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Economic Forecasts

The biggest surprise about this economy:
It just keeps chugging along, despite efforts

by the Federal Reserve to slow it to combat inflation. GDP.quWth ) NEW
. . 2.5% in '24 after 2.5% in '23;
Not even the fastest sequence of interest rate hikes 19% in 25

in 40 years has been enough to cause a real stumble.

Not long ago, 2024 looked like a down year.

Gl Now, growth is on track to equal last year,
with GDP expanding by about 2.5%. In fact, this year
may end up a bit better than last year, which in turn
was surprisingly good, given the Fed’s rate increases.
Many forecasters, ourselves included, had expected
that the spike in rates would cause a sharp slowdown,
if not an outright recession. Yet so far, the economy

Interest rates
First cut in short rates in June;
10-year rate hovers in low 4's

Inflation
Ending '24 at 2.6% after gradually
declining during the year

Unemployment
Rising to 4.0% by end '24,
up from 3.9% now

has shrugged off higher rates and is holding up OK. Crude oil
Growth will eventually slow down. Trading from $80 to $85 per barrel
But it’ll be a return to the long-term trend, this spring

with the economy averaging about 2% GDP growth. Retail sales

That appears to be the economy’s likely speed limit
in the coming years, when you add small increases
in the labor force to moderate gains in productivity.
(That’s an average figure...there will be recessions
and bursts of faster expansion from time to time.)

Rising 2.0% in '24 (from 3.4% in '23);
in-store sales, up 1.0%

Complete economic outlook at
kiplinger.com/outlooks

For the near term, the tight labor market will keep the economy on track.
Job creation is slowing, but only gradually. Certain sectors...health care, food service,

state and local government...are likely to keep hiring solidly, for differing reasons.
State and local agencies got understaffed during the pandemic and are catching up.
Food service is a labor-intensive industry. Health care is chronically short of workers.

The coming move by the Fed to trim interest rates a little ought to help, too.
Odds still favor the Fed’s June meeting for an initial quarter-point rate cut, followed
by a couple more after the election in November. Financing costs won’t fall by much,
but it should be enough to give businesses that had been holding off on investments
some confidence to pull the trigger. That would bode well for the manufacturing sector,
which should finally return to growth later this year after its long contraction.

Still, there are some risks that could derail this mostly upbeat projection:

Global shipping disruptions could worsen. For now, the major problems
are limited to the world’s two most critical canals, Panama and Suez, due to drought
and terror attacks in the Red Sea, respectively. Some new trade snarl can’t be ruled out.

Regional banks remain under pressure, due in some cases to exposure
in their loan portfolios to struggling office buildings. More bank failures are likely.

And inflation, while down, is not beaten. If price gains, especially wages,
don’t cool fast enough, the Fed may defer the rate cuts that borrowers are counting on.
February’s CPI report was a reminder that more progress is needed to justify rate cuts.
We think inflation will fall further. But it could take longer than the Fed is hoping.
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m The White House wants to make homeownership more affordable.
That will start with federal agencies pushing to lower certain housing costs.
The Federal Housing Finance Agency will now waive title insurance requirements
on mortgage refinancings it acquires from certain lenders, as part of a pilot program.
The FHFA oversees Fannie Mae and Freddie Mac, which usually require title insurance
on the loans they purchase. The typical cost for borrowers is 0.5% of the loan amount.
The Consumer Financial Protection Bureau will also pursue potential new rules
to scrutinize anticompetitive closing costs imposed by lenders on buyers and sellers,
which the White House says can add thousands to the up-front costs of a mortgage.

A host of other proposals are likely going nowhere anytime soon.
The White House wants to offer a tax credit for first-time home buyers. In addition,
President Joe Biden is proposing a separate $10,000 tax credit for homeowners
who sell their “starter home” to move into a bigger house, thus adding to inventory
of more affordable homes on the market, which are sorely lacking these days.
Neither proposal stands to gain traction in Congress, especially ahead of the elections.

Central banks will probably continue to push back on rate cut expectations.
Sl The Federal Reserve, the European Central Bank and the Bank of Canada
left rates unchanged during their most recent meetings. Their message has been
that rate cuts will not happen as soon as markets seem to expect. Given the extent
to which inflation has overshot central banks’ targets over the past couple of years,
bank officials are worried about causing further damage to their credibility.
The focus will be on labor markets. The European Central Bank believes
that only by June will it know enough about wage trends to justify a first rate cut.
The Bank of Japan is expected to actually hike rates in March due to the demands
from labor unions for inflationary pay increases in 2024. Japan has held interest rates
in negative territory to combat long-running deflation, so hiking now is quite a switch.
The Bank of England will also watch average weekly earnings as it mulls a first cut.
June appears to be the timeframe when central banks foresee rate cuts.
Many feel that by June they will have enough data showing whether inflation
is easing sustainably. Expect the ECB and BOE to move faster than their counterparts
in the U.S. or Canada, given that Europe’s economies are struggling or in recession.

Beijing has set an ambitious growth target for China’s economy in 2024.
During China’s annual National People’s Congress, the country’s leadership
announced a 5% growth target. That’s unchanged from last year, but it’ll be harder
to achieve. Even though China’s economy was set for a reopening rebound last year
following its strict lockdown in 2022, it only narrowly achieved its growth target.
Now, the country’s recovery is hampered by weak domestic demand. In particular,
consumption will struggle amid a decline in asset prices and a slow labor market.

Beijing’s new fiscal package is unlikely to solve China’s economic woes.
While the most recent spending program is modest compared with its predecessors,
Beijing wants to pursue pro-growth policies without significantly adding to its debt.
The priority in 2024 will be to offset the downturn in real estate with greater activity
in other areas of the economy, particularly in high-end manufacturing.

The Biden administration will investigate auto imports from China,
citing possible national security concerns related to the technology
installed in Chinese cars and trucks, plus trade restrictions imposed by Beijing.
China nearly dethroned Japan as the world’s largest auto exporter in 2023,
shipping 5.2 million vehicles worldwide, compared with Japan’s 6.0 million vehicles.
Beijing still accounts for a comparatively small share of U.S. vehicle imports:
6.1%, compared with 24.8% for No. 1 Mexico and 21.7% for No. 2 Japan. Roughly half
of all vehicles sold in the U.S. are manufactured here. In 2017, the share was 52%.
Some autos imported from China: The Lincoln Nautilus and Buick Envision.
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The GOP’s impeachment probe of President Biden is at a crossroads.
Publicly, they’re saying it’s full steam ahead. Privately, they’re worried,

since they’ve yet to uncover conclusive evidence of wrongdoing by the president.
Special Counsel Robert Hur provided few new details for Republicans

to sink their teeth into during a recent House Judiciary Com. hearing, related

to his investigation of Biden’s mishandling of classified documents. Last month,

Hur recommended not criminally charging Biden, but also did not exonerate him.
Republicans are still hoping Hunter Biden will testify publicly. The son

of the president already sat for a closed-door deposition at the end of Feb.

With its razor-thin majority, the House GOP has no room for error.

Impeaching Biden could strike a big political blow in an election year.
But the Democratic-controlled Senate won'’t vote to convict the president.

Despite her poorly received rebuttal to the State of the Union address...
Keep an eye on Sen. Katie Britt (R-AL), the youngest Republican woman
ever elected to the Senate. The former chief of staff of Sen. Richard Shelby (R-AL),
her predecessor, Britt knows the chamber well, and her expertise has been rewarded
with highly coveted spots on the Senate Appropriations and Banking Coms.
Respected even by her Democratic colleagues as a consensus builder...

Britt will likely rise steadily through the Senate Republican ranks.

The demise of Senate moderates means more dealmakers will be needed.
Most of the chamber’s biggest compromisers will be leaving next year.
Among them: Kyrsten Sinema (I-AZ), Joe Manchin (D-WV) and Mitt Romney (R-UT),
all of whom played critical roles in passing major legislation over the past few years.
Their pending exits pave the way for more-partisan replacements. In Utah
and W.Va., the next senators will be GOPers more willing to toe the party line.
In Ariz., voters will face a stark choice between conservative Republican Kari Lake,
a former gubernatorial candidate, and liberal Democratic Rep. Ruben Gallego.
Don'’t be surprised if the Senate becomes more like the rambunctious House.

One area where bipartisanship could trump interparty tensions in Congress:

Banning TikTok, the popular Chinese-owned social media app. Legislation
that would do so recently cleared the House Energy and Commerce Com. with a vote
of 50-0. The bill would remove TikTok from U.S. app stores and web-hosting platforms
unless Beijing-based parent company ByteDance divests the app. The legislation
would also create a broader regulatory framework, allowing presidents to ban any app
with ties to America’s foreign adversaries, ranging from Russia to North Korea.

A bill easily cleared the House, though may run into Senate roadblocks.

Two other possible wild cards: First, Donald Trump now opposes the move,
despite ordering a TikTok ban as president that was ultimately struck down in court.
So far, Trump’s about-face hasn’t fazed GOP lawmakers, but that could still change.

Second, any TikTok ban will face legal challenges that may neuter the law.

m As the Air Force’s fleet of B-52 bombers awaits much-needed modernization...

The service is growing desperate for ways to keep the planes ready to fly.

Engine problems and parts shortages have resulted in higher rates of cannibalization...

taking components from one plane so another can fly. Officials handling maintenance

of the B-52 fleet say that the rate of cannibalization is up 200%, compared with 2019.
The old B-52 supply chain has withered, with most suppliers either out

of business or unwilling to accept limited orders of soon-to-be-outdated components.
The bombers won'’t receive their top-to-bottom overhaul until the 2030s,

as engine manufacturer Rolls-Royce and other suppliers prepare and test new parts.
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Have you noticed the results of Google web searches getting worse lately?
It’s a growing complaint among many. Google is trying to resolve the issue
with its recent major search update to crack down on low-quality, spammy content.
The company will tweak its system to prioritize original, quality articles,
videos and more, while penalizing more websites that are deemed unhelpful to users,
including those with a large share of content generated by artificial intelligence.
Google says it could reduce bad results by 40%, but it will be hard to gauge.

However much the updates help, expect a constant cat-and-mouse game,
as sites adapt with the goal of reaping the clicks and ad dollars of being a top result.

Consumers and businesses alike rely on Google to swiftly get information,
with the search engine controlling 90% of the market in the U.S., versus just 8%
for Microsoft’s Bing, in second place. However, Google worries about its dominance
fading amid the growing popularity of generative Al. This cutting-edge technology,
which churns out fully written responses to user questions, could up-end web search
by shifting the market to new Al competitors, such as Microsoft-backed ChatGPT.

Tech sellers are busy hyping artificial intelligence PCs and smartphones.

And the marketing push is poised to pay off. When it comes to Al PCs,
nearly 50 million units will ship this year globally, says market research firm IDC.
By 2027, 60% of PC models shipped will be categorized as Al models. Meanwhile,
smartphone vendors are similarly touting the Al capabilities of this year’s models.

What makes an Al device? Specialized chips for on-device Al processing.
Instead of central processing or graphics processing units...CPUs and GPUs...
such devices employ Al-specific chips known as neural processing units, now made
by major chipmakers, including Intel and Qualcomm. Al devices also don’t need
to use the Internet to run complex Al apps, thus boosting privacy and security.
Though new technology has perked up PC and smartphone sales this year...
Both categories are below 2021 levels. Smartphone sales will bounce back
in 2025, according to market research firm Gartner. For PCs and tablets, global sales
won’t return to 2021 levels until 2027, as customers hold onto devices for longer.

A recent glimpse into how robots will be increasingly used by the police:
A robot dog took a bullet while participating in a police standoff in Mass.,
perhaps the first event of its kind. State troopers sent a four-legged Spot robot,
made by Boston Dynamics, to find a man who allegedly held his mother at knifepoint.
While the robot was partially disabled, expect police everywhere to take note.

Four-legged robots are adept at going into homes and other buildings,
able to climb stairs and open doors. Plus, they are equipped with high-end cameras
and sensors, have the ability to be remote-controlled or operate autonomously,
and can be used to inspect manufacturing facilities, nuclear reactors and more.

But they aren’t cheap. A small fleet costs hundreds of thousands of dollars.
Spot weights 72 pounds, has a 90-minute battery life and a max speed of 1.6 meters
per second. ANYbotics and Unitree are two other companies that sell robot dogs.

Yours very trul
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P.S. Get investing insight and analysis sent to your e-mail daily at the close
of the market, for free. Visit kiplinger.com/go/ closingbell to sign up for Closing Bell.
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