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CoStar Economy: Seeking to Stay in a
'Good Place'
A Weekly Look at Data Points and Economic Policy

“The economy faces some risks, overall, it is — as I like to say
— in a good place."
- Federal Reserve Chairman Jerome Powell

“The U.S. economy is currently in a good place with low
in�ation, low unemployment and an outlook for continued
moderate growth.”
- Kansas City Federal Reserve President Esther George

While news has been encouraging, no of�cial truce, cease�re
or surrender has been declared in the US-China trade war,
meaning the economy remains under a shadow entering its
11th year of expansion. The resounding line from members of
the Federal Reserve appears to be that the economy is still in
“a good place,” a phrase used by both Chairman Jerome
Powell and Kansas City Fed President Esther George in recent
speeches.

One can’t help but wonder if the economy is less in a good
place than "The Good Place," as portrayed in the NBC sitcom
of the same name. In that world, the protagonists very
gradually begin to realize the utopia may not be what was
initially sold to them, perhaps something much worse. While
it’s possible to maintain some con�dence in the expansion,
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the downside risks of a weaker economy are clearly increasing
should no deal be reached, soon.

A week ago we noted how the ISM surveys indicated that
businesses have become much more pessimistic entering the
fourth quarter. This week, we saw the same in a survey that
focuses on small businesses. The National Federation of
Independent Business asked small �rms a variety of questions
on their business plans. Of the seven primary questions that
we focus on, including plans to hire, expectations of making
capital outlays and seeing higher sales, nothing increased.
This is just the sixth such month this has occurred since the
�nancial crisis. The reported Optimism Index, which
incorporates 10 signi�cant subcomponents, is now at the
lowest mark compared to the year prior since 2009.

However, when everything declines, inevitably that includes a
few welcome ones. Small business plans to increase prices, a
reliable measure of future in�ation, fell drastically. Only 15%
of �rms reported plans to increase prices, the lowest mark in
more than three years.

Falling prices signal little pricing power for �rms and may
further convince the Fed to take an even more accommodative
path. The Consumer Price Index for September shows a more
moderate increase after a sharp uptick in August.

There were a few data releases over the following few days
that gave us additional insight into the labor market. The
Bureau of Labor Statistics released its Job Openings and Labor
Turnover Survey, showing a continued decline in job openings.
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On Thursday, new claims for unemployment insurance
declined yet again, remaining at the low end of the range
we’ve seen over the past year. This comes after Challenger,
Gray, and Christmas released its monthly job cuts report,
which showed that layoff announcements have been falling.
What we’re seeing is that while hiring has slowed in tandem
with lower reported job openings, layoffs have not spiked. This
is notable in a time of heightened recession fears. Firms aren’t
panicking, they seem to be simply pausing.

A slowing, less dynamic economy limits upside for markets
and real estate investments, but perhaps limits downside. The
odds of being completely blindsided by the deadly
combination of halting growth and rising prices appears to
still be low.

It also appears likely the Fed will further aid conditions with
another interest rate cut to close the year, with the Minutes
from its September meeting revealing a mixed but anxious
committee. The Fed also announced the return of balance
sheet expansion, this time for technical issues but
symbolically marking the turning point from the quantitative
easing unwind of the past few years.

Keeping on the theme of market support, both new, easier
banking rules and additional short-end liquidity injections
should clear up some of the gunk in the market’s operational
plumbing.

An economy grinding to a slower rate is much preferable to an
economy that remains in denial, with all of today’s recession
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talk counter-intuitively perhaps lowering odds of recession.
This may not be The Good Place, but it may be tolerable still.

The week ahead…

In the coming week, markets are expected to digest the latest
outcome between Trump and China trade talks, with optimism
fueling markets over the prior week. The data calendar
empties, with regional manufacturing surveys and retail sales
at the forefront. It appears unlikely retail sales will maintain
August’s momentum, instead settling into a 5% growth pace
as consumer sentiment remains at an elevated level, if
tapering off somewhat.

In addition, the Beige Book, a collection of anecdotes from all
the Fed districts across sectors and industries, is scheduled to
be reported Wednesday afternoon. We plan to monitor
comments on commercial real estate conditions to get an
indication of conditions on the ground in a rocky period.

Powell is scheduled to speak three times, in Utah, Colorado
and Missouri, to continue a recent tour. However, he will
probably continue to focus on the Fed’s review of monetary
policy tools rather than on the state of the economy during
this uncertain time.
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