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US: Plunging inflation expectations keep
the Fed on an easing course
US consumer confidence improved in October, suggesting households
still have an appetite to spend. However, the plunge in inflation
expectations at a time of weakness in business surveys suggests the
Fed will cut interest rates again in October
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2.2%
YoY
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term consumer inflation
expectations

It's not all doom and gloom...
The recent run of US economic data has been poor. The ISM manufacturing and non-
manufacturing series are in freefall, the National Federation of Independent Business (NFIB) small
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buisness series is in its worst position since Donald Trump became President and employment and
wage growth appear to be stalling. Despite that, the consumer remains upbeat with the University
of Michigan consumer sentiment index rising to a three month high versus expectations that it
would post another decline.

The current conditions component rose to a ten-month high of 113.4 from 108.5, which seemingly
reflects an improvement in the perception of net incomes and household finances in general.
Certainly, with unemployment near multi-decade lows and wages having picked up over the
middle of the year, these components should be in decent shape. However, the expectations
component, which is a more useful index given its correlation with consumer spending, saw more
muted gains. It rose to 84.8 from 83.4, but is still well below its 2-year average of 87.3.
Nonetheless, this is still a respectable level that has historically been consistent with real consumer
spending growth of around 2.5-3%.

Confidence and spending

Source: Macrobond, ING

... but it's the plunge in inflation expectations that will catch the
Fed's eye
Unfortunately this expectations index hasn't been such a great lead indicator over the past year or
so - if it was then we should have been experiencing real consumer spending growth of nearly 4%
rather than the 2% and a bit percent we are likely to get for full year 2019. Consequently, given
the weakenss in business surveys today's confidence reading is unlikely to hold much sway at a
Federal Reserve that has a bias to ease monetray policy further.

Moreover, the consumer inflation expectations series has hit an all-time low of 2.2% looking over a
5-10 year horizon while on a 1 year horizon it has fallen to 2.5% from 2.8%. With market-based
measures of inflation (using Treasury Inflation Protected Securities) also at rock bottom levels
(around 1.5%) this will make the Federal Reserve nervous about hitting their inflation target over
the medium term. As such this may be the more significant story in this report and should help
nudge October rate cut expectations even higher.
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Inflation expectations 5 year ahead hit record lows

Source: Macrobond, ING

Author

James Knightley
Chief International Economist, US
james.knightley@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

mailto:james.knightley@ing.com
https://www.ing.com

