
 The Federal Reserve projections for the change in real economic output growth as of Sep-
tember, 2019 are 2.0% for 2020 and 1.9% in the longer run (after 2022).1  Recalling that the U.S. 
economy grew at 2.9% for 2018, these near and longer term projections are observably lower than the 
past year. We are currently in a backdrop where we are possibly slowing towards this trend rate after 
what may have been a higher than normal growth rate due to regulatory and tax reform effects as well 
as a slightly increasing labor force participation rate, as tight labor markets drew in underutilized 
workers.   

 Investors likely are interested in the details around growth in an attempt to understand how 
accommodating the environment is and what, if any, implications are there for prices.  From there, 
they can focus their views around revenues and earnings growth outlooks for specific companies in 
specific sectors of the economy.   

 A recent economic letter out of the Federal Reserve Bank of San Francisco written by John 
Fernald and Huiyu Li discusses two factors contributing to a normal GDP range.2  First, de-
mographics or population dynamics deliver a workforce to companies. How this population is grow-
ing year over year is one input.  Second, productivity growth dynamics dictate how much more output 
can be produced per hour of work.  Measuring this important number year over year can possibly tell 
us how well investment into things like new equipment, software and training is paying off with in-
creased production and higher wages.   

 Simply looking at a rough approximation of working age population projections from the 
Congressional Budget Office and how that dataset grows over time, shows that we are averaging out 
around 0.50% growth.  For comparison, in the 40 years prior we topped around 2.5% growth and bot-
tomed out slightly just below 1.0%.  Takeaway #1:  The size of the labor force is not growing as fast 
as in the past.   

 Next, looking at labor productivity shows that in the last 10 years we have been in the 1.2% 
growth range.  From the mid 1990’s up until the Great Financial Crisis, the U.S. economy was experi-
encing productivity growth numbers as high as the 2.0% to 2.5% range.  Takeaway #2:  Broadly 
speaking, productivity growth is coming in at lower levels than the last 25 years.   

 Looking at the graph provided for the prior 10 year period and adding the two factors, one 
demographic and the other productivity related, gets us to around a 1.7% normal rate of growth in this 
simple model.  Overlaid against this is real GDP output for linear comparison (see chart).   

 Bulls could look at the present world of technological innovation and change yet slower 
growth and remain optimistic about prospects.  They see a world of possible future gains full of op-
portunities for investment built around emerging technologies and catalysts not yet imagined.  They 
need to track secular growth stories in order to find out where those opportunities may be coming 
from.  Bears may argue that the demographic and population growth slowdown is a headwind to high-
er growth levels and, given that business investment in fixed capital has slowed a bit recently, there 
may be less of a rosy picture around productivity in the future.  Either way, whether 1.9% is the cor-
rect and normal target of potential GDP, let’s consider the factors around it which are now slightly 
demystified.   
1   https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20190918.htm 

2  https://www.frbsf.org/economic-research/publications/economic-letter/2019/june/is-slow-still-new-normal-for-gdp-growth/ 
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Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no assur-
ance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or 
undertaken by Valicenti Advisory Services, Inc. [“VASI]), or any non-investment related content, made reference to directly or indirectly in this commentary will be 
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various 
factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not 
assume that any discussion or information contained in this commentary serves as the receipt of, or as a substitute for, personalized investment advice from VASI.  Please 
remember to contact VASI, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/
revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory ser-
vices.  VASI is neither a law Firm, nor a certified public accounting Firm, and no portion of the commentary content should be construed as legal or accounting advice.  
A copy of the VASI’s current written disclosure Brochure discussing our advisory services and fees continues to remain available upon request. Please advise us if you 
have not been receiving account statements (at least quarterly) from the account custodian. Historical performance results for investment indices, benchmarks, and/or 
categories have been provided for general informational/comparison purposes only, and generally do not reflect the deduction of transaction and/or custodial charges, the 
deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of decreasing historical performance results.  It 
should not be assumed that your VASI account holdings correspond directly to any comparative indices or categories. Please Also Note: (1) performance results do not 
reflect the impact of taxes; (2) comparative benchmarks/indices may be more or less volatile than your VASI accounts; and, (3) a description of each comparative bench-
mark/index is available upon request. Please Note: Limitations: Neither rankings and/or recognitions by unaffiliated rating services, publications, media, or other organi-
zations, nor the achievement of any designation, certification, or license should be construed by a client or prospective client as a guarantee that he/she will experience a 
certain level of results if VASI is engaged, or continues to be engaged, to provide investment advisory services. Rankings published by magazines, and others, generally 
base their selections exclusively on information prepared and/or submitted by the recognized adviser. Rankings are generally limited to participating advisers (see link as 
to participation data/criteria, to the extent applicable). Unless expressly indicated to the contrary, VASI did not pay a fee to be included on any such ranking. No ranking 
or recognition should be construed as a current or past endorsement of VASI by any of its clients.  ANY QUESTIONS: VASI’s Chief Compliance Officer remains avail-
able to address any questions regarding rankings and/or recognitions, including the criteria used for any reflected ranking. 
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