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Future insight is key to the success of any business. We are proud 

to deliver the most recent edition of our Manufacturing Economic 

Outlook Report. Compiled by ITR Economics, a world-renowned 

research and consulting firm, this report will offer economic 

intelligence to help you as a business,  reduce risk and drive 

practical, and profitable decisions.

Hidden in the past are leading indicators that can help predict 

tomorrow's outcomes. This Manufacturing Economic Outlook 

Report reviews several forward-looking economic indicators and 

sheds light on the trends that will impact growth. With this light, 

you will be in a position to have an idea of what possibly lies ahead 

in the Manufacturing Sector.

Understanding these leading indicators will guide your business 

as it pivots and corrects its course moving forward. Effectively 

implementing these strategies will help your business reduce risk, 

make practical and profitable business decisions, and outperform 

the ever-increasing competition. Your decisions can make or break 

the future of your business. Now is the time to learn and understand 

the future indicators that will enable a higher level of performance.

What is in the Economic Outlook Reports?
These reports offer a snapshot of industries and markets as 

digested by an economic expert. Included in these reports are the 

current state of the industry/market and predictions on what future 

business cycles are likely to hold.

On each specific sub-sector page, you will find:

• Action plans

• Leading indicators

• Long-term views for key market sectors, graphs, chart 

explanations

• Business cycle phase information

Change is imminent in today’s world. In the blink of an eye, we have continuous 
disruption, discovery, and most importantly an abundance of unknowns. Conflict 
between nations, political unrest, tax reform or any possible unknown can affect 
the future of all businesses or industries.

Leveraging the Manufacturing Economic Outlook

• Activity to expand on a year-
over-year basis for most of 2018

• New Orders to grow 21.8%

• 2019 to be a weaker year with 
expected contraction for the 
sector as a whole

• Growth expected to resume in 
2020 after a decline in 2019

Phase A: Recovery

Phase B: Accelerating Growth

Phase C: Slowing Growth

Phase D: Recession

 Business Cycles

 Key Forecasts

INTRODUCTION

Alex Chausovsky of ITR Economics will be 
returning this October to present on macro-
economic trends.  To register, please visit 
our website at  
www.thehortongroup.com/events.
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ITR’s Outlook

The Federal Reserve Board revised the industrial production data since 

the last ITR Trends Report. The change to the data was anticipated 

and provided us with an opportunity to review and update the US Total 

Industrial Production forecast values. The previous data was revised 

downward, but our outlook of ongoing rise in 2018 and a mild recession 

in 2019 is unchanged, as evidenced by the chart below. The chart shows 

the prior forecast for the three-month moving average index values 

(3MMA) and the revised forecast.

There is now a baker’s dozen of leading indicators that support our 

projection of a weak 2019:

1. Purchasing Managers Index 1/12 decline

2. ITR Consumer Activity Leading Indicator™ monthly data decline

3. Nondefense Capital Goods 3/12 decline

4. Savings as a Percent of Disposable Personal Income 12MMA decline

5. Wilshire Total Market Cap 3/12 decline 

6. JPMorgan Global Purchasing Managers Index 1/12 decline

7. OECD US Leading Indicator 1/12 decline

8. OECD Major Six Leading Indicator 1/12 decline

9. OECD Global Leading Indicator 1/12 decline

10. S&P 500 1/12 decline

11. US Corporate Profits 3/12 decline

12. US Business Confidence Index 12/12 decline

13. Small Business Optimism 1/12 decline

While our estimate for the 2018 annual average Index value was 

essentially unchanged (0.2% difference), the projected year-over-year 

growth rate increased to 2.9% from the prior year-over-year estimate 

of 1.1%. The percent change is a combination of a delay in the projected 

12/12 high from 1Q18 to 3Q18 and the revision to the 2017 data. ITR clients 

receiving one of our EVP platform services or other consultative reports 

will recognize that we were pushing out the timing of the 12/12 high over 

the last quarter. We were waiting for the data revision to make it official. 

The projected decline for 2019 is unchanged at -1.2%. Business cycle 

recovery remains the outlook for 2020 with a 2.3% gain over 2019; 2020 

was previously estimated to come in at a 3.3%. The lowered estimate for 

2020 reflects updated analysis suggesting that the start of the recovery 

is likely to be more sluggish than previously forecasted. The new year-

end value for 2020 of 2.3% is essentially one quarter behind the prior 

forecast.

There are more risks than normal to the forecast. 

Upside risks include: The Laffer Curve works this time; pushing the 

“Made in America” agenda will spur manufacturing activity in the US 

despite capacity issues; the stock market goes back to rising unabated; 

the US dollar continues to fall throughout 2018. 

Downside risks include: Tariffs disrupting supply chains and/or leading 

to significant supply issues with China; inflation goes higher than we are 

projecting, which leads to more aggressive interest rate hikes; Russian 

distractions; NAFTA is restructured appreciably such that it restricts 

trade; Retail Sales growth falls below 1.5% on a deflated-dollar basis; 

trade disruption leads to China not buying US Bonds or, worse, selling 

their bonds. Additionally, the US would inevitably succumb to a decline 

even if the US global-maneuvering efforts are initially successful should 

Europe and China both perform worse on the back side of this business 

cycle than we are projecting. This would be a variation of the “beggar 

thy neighbor” consequence as played out in the past via exchange rate 

manipulations.

We added a new indicator to our stable of economic barometers: Search 

Interest in “Recession” via Google. The Search 12/12 will sometimes 

lead and at other times lag, but it is a reasonably good way to gauge 

what is on people’s minds. The news right now is not good because the 

Search 12/12 is heading in an unfavorable direction if you are rooting for 

unfettered growth. We like this barometer because it seems to bypass 

a lot of the hype and get directly to what people are “actively thinking.”

Economic Overview

ADJUSTING THE MACRO OUTLOOK
by Brian Beaulieu of ITR Economics
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Trade Issues 

Tariffs and related trade issues are one of the downside risks cited 

above. We have not changed our view on this issue since last month. 

The situation appears to be getting more tenuous with each declaration 

of tariffs by the US countered by China (as of this writing, China is only 

threatening to retaliate for the Administration’s “punitive” tariffs, which 

include items such as flat-screen TVs, medical devices, and batteries). 

Reportedly excluded from the US list of imported goods subject to tariff 

are toys and clothing typically found at Target and Walmart. The Chinese 

indicated that they intend to levy a 25% tariff on a list of American 

products, potentially on (as of this writing) soybeans, motor vehicles, 

and aircraft. The list of items suggests that the issue is getting broader 

and involving more of the economy in a direct way. The potential for 

unintended consequences is growing. Please see Alan Beaulieu’s blog 

post from March 28th for further breakdown of this development. 

Dodd-Frank

Talk of trade wars and sending the National Guard to the border with 

Mexico has essentially knocked the Dodd-Frank discussion to the  

sidelines. The changes were ostensibly to relax standards for medium-

to-small banks. They could use the relief as the regulatory burden 

imposed by the Dodd-Frank legislation is onerous. Removing some 

of the restricting and reporting regulations could result in improved 

locally-driven lending and results. Small banks have been losing ground 

to the big banks regarding deposits held. The suggested changes are 

not likely to alter the rising trend in median home prices that stemmed 

from the legislation skewing activity toward the high end of the home 

price market. Lessening the regulatory burden on the small-to-medium 

sized banks looks like a win for the consumer (because there is a chance 

deposited money will stay more local), tax payers, and the banks. 

Shareholders will now bear more of the risk, which is a good thing in a 

capitalist society.

US Total Manufacturing Production in the 12 months through February 

was up 1.7% on a year-over-year basis. Activity will expand on a year-over-

year basis through much of the manufacturing sector this year. Ensure 

that your distribution channels are sufficient to handle expansion during 

this time. The defense industry will be a particular area of opportunity 

in 2018, with New Orders expected to grow 21.8% this year. In general, 

2019 will be a weaker year than 2018 for the manufacturing sector, with 

contraction anticipated through the majority of the segments included 

in this report, but growth will resume in 2020. We altered several of 

our Production forecasts following the annual data revision by the US 

Federal Reserve Board. The US Census Bureau will issue a revision for 

New Orders data in time for the June ITR Trends Report, and we will 

adjust those forecasts if necessary at that time.

Manufacturing  
AT-A-GLANCE
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US Industrial Machinery New Orders

US Industrial Machinery New Orders during the 12 months 

ending in February totaled $34.7 billion, 8.8% above the year-ago 

level. New Orders will expand through the second quarter of 

2018. However, we expect activity to trend along the lower 

end of our forecast range during this time. The New Orders 

12MMT will then decline through the first half of 2019 before 

rising during the second half of that year and through 2020.  

 

US Exports of General and Industrial Machinery are growing at an 

accelerating rate, up 3.2% from one year ago. Our analysis indicates 

that accelerating growth in Exports will persist during the next one 

to two quarters. However, growth in Exports is underperforming 

overall growth in New Orders. Plan for demand from abroad to 

increase, but domestic demand is likely driving much of the rise in 

New Orders. Market, and budget accordingly.

ACCELERATING GROWTH
B
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Highlights 
New Orders were up 8 .8% on a 

year-over-year basis

Activity wil l  r ise into mid-2018

Exports wil l  grow at an accelerating pace 
for at least the next one to two quarters

12/12 12MMT

2018 -0.5% $34.7

2019 -2.7% $33.8

2020 15.0% $38.8

Forecast 

Summer 2018 Economic Outlook
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North America Light Vehicle Production

The North America Total Light Vehicle Production 12MMT for 

February was down 4.0% on a year-over-year basis. Activity will 

recover and then rise during the majority of this year. Growth in 2018 

will be relatively brief and mild compared to previous cycles, although 

there may be opportunities relating to the Light Truck component 

during this time. Production will then decline in 2019 before returning 

to a rising trend in 2020.

The US Automobile and Light Duty Motor Vehicles Capacity Utilization 

Rate 3/12 is rising from a September 2017 low. This indicator, given its 

typical six-month lead time to production, helps to corroborate our 

expectation that 12/12 rise will take hold in the Production data by the 

second quarter of this year.

Highlights 
Production was 4 .0% below the year-ago 

level

Activity wil l  recover and rise during the 
majority of this year

The Capacity Util ization Rate 3/12 
suggests a recovery trend wil l  take hold 

by the second quarter

12/12 12MMT

2018 4.3%  $18.0

2019 -5.4% $17.0

2020 6.8% $18.1

Forecast 

RECOVERY
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US Food Production

There was a mild data revision by the US Federal Reserve Board for 

US Food Production. Activity in 2017 was revised downward by about 

0.8%, warranting a new forecast. Our outlook for average annual 

production increased by about 0.2% for 2018, decreased by about 

1.5% for 2019, and increased by about 0.8% for 2020. 

US Food Production in the 12 months through February was 4.5% 

above the year-ago level. The 12/12 rate-of-change will peak in the 

second quarter of this year. Expect the Production 12MMA to rise 

at a slowing pace during the second half of this year through 2019. 

However, there could be a downside risk for the Production 12MMA 

to fall below the year-ago level if inflationary pressures for food 

and consumer prices outpace our expectation for 2019. Plan for 

production to return to an accelerating rising trend in 2020.

ACCELERATING GROWTH
B
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Highlights 
We revised our forecast for US Food 

Production

The Production 12/12 wil l  r ise into the 
second quarter of 2018

Production wil l  grow at a slowing 
pace through 2019 before rising at an 

accelerating pace through 2020

12/12 12MMA

2018 2.6% 113.8

2019 0.3% 114.2

2020 2.8% 117.4

Forecast 

Summer 2018 Economic Outlook
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US Metalworking Machinery New 
Orders

US Metalworking Machinery New Orders during the 12 months 

through February totaled $37.4 billion, up 8.1% from the year-ago level. 

New Orders are growing at an accelerating rate but will transition to 

a slowing growth trend during the second quarter of this year. The 

New Orders 12MMT will rise through the remainder of this year. New 

Orders will then decline in 2019 before expanding in 2020.

US Metal Cutting Machine Tool New Orders were up 11.9% from the 

year-ago level and will grow at a double-digit pace in 2018. This 

component is outperforming overall Metalworking Machinery New 

Orders, and we expect this trend to persist through much of this 

year. Plan for Metal Cutting Machinery to be an area of opportunity 

in 2018.

Highlights 
New Orders were up 8 .1% on a 

year-over-year basis

The rate of growth wil l  s low during the 
second quarter of this year,  but 12MMT 

rise wil l  persist through 2018

US Metal Cutting Machine Tools are an 
area of opportunity

12/12 12MMT

2018 2.9%  $37.8

2019 -4.2% $36.2

2020 7.8% $39.1

Forecast 

Millions of Units, NSA | Data Source: Ward’s Auto
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B
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US Construction Machinery New Orders

US Construction Machinery New Orders in the 12 months through 

February were up 23.4% on a year-over-year basis. New Orders are 

rising at an accelerating rate, but expect that to change to a slowing 

rate of growth for the rest of this year. Activity will then decline 

through 2019 before rising in 2020.  

US Mining Production is growing at an accelerating pace, but the rate 

of rise will diminish for much of this year and in 2019. This may hinder 

demand for Construction Machinery, particularly the equipment used 

in surface mining. 

US Logging Production in the 12 months through February was down 

6.3% which is limiting demand for logging equipment. However, 

production recently transitioned to Phase A: Recovery, which 

suggests some demand for New Orders from this sector may resume 

as we get closer to 2019.

Highlights 
New Orders were up 23 .4% from one year 

ago

The pace of growth for New Orders wil l 
s low through much of this year,  in part , 

due to the mining sector

Recovery in the logging sector may 
benef it related New Orders

12/12 12MMT

2018 0.7%  $25.6

2019 -6.4% $24.0

2020 7.4% $25.8

Forecast 
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Data Link  - Ask An Analyst
Data Series Definition

Data Methodology

ITR Terminology & Methodology

Moving Total/Moving Average

Averages are used when the data cannot be compounded, such as an index, percent, price level,  or interest rate. Totals are used 
for things where it makes sense to add the data together. For example, units sold or total dollars spent.

Monthly Moving Total (MMT) vs Monthly Moving Average (MMA):

A 3-month (3MMT/A) or 12-month (12MMT/A) moving total/average encapsulates the monthly data for the most recent 3 and 12 
months, respectively. The 3MMT/A illustrates the seasonal changes inherent to the data series. The 12MMT/A removes seasonal 
variation in order to derive the underlying cyclical trend. It is also referred to as the annual total or annual average.

3MMT/A and 12MMT/A:

A rate-of-change figure is a ratio comparing a data series during a specified time period to the same period one year prior. 
Rates-of-Change are expressed in terms of the annual percent change in an MMT or MMA, 3MMT/A, and actual monthly data.

Rates-of-change reveal whether activity levels are rising or falling compared to last year. A rate-of-change trend illustrates and 
measures cyclical change and trends in the data.

According to ITR Economics, the three commonly used rates-of-change are the 1/12, 3/12 and 12/12, which represent the year-
over-year percent change of a single month, 3MMT/A and 12MMT/A (respectively).

A rate-of-change above 0 indicates the data is higher than it was at the same time in the previous year, while a rate-of-change 
below 0 indicates the data is lower 

Rate-of-Change:

Business Cycles

Phase A: 
Recovery

12/12 is rising below 0 and 

the data trend is either 

heading toward a low or 

is in the early stages of 

recovery. This is the first 

positive phase of the 

business cycle.

Phase B: 
Accelerating 
Growth

12/12 is rising above 0, the 

data trend is accelerating 

as it ascends and growth is 

occurring above the levels 

it reached a year ago. This 

is the second positive 

phase of the business 

cycle.

Phase C: 
Slowing 
Growth

12/12 is declining but 

remains above 0 and the 

data trend is decelerating 

in its ascent or has 

stopped its rise, but it is 

still above last year. This is 

the first negative phase of 

the business cycle.

Phase D: 
Recession

12/12 is below 0 and the 

data trend is below where it 

was the previous year. This 

is the second negative and 

final phase of the business 

cycle.

Data Link  - Ask An Analyst
Data Series Definition

Data Methodology
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Horton is an insurance, employee benefits and risk advisory 
firm that leads clients with complex needs and limited resources 
to a higher level of performance. We do this by focusing on the 
Traditional + Innovative, the Insurable + Uninsurable, and 
the Present + Future.
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