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ON THE HORIZON?
Strength in employment and income, solid gains in household
net worth and elevated consumer sentiment have
generated considerable momentum just as tariffs on some
$200 billion of imports from China have gone into effect.
BY PATRICK BURNSON

Patrick Burnson is executive editor of Supply Chain Management
Review. He can be contacted at pburnson@peerlessmedia.com.
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hile a global recession is probably still a year or two away,
“storm clouds on the horizon” are starting to look more
than a little threatening, say IHS Markit economists.
“The good news on the trade front is that the United States, Mexico
and Canada have agreed to a revised North American trade treaty,” says
IHS Markit’s chief economist Nariman Behravesh. “The bad news is
that the trade tensions between the United States and China seem to be
escalating inexorably.”

scmr.com 

Supply Chain Management Review

•

December 2018

11

Prepare for uncertainty

One symptom of the contentious
trade environment is a fall in the
IHS Markit purchasing managers’
index (PMI) for global export orders
for the first time in more than two
years. Another source of concern is
the volatility in oil prices for dated
Brent. Putting all this together, IHS
Markit predicts that world GDP
growth will edge down from 3.2% in
2018 to 3.1% in 2019 and 2.9% in
2020.
Meanwhile, recent strength in
employment and income, solid gains
in household net worth and elevated
consumer sentiment have generated
considerable momentum just as tariffs on some $200 billion of imports
from China have gone into effect.
“In our view, the higher tariff rates
will reduce demand for imports from
China, but two factors will mitigate
this effect,” says Behravesh. “First,
Chinese exporters will temporarily reduce the pre-tariff price to
preserve market share, and some
imports will be re-sourced outside
of China to avoid paying the tariff.
Secondly, we also expect higher posttariff import prices to pass through
to domestic prices and weigh on real
income and wealth, reducing domestic demand.”
In their forecast, real GDP growth
rises from 2.2% in 2017 to 2.9% in
2018 before slowing to 2.8% in 2019,
2.0% in 2020, and 1.6% in 2021.
Intensifying woes in the EU have
other economists concerned. “Rising
oil prices could significantly hamper
growth, especially compared with the
U.S. economy,” says Sara Johnson,
Executive Director, Global Economics
for IHS Markit.
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U.S. transportation growth
outweighs rate hikes

D

espite the prospects of further interest rate hikes, supply
chain managers are being told by Fitch Ratings that all three
major U.S. transportation segments may expect continued
healthy growth in the coming months.
According to its latest report, cargo airports and seaports face
potential increases in borrowing costs should the Federal Reserve
continue to increase interest rates (three increases this year to date).
Toll roads are also vulnerable to this risk.
That, coupled with increasing capital improvement spending
needs, has the potential to slow growth.
“That said, the transportation sector’s high ratings, along with
high rate of fixed-rate debt, should limit the effects of potential interest rate escalation,” says Stacey Mawson, director in Fitch’s Global
Infrastructure group.
This comes as all three segments continue to see healthy growth
that is outpacing that of U.S. GDP so far this year.
“As the economy continues to expand, growth is felt across transportation sectors, although higher fuel prices are muting some of that
effect,” says Mawson.
Enplanements for U.S. airports nearly doubled year over year, up
a healthy 5% for the first six months of 2018 compared with 2.6%
growth during the same period last year.
Fitch expects a similar rate of growth for the second half of 2018,
with medium and small hubs having the potential to outperform.
Strong medium and small hub performers include Rhode Island, San
Jose, Cincinnati, Albuquerque and Burbank, while Ft. Lauderdale,
San Diego, Tampa and Orlando have been leading the pack for large
hub airports.
Growth among U.S. ports has been solid through the first six
months of this year (4.8%), though lower as compared with the robust
performance seen in the first six months of 2017 (6.9%), though volume is still ahead of real U.S. GDP growth. There may be some more
immediate volume shifts between ports with trade agreements still
being renegotiated and steep tariffs imposed. Over time, however,
any initial move in volume should level off.
“The report did not contain any startling surprises,” says Mawson,
“although we were impressed by how strong North Carolina Ports
Authority performed after its recover from the Hanjin bankruptcy.”
Mawson also notes that Alabama Ports Authority continues to
perform well in the current trade environment.
Meanwhile, traffic and revenue growth for toll roads will stay on an
upward trajectory. Facilities in the Southeast and Southwest recovered rather quickly following hurricane-related travel interruptions in
the latter half of 2017 with year-to-date 2018 traffic growth averaging
5.0% and 3.8% respectively, easily ahead of toll roads throughout
Northeast (1.5%).
More people moving to the Southeast and Southwest will add to
toll road traffic and revenue over time. As in past years, one factor that
could temper growth for toll roads is a material increase in gas prices.
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“Deceleration in much of the rest of the world is
also taking the wind out of exports,” she adds. “This
drag is even bigger owing to the ongoing impact of
trade tensions and the rise in the euro and sterling
against emerging-market currencies, including the
Chinese renminbi.”
Furthermore, economists are concerned about the
standoff between the European Union and bond markets.
The populist Italian government’s aggressive budget is also
sending tremors through eurozone financial markets.

Brexit impact
The risk of fallout from the Brexit deal is on the rise.
Reflecting the tougher outlook, IHS Markit has reduced
eurozone real GDP growth rates in 2019–21 by an average 0.2 percentage point a year. The eurozone economy is
projected to expand 2.0% in 2018, 1.6% in 2019, and 1.3%
in 2020.
At the same time the trade war is beginning to take
its toll, economists say. The latest U.S. import tariffs
on $200 billion of Chinese goods are being imposed
in two phases—10% last September, rising to 25% in
January 2019.
These tariffs will have the direct impact of shaving
1/3 of a percentage point off real GDP in 2019. This
negative effect will be partially offset by the govern-

The latest U.S. import tariffs on $200
billion of Chinese goods are being imposed
in two phases—10% last September,
rising to 25% in January 2019.

ment’s stimulus policies.
Beijing has announced personal income tax cuts,
as well as increases in export tax rebates on a select
list of products. The People’s Bank of China has also
lowered the reserve requirement by 100 basis points
for many banks, aiming to increase liquidity.

Perfect storm?
The trade war’s spillover effects have been visible in
China. Business confidence is slipping, the growth in
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fixed asset investment has slowed sharply and China’s
currency and stock market have been hit hard. Real
GDP growth in China is projected to slow from 6.7%
in 2018 to 6.1% in 2019 and 6.0% in 2020.
Other large emerging markets may also be
heading for the “perfect storm,” says IHS Markit.
During September, many currencies, including
the Russian ruble, South African rand, and Turkish
lira, saw gains against the dollar—only to reverse

During September, many currencies,
including the Russian ruble,
South African rand, and Turkish lira,
saw gains against the dollar—
only to reverse course in October.

course in October.
A variety of factors are to blame for this new reversal of fortune. First, U.S. long-term interest rates
have risen steadily in the past month. In turn, the
U.S. dollar has strengthened and emerging-market
bond yields have risen to their highest levels in four
years. This has exacerbated the burden of dollardenominated debt in many emerging markets.
Second, oil prices are becoming a major drag on
oil-importing countries, especially those in the emerging world. Even countries whose finances are relatively strong—such as India—are affected. Given that
IHS Markit predicts oil prices to remain high and
global interest rates to keep rising.
The pain will not end anytime soon, conclude
these economists.

Measured response
Ellen Zentner, chief U.S. economist and a managing
director at Morgan Stanley, agrees with most of these
observations, and adds a few caveats of her own. Following four Federal Reserve interest rate hikes in
2018, designed to cool the economy, she predicts two
additional Fed hikes in the first half of 2019.
“Growth is expected to slow significantly in 2019,
as the impulse from fiscal policy fades and trade acts
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as a restraint on economic activity,” says Zentner.
She adds that though direct government spending
continues to contribute positively to growth,
the stimulus from tax policy was mostly absorbed in
2018. Meanwhile, growth in business investment
will be moderate in 2019, but will still help to drive
higher productivity.
According to Zentner, household consumption will
hold up well through early 2019, supported by higher
disposable income and tax refunds. A higher savings
cushion alongside a largely fixed-rate household bal-

Household consumption will
hold up well through early 2019,
supported by higher disposable
income and tax refunds.

its slowdown. Meanwhile, Connelly says there is an
ongoing economic recovery in most of Western Europe
(WEUR) along with maturing business cycles in the
United States and Germany—leading to very different
degrees of price sensitivity and premiumization opportunities in each market.
“Across 2019, this will take place in an environment
of rising global interest rates, the emergence of inflationary pressure in developed markets and China, and
ongoing foreign exchange (FX) volatility that will need
to be addressed in pricing strategies,” he says.
In addition to developing “pricing strategies,”
Connelly has other advice for supply chain managers preparing for shifts in shipping and sourcing in
2019. This includes market monitoring. “Assess what
should be the leading indicators for your execution
of key strategic initiatives, and incorporate them into
dynamic management dashboards,” he says. This
includes tracking the leading indicator analysis and

ance sheet remain “cycle extenders.”
Finally, says Zenter, job growth will put further
downward pressure on the unemployment rate, which
should fall to 3.5 percent in 2019.
“A combination of temporary factors that had
been depressing core inflation have now abated, and
core inflation should remain comfortably at or above
the Fed’s 2% goal,” she says.. “Following four hikes
in 2018, the Fed is likely to hike twice in 2019—in
March and June—where the hiking cycle will end.”

Regional differentiation
Ryan Connelly, a senior analyst for global economics
at Frontier Strategy Group, (FSG) recently authored
the firm’s “Global Outlook for 2019,” noting that supply chain managers may opt for a variety of options to
mitigate risk on a regional basis.
“Each region in the global economy is going through
unique economic transitions,” he writes. For example,
there have been significant structural adjustment
programs in much of the Middle East and North
Africa (MENA).”
The same conditions hold true for Latin America
(LATAM) and the Commonwealth of Independent
States (CIS), while China will continue to “manage”
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There is an ongoing economic recovery
in most of Western Europe (WEUR)
along with maturing business cycles
in the United States and Germany—
leading to very different degrees of
price sensitivity and premiumization
opportunities in each market.

management dashboards.”
The Frontier Strategy Group also advises managers to
develop localized digital strategies to improve customer
engagement, operational efficiency, product development
and organizational effectiveness. Finally, FSG consultants suggest that managers conduct their own “scenario
analysis.” They contend that with rising rates, inflationary pressures, FX volatility and geopolitical disruptions
expected, scenarios can help mitigate risks to 2019 plans.
“Complacency is not an option for developed and
emerging market executives, who will need to take a
much more rigorous approach to opportunity assessment, commercial execution and risk management,”
j
j
concludes Connelly. j
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