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Preface

The global economy maintains a moderate growth but it is widely expected that it will
come to a cyclical turning point sometime in 2019, and downward revisions in the GDP
growth outlook are expanding among countries and regions. At the present time, trade
friction expanding from the U.S. and China to the world and the withdrawal of the UK from
EU pose further downside risks to the global economy. Also, in the medium to long term,
both developed and emerging countries have structural challenges towards sustained
growth and financial stability.

With these points in mind, the Institute for International Monetary Affairs held on February
25 a symposium titled “The Global Economy Approaching a Turning Point —Challenges for
developed countries and emerging countries—". We invited prominent experts from home
and abroad and we had the pleasure to have very active discussions on the basis of current
situations that the panelists represent, namely, Japan, the US, the EU, and Asia including
China.

This is a record of speeches of the panelists of the symposium and discussions in the
panel discussion session. We would be happy if this will be of some help to those who are
interested in the issues concerned.

August 2019
Institute for International Monetary Affairs



N X SDBREE Profiles

A¥#¥ WY
EEEDRFREBAFHLIER.
TAFRITHEEASEHREE

})
)

Sayuri Shirai
Professor, Keio University,
. Former Member of Policy Board, Bank of Japan

;‘(q {

AARSITBORZ B RFHZE R (2011-2016) A% C. BERBRFREBIREHER G KO7 VT H
FEGUTOIFERT R BATTE R (BURD) . == 2 7 RERFR R A ERHE L3R T (Ph.D) . 3ir3& [Mission
Incomplete: Reflating Japan’s Economy] (Z4ETHR. 2018) Dfth, HARE. SMBOKICET S a A T—X
— & LTNADT L EEHSIC S A,

Dr. Shirai is a professor of Keio University and a visiting scholar at the ADB Institute. She holds Ph.D. in economics
from Columbia University. She was a Member of the Policy Board of the Bank of Japan (BOJ) in 2011-2016. Her
recent book is Mission Incomplete: Reflating Japan’s Economy published by the ADB Institute (the second edition,
2018). She regularly appears on Bloomberg Live TV program, CNBC TV program, and various Japanese TV programs
as a commentator on Japanese economy and monetary policies.

HILML—T = kR -FTHLIL
TR hR4R1T (ECB) HTHE

Gertrude Tumpel-Gugerell
Former Member of the Executive Board,
European Central Bank

TERCN e gRAT BT EE G (2003 -2011) . JoA— A B U 7 AURERATRIFAE (1983 -2003),

2014 4, BRINEB SO = —a B3LHEIE - FMAFMRHN 7LV —7#E, BUE. 4 —A N TIRIEVFEIT A% =
VYL E R Commerzbank H DA EGHE A B D D, 2013 F LV ZFE U 74Ty s T—T0
7a—sN e T RAL YY) — - R—REH,

Dr. Tumpel-Gugerell is a former Executive Board Member of the ECB and former Vice-Governor of the Austrian
Central Bank. In 2014 she chaired the Expert Group of the European Commission on Debt Redemption Fund and
Eurobills. In 2017 she published the Evaluation Report on the European Stability Mechanism. Currently she is
Emerita Consultant at the Institute for Economic Research in Vienna, non-Executive Director at Commerzbank AG,
OMV AG and VIG AG in Frankfurt and Vienna. Since 2013 she is Member of the Global Advisory Board of MUFG.



)Y -DI8FTR
T5 A PRIBTHE

Tarisa Watanagase
Former Governor, Bank of Thailand

JLH A P IEATIRER (2006 - 2010), [RISRITIC 35 FEMIEFHE L, IMFICH == I X b & LM, 1997 D
2 A BEEHER N D% OIGIZB W T, REOSMEBEELPRE S AT 2L EHERE 7 ¥ —diEic R
o

Dr. Watanagase had a 35 year career with the Bank of Thailand (BOT) and was Governor between 2006 -2010. She
was instrumental in the 1997 Thai crisis resolution and the ensuing supervisory and financial sector reforms, the
modernization of the Thai payment system and the passage of the new BOT Act in 2008, which guarantees central
bank independence. Dr. Watanagase also worked as an economist at the IMF and as a short-term consultant/advisor
to the IMF, World Bank Group and regional central banks.

ILY-EYhbF—
ELAY - REA v L— KERYF—TJIa/ IR+

Ellen Zentner
Chief U.S. Economist, Managing Director,
Morgan Stanley

013 FFITENAT  « AF U L—IZ AR L, BUE, REHYF—T7 23/ I X b, =a—3— 7 EHAUEHR
1T, 0 THAERRIT R OKESRIT S DM ER S A v 3 —, 22K r o/ I X Mpe (NABE) K
O'NABE M8l g, 2w T FRFRORIRFRIC TRE T2, REHE L4 B,

Ms. Zentner is Chief US Economist and a Managing Director at Morgan Stanley, joining in 2013 from Nomura
Securities International. Ms. Zentner serves on the Advisory panel for the Federal Reserve Banks of New York and
Chicago, as well as the American Bankers’ Association. She is a Director of the National Association for Business
Economics (NABE) as well as the NABE Foundation. Ms. Zentner holds a Bachelor of Business Administration and a
Master’s Degree in Economics from the University of Colorado.

(T v 7 7 X MIE,In alphabetical order)



Eil @®
EREEHRT BER

Hiroshi Watanabe
President,
~ Institute for International Monetary Affairs

1972 FEHUR R FIEFE AR FEREE BUVEE) ICAE, ERRHRAIE =R, RHE _HRE. REH
BHERE, RERKEMEEREZRT, ERRHE. WEBERELEE, 2007 FRER, —BRFERFE
%, AABOREGEA KRB REIRER, 2013- 2016 EE R ERITHRER, 2016 4F 10 A X 1 Bk,

Mr. Watanabe after graduating from the University of Tokyo joined the Ministry of Finance (MOF) in 1972. Before
retiring as Vice Minister of Finance for International Affairs in 2007, he occupied various senior positions in the
Taxation Bureau and others at the MOF. He later took high positions in the Japan Policy Bank and the Japan Bank for
International Cooperation (JBIC) before his appointment as the President of JBIC in 2013. Since October 2016 he has
been the President of the IIMA.

BA RX
EREEHRT FHEE

Muneo Kurauchi
Managing Director,
Institute for International Monetary Affairs

Y

1978 FEHER BN TR, TRRT (BL=2 UR 817 AT, B nY =7 M, =2 —3— 27 9%
BREERT, HWHEITERELTREEATR, SHEPITREEBRTMERME R &2 E, 201447 A X
V) [E Bl A 28T R B

Mr. Kurauchi joined the Bank of Tokyo (presently the MUFG Bank, Ltd.) in 1978. He took up many important posts
including Deputy Chief Executive of Global Business Unit of the MUFG Bank, Ltd. as Senior Managing Executive
Officer. Since July 2014, he has been Managing Director of the IIMA.



H¥  Contents

H AGEAR

Japanese Version ® © 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0. 0 0 0.0 0 0 0 0 1
SLREIR
Enghsh Version .................................... 60

KV RT T NMIEICTFETITONE Le, HARGEMRITIISGEE CORERZ ¥
I CEER L= D TF, WEICOW T, HEERDS H AGERRICE E LE T,
The Japanese version is based on the transcript of the speeches and

discussions which were mainly conducted in English. Regarding the

contents, the English version takes precedence over the Japanese version.




JEEEhR
English Version



Occasional Paper No.37

The 27th International Financial Symposium

The Global Economy Approaching a Turning

Point

—Challenges for developed countries and emerging countries—

February 25, 2019
Keidanren Kaikan

'1'1'77747: Institute for International Monetary Affairs

gy



Contents

1. Opening Remarks ........cccoooiiiiiiiiiii ettt 60
Muneo Kurauchi, Managing Director, IIMA

2. Opening of SYMIPOSIUIL.......ccoiviiiiiiiriieeiiiree et ceire e e et e e eeareeeeeiareeeeeereeeeeenrees 64
Hiroshi Watanabe, President, IIMA

3. The U.S. Economy and Financial Circumstances .............ccccveeeevvveeeeniveeeeennnen. 65
Ellen Zentner, Chief U.S. Economist, Managing Director, Morgan Stanley

4. European Economy and Financial Circumstances...............ccccoevvveeevrencreeennnenns 76

Gertrude Tumpel-Gugerell, Former Member of the Executive Board, European
Central Bank

5. Asian Economy and Financial Circumstances ............cccccceeveveeerirerceeencieeeneeenns 81
Tarisa Watanagase, Former Governor, Bank of Thailand
6. Japanese Economic and Financial Circumstances...............c.cccoevveeevrercieeennnenns 86

Sayuri Shirai, Professor, Keio University, Former Member of Policy Board,

Bank of Japan

. PAne]l DISCUSSION c...eeeeeeeeeeeeeeeeeee et e e e e e ettt e e e e e e e e reearaaeeeeeeeeeennaas 92



1. Opening Remarks
Muneo Kurauchi, Managing Director, IMA

Good afternoon, ladies and gentlemen,

Thank you very much for coming to our international financial
symposium, titled “The Global Economy Approaching a Turning
Point—Challenges for developed countries and emerging
countries—.” Today we are very pleased to have a privilege to
share a moment with you to reflect on the challenges and
prospects for the individual regions of the world economy which

may hit a cyclical turning point from now on to 2020.

In the first place, to provide some common perceptions for the discussion, let me start
by reviewing briefly the current situation of the global economy and presenting some

points of issues.

1. Current Situation of the Global Economy —increased concerns over its future
developments

The global economy continued to expand until recently, but since the second half of
2018 its growth estimates started to differentiate among the countries and regions with
some of the countries showing a clear sign of slowdown. For example, according to the
revised IMF (International Monetary Fund) World Economic Outlook published in
January this year, the global growth outlook was revised downward to 3.5%, lowered by
0.2% from the October 2018 forecast reflecting weaker growth mainly in the euro area
and, especially, Turkey.

There is a view that the economies of individual countries and regions will hit a
turning point some time from now to 2020. The sharp fall of stock prices toward the end
of last year may have been a little bit excessive, but it should be noted that such

concerns for the future also exist widely in the international financial market.

2. Backgrounds of concerns over the future of the economy —4 suggested issues for
discussion

Then, what are the background factors behind the concerns that the international

financial market has over the future of the global economy? We think issues to be

reviewed in relation to the global economy may include the following four points.
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(1) Protectionism in the United States

The first point of issue is the protectionism in the United States. The brunt of its
attack has been aimed at the NAFTA (North American Free Trade Agreement) as well
as Europe and Japan, but especially growing is the concern over its trade tensions with
China. There is even a view emerging that the conflict between the United States and
China has not been limited to trade but it has now become a comprehensive and long
lasting one that extends to high technology and security issues. Currently the two
countries are making last minute negotiations to avert the tariff increases scheduled at
the beginning of March.

There are mainly three channels through which protectionism brings about negative
effects on the economy of individual countries. First Channel is contraction of the
United States (U.S.)-China trade due to tariff increases, Second channel is contraction
of trade between China and the third countries through global value chains, however,
the third countries may sometimes have a positive effect due to a trade conversion effect,
and Third channel is deterioration of corporate investment incentives and financial
market sentiment reflecting higher uncertainties about the future of the economy.

Among these, the most alarming is the third channel, and it was one of the reasons for
the temporary but sharp fall of stock prices witnessed toward the end of last year. The
World Economic Outlook released last autumn by the IMF and the OECD (Organization
for Economic Co-operation and Development) estimated that the third channel would

dampen the global real GDP (Gross Domestic Product).

(2) Slowdown of the Chinese economy and policy responses

The second issue is a possible slowdown of the Chinese economy and the government’s
policy responses. The slowdown of the Chinese economy became clear last year as
growth in capital investment weakened due to deleveraging and measures to address
non-performing loans. The growth rate for 2018 slowed to 6.6%, the lowest in the past
28 years. Currently the decreasing exports due to the U.S.-China trade tensions are
weighing on the economy. The drop of birthrate for 2018 to the lowest level since 1980
also constitutes a source of concern from a long-term perspective.

Accordingly, the government made it clear in the second half of last year that it intends
to support the economy by taking fiscal stimulus measures and accommodative
monetary policy. Actually it expanded the reduction of personal tax rates and in
January this year it announced a tax reduction program targeted at small and medium

companies.
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To these situations, however, there have been two things pointed out. Firstly it is
unclear whether the policy responses of the Chinese government are enough to
underpin the economy amid the intensifying and protracted U.S.-China confrontations.
Secondly even if it takes policy measures sufficient to support the economy, there
remains a concern that it may lead to a postponement of the structural reforms that
should be tackled. One: Deleveraging without systemic financial turmoil; Two:
Addressing non-performing loans without slowing down financial sector reforms, and
Three: Reform of funding scheme of local governments and decisive measures to

improve efficiency of State Owned Enterprises.

(3) Political uncertainties in the leading EU (European Union) countries

The third point is that all of the leading countries in the EU have been saddled with
political uncertainties.

Regarding the issue of Brexit, it is still uncertain whether or not "No Deal Brexit" can
be avoided, and we must admit that it has become even more confusing.

At a moment like this, stronger leadership of Germany and France that lead the EU
will be all the more desired, but German Chancellor Merkel stepped down from the top
of the ruling party, CDU (Christian Democratic Union of Germany) at the end of last
year. Although she was succeeded by her loyalist Ms. Kramp-Karrenbauer, the unifying
power of Merkel herself has been declining. In France, big waves of protests repeatedly
occurred in November and December last year, forcing President Macron to withdraw
various reform agendas. Without leadership of these two countries, it will be difficult to
secure the political and economic stability of the EU as a whole. In Italy, the coalition
government belongs to the Eurosceptic group and it faces with problems of budget
deficit as well.

An election for the European Parliament is scheduled in May, in which it is forecasted
that populist ultra-right parties will gain increased number of seats. This may also lead

to an intensified uncertainty.

(4) Policy responses to downside risk in emerging markets

The fourth issue is the downside risk in emerging markets associated with the changes
in the monetary policy in advanced economies, such as rate hikes by the Fed and the
end of asset purchasing program by the ECB (European Central Bank). This risk was
strongly felt in the middle of last year when the financial and exchange markets in
Turkey and Argentine were thrown into turmoil. Although speculation on the rate hikes

by the Fed has receded more recently, given the protectionism in the United States and
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slowdown of the Chinese economy, continued attention should be given to the risks of
market adjustment in emerging economies.

Then the question is what kind of policy responses the authorities in each country and
region can take when this risk actually materializes. Ideally, it would be desirable for
them to take immediate internationally coordinated actions, but it remains unclear
whether advanced countries can take appropriate financial and monetary policies
giving considerations to the emerging countries, for example, earlier termination of rate
hike process by the Fed or postponement of start of rate hikes by the ECB. Further, it is
also a point of issue whether the ASEAN (Association of Southeast Asian Nations)
countries have accumulated enough buffers of international reserves or whether the

Chiang Mai Initiative can be timely activated at a time of need.

In addition to the issues mentioned so far, G20 (Group of 20) and others have pointed
out crypto-assets or virtual currencies as a potential risk that needs vigilant monitoring.
They see a problem in their low liquidity and high volatility. Also they point out other
challenges. Those are the need for consumer and investor protection, and AML/CFT
(Anti-Money Laundering and Countering the Financing of Terrorism) regulation and
supervision.

There is no end to the issues surrounding the global economy and finance, but I will
stop my remarks here, and would like to listen to the presentations by the panelists.
Now, ladies and gentlemen, please enjoy the symposium with thought-provoking

arguments by the distinguished panelists. Thank you very much for your attention.

63



2. Opening of Symposium
Hiroshi Watanabe, President, IIMA

Thank you very much. Welcome ladies and gentlemen to
our symposium. Today we are going to have very deep
discussions with, as you see, four excellent lady panelists.
Unfortunately I don't belong to the same gender but

anyway we will have good discussions.

From my right from your view is Ms. Ellen Zentner from
the U.S., Ms. Gertrude Tumpel-Gugerell from Austria, Ms.

Tarisa Watanagase from Thailand, and Ms. Sayuri Shirai

from Japan. In this order we will like to hear the
presentation of each panelist and after that we are going to have a panel discussion in
about an hour and a half from now. So first I would like to hear about the U.S. situation.
Now the U.S. market is our main concern. President Trump sends out many Twitters at
night and it has some kind of impact on the market, which may impact the U.S.
monetary policy. And the U.S. monetary policy would have some impact on the other
countries, not only developed economies but also developing economies. I would like to

hear Ellen’s view on this.

Ellen Zentner is Chief U.S. economist and Managing Director at Morgan Stanley. She
joined the institution in 2013 and also she served as an Advisory Panel for the Federal
Reserve Bank of New York and also Chicago, and as well as for the American Bankers
Association. She also is the Director of National Association for the Business Economics
as well as the NABE foundation. So we are very much looking forward to hear your view.

Ellen, floor is yours.
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3. The U.S. Economy and Financial Circumstances
Ellen Zentner, Chief U.S. Economist, Managing Director, Morgan
Stanley

Good afternoon. Thank you for inviting me today, and I first just want to apologize for
the lack of diversity on our panel up here as I know that's a sensitive issue.

Today, I am going to focus my remarks on the outlook for the U.S. economy, first by
providing some context around the extraordinary length of the current expansion. And
secondly, I'm going to discuss current economic conditions followed by the outlook for

growth and inflation, and what policy actions U.S. monetary policymakers may take.

So first, what I think about the current economic cycle. Exhibit 1 charts the length of
post-World War II expansions. As you can see, the current expansion is already the
second longest on record. In June of this year, the current expansion will become the
longest U.S. expansion on record. As we approach that mark, we also face heightened
concerns about recession in the U.S. Some of those concerns are warranted. Growth in
the U.S. is still constrained by an aging population, lack of investment, and scars left by
the financial crisis. These factors are just a few that have led to subpar growth for far
longer than we had become accustomed to. It is also important to note that a long period

of subpar growth is normal in the wake of financial crises.

Exhibit 1. The Length of Post WWII Recessions

# of Quarters
45 -

40 ~
35 -

30 -

25

20 -

15 -

10 A

5

o - : : :

1980 1958 1946 1971 1954 1950 1975 2002 19832 1961 2009 1991
Beginning of Expansion

Note: Comparison is to expansions post-WWII. * mdicates cument expansion through 4Q 2018
Source: National Bureau of Economic Research. Morgan Stanley Research

Exhibit 2 compares the current U.S. cycle to the average cycle over the last 10
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recessions, as well as to the OECD Big Five financial crises as first identified by
Kaminsky and Reinhart. Despite its length, the backdrop of the current economic
expansion continues to produce subpar growth. But, it’s tracking very closely with

earlier post-crisis recoveries.

Exhibit 2. Real GDP Around Recessions and Financial Crises

indexed to the start of recession (t=100)
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Source: OECD, Morgan Stanley Research

This is just to say that this time is actually not different, but actually fairly normal.
The U.S. economy 1is flying closer to the ground in this expansion and as such smaller
hits than before can lead to a downturn.

Now other concerns that are driven solely by a time-stamp are overblown in my view.
So, those will be the concerns we are going into recession simply because it is a 10-year
long expansion. In the words of former Fed Chair Janet Yellen, “The fact that this has
been quite a long expansion doesn’t lead me to believe that...its days are numbered.”?

Instead, recessions tend to be preceded by a period of overheating, which in turn
requires a more aggressive monetary policy response. So, when I am scanning across
key sectors of the U.S. economy, I see little sign of overheating today. Exhibit 3 shows
the housing perspective. This illustrates one key sector that only just reached its
previous peak in equity in 2017, and the national average home price is only 5% above
its previous peak and that's more than 12 years later. That’s in nominal terms, if you
look at it in inflation-adjusted terms, home prices are still well below the previous peak.
As you can see, it’s been a quite sluggish housing recovery, but that also means housing

1s far from overheating. Now, the pace of job creation has been extraordinary, driving

! Transcript of Chair Yellen’s Press Conference, Dec.16,2015
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the unemployment rate down to nearly 20-year lows. Yet, wage growth, though climbing,
remains well within the normal range dictated by trend productivity and inflation.
Indeed, tight labor markets have had little effect as yet on inflation in the U.S., owing to
a very flat Phillips curve as depicted in Exhibit 4. The persistence of inflation or how

long any given change in inflation tends to linger—has also fallen.
Exhibit 3. Slow Recovery in Housing Equity
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Exhibit 4. The Phillips Curve Is Flat

“___many factors, including better conduct of monetary policy over the past few decades, have greatly
reduced, but not eliminated, the effects that tight labor markets have on inflation.”
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Source: Federal Reserve, Morgan Stanley Research

Now, we have a probability recession model at Morgan Stanley and we call it our Dual

Mandate Model or DMM, and it's because it tries to capture overheating in the economy
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from the Fed’s Dual Mandate stand point. So, using the DMM we calibrate the recession
risk posed by rising inflation. It is anchored in the view that Fed tightening sets the
stage for most recessions. Our two model inputs, “the unemployment rate” and
“year-over-year total PCE price inflation”, mirror the Fed's dual mandate of maximum
sustainable employment and price stability. With inflation low and stable, and
continued downward movement in the unemployment rate, the DMM continues to see a

low probability that the economy has moved into the stage of overheating that precedes

recessions as shown in Exhibit 5.

Exhibit 5. DMM Points to a Low Probability We Have Entered the Overheating Phase
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In Exhibit 5, you can see to the far right that the recession probability remains quite
low today because we see the probability that we moved into the overheating stage of
the economy as being low, so that is to say, we do expect this to become the longest

expansion on record as we expect it to move past June of this year.

Now, let me talk about current economic conditions. In these early days of 2019, the
economy is off to a slow start following on the heels of 3 percent growth in 2018. The
domestic economy is likely to grow as low as 1 percent in the first quarter, owing to the
prolonged partial government shutdown that lasted 35 days, the Polar Vortex, if you
watch the news here it reported on global weather conditions we had record low
temperatures at least the lowest level since the 1990s in January, and a cautious
consumer on the back of heightened market volatility and importantly policy

uncertainty. The FOMC (Federal Open Market Committee) has responded to a sharp
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tightening in financial conditions by interrupting its hiking cycle and awaiting data
that confirm its outlook has not been damaged before it can proceed.

Now, a more uncertain outlook wasn't the only factor driving the Fed’s decision to be
more patient at its January meeting. Muted inflation pressures also played an
important role such that “the case for raising rates has weakened,” according to Chair
Powell2,

While the economy may be off to a slow start, economic activity has by no means
collapsed. In January, the labor market experienced net job creation of over 300,000 and
a meaningful rise in labor force participation. Measures of consumer and business
sentiment, as well as capital expenditure plans have also stabilized around more
normal expansionary levels following what had been consistent declines in late 2018 as
unsustainably high readings moderated on the back of fading stimulus and payback
from the front-loading of activity ahead of tariffs.

Looking ahead, I anticipate a rebound in GDP in the second quarter from the transitory
factors I've noted previously. Moreover, with the Fed on hold, financial conditions have
eased since the turn of the year, and we expect this easier set of conditions to support
growth. Inflation in our forecasts, however, remains little changed for some months to

come and so we expect the Fed to remain patient this year.

Now, let me turn to the outlook and how I'm looking at the economy and growth this
year. My expectation for 2019 is that the economy expands by 1.7 percent on a fourth
quarter-over-fourth quarter basis. This forecast stands in stark contrast compared with
3 percent growth that we experienced in 2018. I see several factors that are weighing on
growth this year, and I am going to run through them systematically here.

First, as you can see in Exhibit 6, fiscal stimulus is fading. Last year, we estimated
that the Tax Cuts and Jobs Act (or TCJA) plus higher budget caps raised GDP growth
by a combined 0.8 percentage points. As I broke it down here on the chart, half a
percentage point due to the tax cuts, and three-tenths percentage point due to raising
the budget caps. That created eight-tenths of support for the economy last year but that
fades to two-tenths of support this year, so that’s a six-tenths difference on headline

GDP in terms of just direct stimulus we're getting from fiscal policy.

2 Fed Chair Jerome Powell, transcript from the Jan.29-30,2019 FOMC meeting
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Exhibit 6. zo19 Outlook: What's Weighing on Growth ThisYear?

Fiscal stimulus is fading

Fiscal Policy Impacts on GDP Growth (%4Q/4Q)
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Corporate credit spreads are incredibly important to the business investment backdrop
in the U.S. (See Exhibit 7). In fact, when you are macro-modeling, credit spreads are
more important than what you are assuming about global growth, it is more important

than what you are assuming about trade policy, and how that may play out.

Exhibit 7. zo1g Outlook: What's Weighing on Growth ThisYear?

Uncertainty around trade policy and wider corporate credit spreads are pointing to sluggish investment
ahead.
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Essentially, corporate credit spreads are likely to prevail at wider levels this year
compared with last year. This will raise the cost of capital and have a depressing effect

on investment and hiring. Forward-looking data within the durable goods report point
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to slowing in investment. Uncertainty around trade policy of course has also played a
role. Furthermore, the anticipation of tariffs actually pulled forward a lot of investment
into last year. So, if you looked at the data in the first quarter and second quarter of last
year, business investment soared in the U.S. and it was less a factor of the stimulus and
more a factor of the global economy getting their goods while the getting was still good,
so to speak, trying to get everything before the tariffs went into effect so we are moving
through the payback period of that now. But, corporate credits spreads matter the most
in terms of the business outlook and it's simply a less supportive environment this year.
Now, responding to an economy operating beyond full employment and well above
potential, the Fed raised rates four times last year. The Fed is doing its job. As GDP rose
by 3% last year, the Fed needs to slow that growth. They raised rates and the cost of
credit, so mortgage rates have risen, housing will slow, so will auto sales and those will

not be supportive of growth.

Exhibit 8. 2019 Outlook: What's Weighing on Growth This Year?
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