lower returns, which will be
reduced by fees and expenses.
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