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AIER’s business cycle  

indicators held steady  

in February; government 

shutdown still limits  

economic data.

AIER’s Business Cycle Conditions Leading Indicators index held steady at 42  

in February while the Roughly Coincident Indicators index and the Lagging 

Indicators index were also unchanged, at 92 and 75, respectively (see chart). 

Despite having the Leading Indicators index below 50 for a second consecutive 

month, the outlook remains moderately positive, though with a heightened 

degree of caution.

The recent government shutdown has resulted in delays in publishing many 

economic data series. Though the flow of data is improving, many economic 

reports are still delayed. Those delays make gauging current economic conditions 

more difficult. Data from private sources suggest the economy is still relatively 

healthy and that some previous signs of weakness may be reversing.

Limited economic data combined with a high degree of uncertainty in trade 

policy and global economic conditions warrant a cautious view, but continued 

economic expansion remains the most likely path.

Chart 1.  Indicators at a glance

Notes: Shaded areas denote recessions. A score above 50 indicates expansion. Source: AIER.
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Leading indicators remain below 50 for a second month in February 

Note: The recent government shutdown included the Department of Commerce, 

the source of some of the AIER business cycle indicators. For the February 

update, 5 of the 12 leading indicators remain behind schedule. Caution should 

be exercised when interpreting the performance of the index.

The AIER Leading Indicators index held at 42 in February. The steady reading  

followed four consecutive declines from October 2018 through January 2019. 

January and February mark the first back-to-back results below 50 since July and 

August 2016. The index last fell below 50 in March 2016 and remained at or below 

50 for five months from March through August. The performance of the indica-

tors was consistent with a broad economic slowdown, but no recession developed.

Among the 12 leading indicators, 4 showed a positive trend in February, with  

6 trending lower and 2 indicators neutral, the same mix as in January. However, 

four indicators had offsetting changes for the month. The manufacturing-and-trade 

sales-to-inventories ratio weakened from neutral to a downtrend while real new 

orders for core capital goods weakened from a positive trend to neutral. Offsetting 

those were an improvement from a downtrend to neutral in housing permits  

and an improvement from neutral to a positive trend for real new orders for 

consumer goods. 

The Roughly Coincident Indicators index held at 92 in February. This index  

has oscillated between 92 and 100 since March 2017, hitting 92 in 7 of those 

months and scoring perfect 100s in 17. There were no changes to the trends for 

the six roughly coincident indicators, with five indicators showing positive 

trends, one, The Conference Board’s present-situation consumer-confidence in-

dex, maintaining a neutral trend, and none in a downward trend.

AIER’s Lagging Indicators index also remained unchanged in the latest month, 

posting a reading of 75 in February. Among the six lagging indicators, four 

indicators are trending higher, one, real private nonresidential construction 

expenditures, is trending lower, and one, the 12-month percent change in the 

core consumer price index, is neutral. Those results match the January results.

Overall, the three AIER business cycle–indicator indexes held steady in February, 

though some data remain delayed. Vigilance is warranted given the high level of 

uncertainty regarding trade policy and weakening global economic conditions; 

however, some recent U.S. data from private sources suggest economic activity may 

be recovering from the recent soft patch.

Growth in real gross domestic product slowed in the fourth quarter

Real gross domestic product rose at a 2.6 percent annualized rate in the fourth 

quarter, down from a 3.4 percent pace in the third quarter. For calendar year 

2018, real gross domestic product grew 2.9 percent, the highest since 2015. 

Growth in the fourth quarter was driven primarily by solid gains in real consum-

er spending and real business investment. 

Real consumer spending decelerated in the fourth quarter, rising at a 2.8 percent 

pace following robust gains of 3.5 percent and 3.8 percent in the third and second 

quarters, respectively. The deceleration was concentrated in real nondurable-goods 

spending, up 2.8 percent versus 4.6 percent in the third quarter, and real services 

spending, gaining 2.4 percent versus 3.2 percent previously. Real durable-goods 

Half of the AIER Leading Indicators 

are trending lower, suggesting 

caution but not recession. 

Real private domestic-demand 

growth remained solid in the fourth 

quarter despite slower growth in 

real gross domestic product. 
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spending rose 5.9 percent versus 3.7 percent in the prior quarter. Real consumer 

spending contributed 1.9 percentage points of the 2.6 percent growth in real gross 

domestic product.

Real business fixed investment rose at a 6.2 percent annualized rate in the 

fourth quarter, more than double the 2.5 percent pace of the third quarter. At 

annualized rates, the gain was led by a 13.1 percent jump in real intellectual 

property investment while real investment in equipment rose 6.7 percent. Real 

investment spending on structures fell 4.2 percent following a 3.4 percent fall  

in the third quarter and two quarters of double-digit growth in the first half of 

2018. Real business investment contributed 0.82 percentage points to overall 

growth in real gross domestic product versus a 0.35-percentage-point contribu-

tion in the third quarter. 

Real residential investment, or housing, fell at a 3.5 percent pace in the fourth 

quarter compared to a 3.6 percent decline in the prior quarter. Real spending  

on housing has declined in six of the past seven quarters and continues to face  

a challenging environment, with rising interest rates and elevated home prices 

dragging down affordability. 

Real inventory accumulation by businesses continued in the fourth quarter, 

adding 0.13 percentage points to fourth-quarter growth after adding 2.33 

percentage points in the prior quarter. Real exports rose at a 1.6 percent pace 

while real imports grew at a 2.7 percent rate.

Real government spending rose at a 0.4 percent annualized rate in the fourth 

quarter compared to a 2.6 percent increase in the third quarter, contributing 

0.07 percentage points to growth versus a 0.44 percentage-point contribution in 

the prior quarter. Exploding federal deficits remain one of the most significant 

risks to the medium- and long-term outlook for the economy.

Real final sales to private domestic purchasers, a key measure of private domestic 

demand, rose at a very healthy 3.1 percent annualized rate in the fourth quarter, up 

slightly from a 3.0 percent pace in the third quarter. The fourth-quarter gain was 

the sixth time in the past eight quarters that growth met or exceeded 3 percent. 

Despite the distortions from the government shutdown and elevated uncertainty 

surrounding trade policy and global economic conditions, the underlying trend in 

real private domestic demand remains well-supported by continued job creation, 

rising wages, healthy corporate and consumer balance sheets, solid corporate-sales 

and corporate-earnings growth, and reasonably high levels of business and con-

sumer confidence. 

Consumer price increases remain modest

The personal-consumption-expenditures price index rose at a 1.5 percent pace 

in the fourth quarter, slower than the 1.6 percent pace in the third quarter.  

The quarter-to-quarter rate of increase in the index has decelerated for four 

consecutive quarters. Measured from fourth quarter of 2017 to fourth quarter  

of 2018, the increase is 1.9 percent. Over the past 20 years, the annualized rate  

of increase in the index is 1.8 percent.

For core consumer prices, which exclude volatile food and energy components, 

the index rose 1.7 percent, up from 1.6 percent in the prior quarter. Over the 

last four quarters, core consumer prices rose 1.9 percent. Over the past 20 years, 
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The personal-consumption- 

expenditures price index continues 

to rise at a slow pace by historical 

comparison.



the annualized rate of increase in the core personal-consumption price index is 

1.7 percent. Core consumer-price increases have stabilized at just under 2 percent 

and appear unlikely to accelerate dramatically in the quarters ahead.

Purchasing managers’ reports show continued expansion

The Institute for Supply Management’s surveys of purchasing managers in the 

manufacturing sector and nonmanufacturing sector are two of the most highly 

regarded private sources of economic data. The combination of breadth, timeli-

ness, and long history (especially for the manufacturing survey) make the surveys 

valuable sources of information, especially during and immediately following 

the government shutdown. 

The nonmanufacturing composite index rose to a reading of 59.7 from 56.7 in 

January. Fifty is neutral for these indexes. Typically, the nonmanufacturing index 

ranges between 50 and 60, with dips below 50 during recessions. The February 

result ranks near the high end of the typical range.

All of the key components of the nonmanufacturing index were above 50 in 

February. The business-activity index was 64.7 in February, up from 59.7 in 

January. For February, 16 industries in the nonmanufacturing survey reported 

growth while just 1 reported contraction. The nonmanufacturing new-orders 

index came in at 65.2, a very strong result. The nonmanufacturing employment 

index decreased to 55.2 in February, versus 57.8 in January. Supplier deliveries, 

a measure of delivery times for suppliers to non-manufacturers, came in at 53.5, 

up from 51.5 in January, suggesting suppliers are falling farther behind in deliv-

ering supplies to non-manufacturers.

The Manufacturing Purchasing Managers’ Index registered a 54.2 percent reading 

in February, down from 56.6 in January. Despite the pullback, the index remains 

above neutral, suggesting continued expansion for the manufacturing sector. 

All of the key components of the Purchasing Managers’ Index were also above 50 

in February. The New Orders Index came in at 55.5 percent, down from 58.2 in 

January. The production index was at 54.8 percent in February, down from 60.5 

in January. The slower pace of expansion contributed to an increase in the back-

log-of-orders index. That index rose to 52.3 in February versus 50.3 in January, 

suggesting backlogs grew at a faster pace. The employment index fell to 52.3 per-

cent in February, down from 55.5 in January. Supplier deliveries came in at 54.9, 

down from 56.2 in January. 

Customer inventories in February are still considered too low, with the index 

falling to 39.0 from 42.8 in the prior month (index results below 50 indicate 

customers’ inventories are too low and suggest strong future demand).

China and Japan top the list of foreign holders of Treasury debt

The federal government had issued just under $22 trillion in debt as of December 

31, 2018, with $16.1 trillion held by the public and $5.9 trillion held in intragov-

ernmental accounts. Within the $16.1 trillion held by the public, $6.3 trillion,  

or 39 percent, was held by foreign entities. Tabulated by country, the largest single 

holder was China with $1.1 trillion followed by Japan at $1.0 trillion. Together, 

they account for 35 percent of total foreign holdings and 13 percent of all 

Treasury debt held by the public. The next-largest holder of Treasury debt is 

Brazil with $303 billion. Five other countries (making a total of eight) hold  

at least $200 billion of Treasury debt.
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Surveys from the Institute for 

Supply Management show manu-

facturing and nonmanufacturing 

sectors expanded in February.

The top two countries account for 

35 percent of foreign holdings and 

13 percent of total Treasury debt 

held by the public.



CAPITAL MARKET PERFORMANCE  

(Percent change)

 February Latest Latest Calendar Year Annualized

 2019 3M 12M 2018 2017 2016 3-year 5-year 10-year

Equity Markets

S&P 1500 3.1 0.9 2.7 -6.8 18.8 10.7 13.0 8.3 14.5

S&P 500 - total return 3.2 1.4 4.7 -4.4 21.8 12.0 15.3 10.7 16.7

S&P 500 - price only 3.0 0.9 2.6 -6.2 19.4 9.5 13.0 8.4 14.3

S&P 400 4.1 1.7 2.5 -12.5 14.5 18.7 12.7 6.8 15.6

Russell 2000 5.1 2.8 4.2 -12.2 13.1 19.5 15.1 5.9 15.0

Dow Jones Global Large-Cap Index 2.3 2.1 -2.8 -10.4 42.9 -10.0 12.0 4.3 10.0

Dow Jones Global Large-Cap ex. U.S. Index 1.7 3.9 -8.6 -15.7 41.0 -10.7 9.0 0.1 6.5

STOXX Europe 600 Index 3.9 4.3 -1.8 -13.2 7.7 -1.2 3.7 2.0 8.0

Bond Markets

iShares 20+ year Treasury bond -1.6 4.1 1.1 -4.2 6.5 -1.2 -2.9 2.0 1.7

iShares AAA-A Corporate bond -0.3 3.5 0.0 -5.2 2.9 1.7 -0.2 0.1 N/A

Commodity Markets

Gold  -0.5 7.9 -0.3 -1.7 12.6 9.0 2.2 -0.2 3.3

Silver -1.6 11.1 -3.8 -8.3 3.8 17.5 2.4 -5.8 1.8

CRB all commodities 0.0 -0.8 -6.9 -5.4 2.2 12.9 2.4 -2.9 3.0

CONSUMER FINANCE RATES  

(Percent)

 February Latest Latest Average for Year Average over Period

 2019 3M 12M 2018 2017 2016 3-year 5-year 10-year 

30-yr. fixed mortgage 4.4 4.5 4.6 4.5 3.7 3.9 4.1 4.0 4.2

15-yr. fixed mortgage 3.8 3.9 4.0 4.0 2.9 3.1 3.4 3.3 3.5

5-yr. adjustable mortgage 3.9 3.9 3.9 3.8 2.9 2.9 3.4 3.2 3.3

48-month new car loan NA 5.3 5.0 5.0 4.3 4.2 4.7 4.5 5.0

Note: New-car loan rates are quarterly data. Values shown are for latest quarter.  

Calculations for annualized returns have changed to use daily data instead of monthly averages.

Sources for tables on this page: Bankrate, Barron’s, Commodity Research Bureau, Dow Jones,  

Federal Reserve, Frank Russell, iShares, Standard & Poor’s, STOXX Europe 600, Thomson Reuters.
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LEADING INDICATORS (1950  –  2018)

Sources for Appendix: Bureau of Economic Analysis, Bureau of Labor Statistics, Department of Labor,  

Federal Reserve, New York Stock Exchange, Standard & Poor’s, The Conference Board, University of Michigan,  

U.S. Census Bureau (Thomson Reuters Datastream).

Note: Shaded areas denote recessions.
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