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The Schaumburg Business Association recently
partnered with Blackhawk Bank to provide an
overview on current economic conditions and a
prospective economic forecast. It is important to
stay up-to-date on economic trends in order to
better prepare for the future. Having an economic
plan set in place can be extremely beneficial.

The US economy expanded from January through March at
a 3.2% annualized rate. Is that rate of growth sustainable?

® The Q1-2019 growth and expansion of the US Economy
at that 3.2% pace mirrored the growth experienced for
2018; which was measured at 3.1%. With that said, the
robust expansion in the first quarter of 2019 is considered
largely to have been a carryover from 2018 and the impact
of the change to federal tax laws, etc. A more normalized
growth should be anticipated through the remainder of
2019, with projections for annualized growth in GDP to be
in the 2.1-2.3%. This is still considered healthy expansion
by most measures.

How do the economic slowdowns occurring in Europe and
China impact the US economic growth?

® While one may anticipate the struggles in China and
Europe to have similar negative impact to the Global
economy and that of the U.S,, that has not been the case
in 2019. The US economy continues to expand at a pace
well above Europe and China. US Interest rates have
continued to remain low, historically. Despite multiple
increases to the Fed Funds Rate throughout 2017 and
2018, the rate (which is the basis for the Prime Rate) has
remained steady since December 2018 and is anticipated
to remain flat for the near future. The 10-Year US Treasury
has actually dipped from 2.71% in January 2019, down to
2.07% in July 2019. Borrowing costs remain low, which
continue to bolster corporate investment and thus aid
the US Economy in outpacing foreign economies.

What impact does the ongoing trade war with China have
on the overall economy? Will this war on trade be effective
and eventually strengthen domestic industries?

® |nitial impacts to Tariffs and the trade war with China were
mixed results. Several U.S. industries, from technology, to
steel, to farming experienced spikes in their own costs,
and a negative impact from the initial tariffs. As of June
2019, the U.S. and China agreed to a trade war cease-
fire during the last G20 meeting. Tariffs of foreign goods
should make products produced by U.S. companies more
cost effective by comparison, in theory. However, to-date,
both U.S. and international firms have stated negative
impacts from these tariffs.
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Reports continue to point/predict an economic recession
occurring sometime in the next two-to-three years. What
are signs/indicators that a recession is occurring?

® Unemployment trends are one of the primary factors
analysts will look at when trying to predict an upcoming
recession. While it’s widely known that the country has
experienced historically low unemployment figures
recently, the question becomes how much lower, if at
all, can it go? And can it remain stable? With such low
unemployment rates, it makes it difficult for employers to
hire and retain skilled employees, which could negatively
affect production levels.

The housing market has been a strong indicator of past
recessions, so it’s definitely something to keep an eye on.
Based on data for the 1st quarter 2019, both new housing
permits and new housing starts are down as compared
to the same period for 2018. Rising interest rates and
higher home prices are also making it so fewer people
can afford new homes.

Another factor to monitor is the United States GDP.
Analysts will track the gap between actual GDP and
the potential GDP (as estimated by the Congressional
Budget Office). When this gap starts to increase, it is
one potential indicator of an oncoming recession. While
GDP has been stable over the past few years, it is worth
noting that the aforementioned issues with China and
the existing tariffs are projected by many economists to
drop the GDP by 25 basis points or more.

How should businesses prepare for this pending recession,
and when should they start preparing?

® Don’t Panic! Too often business owners, and consumers
alike, can fall prey to mildly negative information and
overreact. With that said, some conservative best-
practices may be:

¢ Increase and maintain cash balances, if at all possible.
3-6 months of operating cash flow is a good place to

start.

Maintain a cash flow forecast, and keep a good eye
on your budget. You need to be able to identify issues
quickly.

Have a backup plan for additional working capital.
Bank lines of credit, and investor financing, are some
of the ways to obtain this.

Diversify your customer base as much as possible, and
stay on top of customer payments. Large concentration
with a few customers could be detrimental in times of
recession.

Source: Schaumburg Business Association by Kyle Schulz
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