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Weekly Economic Monitor _______________________________________________________________________________________  
 
Storytime 

Real GDP rose at a 0.7% annual rate in the advance estimate 
for 1Q17, below the median forecast (+1.1%).  Relatively 
speaking, that’s not a huge forecasting error.  The headline 
growth figure will be revised and revised and revised over the 
next few months.  The story behind the numbers was largely as 
anticipated, and that shouldn’t change much from here.  
However, the GDP data raise some important questions about 
the prospects for growth in the remainder of the year. 

 

  
No surprise, consumer spending growth slowed sharply in the 

initial estimate for the first quarter – a 0.3% annual rate (vs. 
+3.5% in 4Q16).  A slower pace of motor vehicle sales subtracted 
nearly a half of a percent from overall GDP.  Personal income 
rose moderately in 1Q17, but inflation was higher, limiting 
consumer purchasing power.  Mild temperatures reduced home 
heating expenditures, which are part of consumer spending.  
The near-term trend in gasoline prices has been relatively flat 
recently, which means that real income growth should pick up.  
More normal temperatures should lead to an unwinding of the 
dip in household energy consumption.  The University of 
Michigan’s April consumer sentiment survey results noted that, 
over the last two months, evaluations of current personal 
finances posted the strongest improvement in 15 years. 

 
Business fixed investment surged in the first quarter (a 9.4% 

annual rate, vs. +0.9% in 4Q16).  Consumer optimism doesn’t 
always translate into higher consumer spending growth.  
However, business investment decisions are, by necessity, 
forward-looking.  Business structures accounted for nearly half 
of the first quarter surge in nonresidential fixed investment.  
That could have been helped by mild weather.  Spending on 
information-processing equipment picked up.  Spending on 
industrial equipment was moderate.  Inventory growth slowed 
sharply, subtracting 0.9 percentage point from GDP growth. 

 

Can the strength in business investment continue beyond the 
first quarter?  Businesses do not exist simply to sell to other 
businesses.  The consumer is the end-point.  Businesses will 
need to see a sustained increase in the demand for the goods 
and services they produce to keep expanding.  A big part of the 
1Q17 pickup in business investment has to do with the situation 
in Washington.  Surveys show that households generally feel 
better about their personal financial situation regardless of their 
political affiliations.  However, there is a sharp divide in 
expectations about the further.  Naturally, one-party control has 
led to a sharp increase in optimism for Republicans and a 
decrease in optimism for Democrats.  Most business owners are 
Republicans – hence, the increase in business confidence. 

 

  
One might be led to conclude that an economist’s outlook, 

like that of any individual, is based on his or her political 
viewpoint, and in some cases that may be true.  However, the 
broader conclusion is driven by arithmetic.  The demographic 
story has become more accepted.  The underlying trend in labor 
force growth is a lot slower than in previous decades and will 
slow even more in the years ahead.  While GDP growth over the 
last several years has been viewed as subpar, it’s been beyond a 
sustainable pace.  We know that because the job market has 
gotten tighter over the last several years. 
 

Does that mean we can’t get to much stronger GDP growth?  
Not at all, but clearly, the main issues should be whether to 
increase (not decrease) immigration and what efforts can be 
made to boost productivity growth.  The last time we had strong 
productivity growth was in the late 1990s, when new 
technologies (cell phones, networking equipment, the internet) 
came into play (assisted partly by a misallocation of capital).  
 

Over the next couple of months, the economic data will be 
key.  We’ll find out whether consumer spending growth will 
rebound and whether business investment will stay strong.   
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Treasury Yields Dollar Equities 

 13-wk 26-wk 52-wk 2-yr 3-yr 5-yr 10-yr 30-yr $/Euro $/BP JY/$ CD/$ NASD SPX DJIA 
3/31/17 0.76 0.91 1.03 1.27 1.50 1.93 2.40 3.02 1.070 1.254 111.41 1.332 5911.74 2362.72 20663.22 
4/21/17 0.81 0.98 1.06 1.25 1.44 1.81 2.30 2.96 1.069 1.278 109.08 1.350 5910.52 2348.69 20547.76 
4/28/17 0.80 0.98 1.07 1.27 1.45 1.81 2.28 2.96 1.089 1.295 111.46 1.365 6048.82 2384.19 20940.51 

 

Recent Economic Data and Outlook 
Stock market participants welcomed the French election results 
and were optimistic about potential tax cuts at home.  Fears of an 
unlikely government shutdown dissipated as the White House 
dropped its demand to fund construction of the border wall. 
 

 
 
The White House unveiled a one-page, double-spaced, detail-
free tax cut “plan,” which was essentially what the Trump 
campaign had proposed six months earlier. 
 
Real GDP rose at a 0.7% annual rate in the advance estimate for 
1Q17 (vs. +2.1% in 4Q16).  Consumer spending rose at a 0.3% 
pace (vs. +3.5%).  Business fixed investment jumped 9.4% (vs. 
+0.9%).  Residential investment rose 13.7%, adding 0.5 
percentage point to headline GDP growth.  Net exports added 
0.1 percentage point, while a slower pace of inventory growth 
subtracted 0.9 percentage point.  Real Private Domestic Final 
Purchases (GDP less inventories and foreign trade), a measure 
of underlying domestic demand, rose at a 2.2% pace (vs. +3.4%). 
 
The Employment Cost Index rose 0.8% over the three months 
ending in March (stronger than expected), up 2.4% y/y (vs. 
+1.9% for the 12 months ending March 2016).  Private-sector 
wages and salaries rose 0.9% (+2.6% y/y), possibly reflecting 
higher state minimum wages or better annual bonuses. 
 
The Conference Board’s Consumer Confidence Index fell to 
120.3 in the initial estimate for April, vs. 124.9 in March. 
 
The University of Michigan Consumer Sentiment Index was little 
changed in April (97.0, vs. 98.0 at mid-month and 96.9 in April).  
The report noted that improved finances was reported by half of 
all households in the last two months, the best in more than 15 
years.  There was no partisan divide regarding evaluations of 
current finances.  However, future financial prospects and the 
economic expectations were split by political affiliation. 

 
Durable Goods Orders rose 0.7% in March, partly reflecting a 
26.1% increase in civilian aircraft orders).  Ex-transportation, 
orders fell 0.2%.  Orders for nondefense capital goods ex-aircraft 
rose 0.2%, while shipments rose 0.4% – a 7.5% annual rate in 
1Q17 (vs. +4.4% in 4Q16 and -3.9% in 3Q16). 
 
New Home Sales rose 5.8% (±15.5%), to a 621,000 seasonally 
adjusted annual rate (+15.6% y/y).  There’s a lot of statistical 
noise in the monthly numbers, but the unadjusted total for the 
first quarter was up 11.2% y/y. 
 
 The Pending Home Sales Index (which leads existing home sales) 
fell 0.8% in March (vs. +5.5% in February), up 0.8% y/y. 
 
The Chicago Fed National Activity Index fell to 0.08 in March, 
vs. +0.27 in February.  The three-month average was +0.03, 
which is consistent with the national economy expanding at 
nearly its historical trend. 
 
Emmanuel Macron and Marine Le Pen (anti-EU and anti-euro) 
made it through the first round in the French Presidential 
Election and will face a run-off election on May 7. 
 
As expected, the European Central Bank left short-term interest 
rates unchanged and did not alter its asset purchase plans.  In 
his post-meeting press conference, ECB President Draghi 
appeared optimistic about the economic outlook, but also 
remained cautious about downside risks 
 

Economic Outlook (2Q17): 2.0-2.5% GDP growth, following 
around 1.0% growth in 1Q17. 
 
Employment:  Job growth has remained relatively strong, 
although the pace should slow as the job market tightens.  
Consumers:  Job gains and wage growth are supportive, but 
purchasing power has decreased (gasoline prices).  Debt levels 
are manageable, with few signs of strain in the aggregate.  
Manufacturing:  Improving in the near term, reflecting good 
weather, strengthening capital goods orders, and an improved 
global economic outlook.  
Housing/Construction:  Job growth has remained supportive, 
but higher home prices and higher mortgage rates are a 
restraint for first-time buyers.  Tax cuts are expected to help fuel 
the demand for vacation homes and second homes.  
Prices:  Ex-food & energy, the PCE Price Index has continued to 
trend below the Fed’s 2% target, but not by a lot.  There is little 
inflation in consumer goods.  Inflation in services has been 
boosted by higher rents.  Wage gains are moderate, but rising. 

Interest Rates:  The Fed remains in tightening mode, and is 
expected to be more aggressive in raising rates in 2017 than in 
2016 and 2015, but policy will remain data-dependent.   
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This Week:     forecast last last –1 comments 
         Monday 5/01 8:30 Personal Income Mar +0.2% +0.4% +0.5% quarterly data included in the GDP report 
   Personal Spending  +0.1% +0.1% +0.2% mixed, but lackluster 
   PCE Price Index ex-f&e  -0.0% +0.2% +0.3% the core CPI fell 0.122% 
  10:00 Construction Spending Mar NF +0.8% -0.4% choppy, subject to large revisions 
  10:00 ISM Manufacturing Index Apr 56.5 57.2 57.7 moderately strong 
         Tuesday 5/02 tbd Motor Vehicle Sales, mln Apr 17.1 16.5 17.5 likely to rebound 
     domestically built  13.4 13.0 13.6 spurred by further discounts 
         Wednesday 5/03 8:15 ADP Payroll Estimate, th. Apr +170 +263 +245 watch for revisions 
  10:00 ISM Non-Manf. Index Apr 56.3 55.2 57.6 consistent with moderate growth 
  2:00 FOMC Policy Decision     no change, no Yellen press conference 
         Thursday 5/04 8:30 Jobless Claims, th. 4/29 245 257 243 still a low trend 
  8:30 Trade Balance, $bln Mar -44.6 -43.6 -48.2 somewhat wider 
     goods only  -66.0 -65.0 -69.5 lower exports in March 
  8:30 NF Productivity (prelim.) 1Q17 -0.5% +1.3% +3.3% not good 
   Unit Labor Costs  +3.2% +1.7% +0.7% moderate inflation pressure 
  10:00 Factory Orders Mar +0.2% +1.3% +1.5% durable goods orders reported at +0.7% 
         Friday 5/05 8:30 Nonfarm Payrolls, th. Apr +175 +98 +219 Easter adjustment adds uncertainty 
     private-sector  +170 +89 +221 moderately strong 
   Unemployment Rate  4.6% 4.5% 4.7% seen a bit higher, trend is lower 
     employment/population  60.1% 60.1% 60.0% a modest trend higher 
   Avg. Weekly Hours  34.4 34.3 34.3 should be a little higher 
   Avg. Hourly Earnings  +0.3% +0.2% +0.3% moderate wage pressure 
         Next Week:         
         Monday 5/08  no significant data      
         Tuesday 5/09 6:00 Small Business Optimism Apr NF 104.7 105.3 still Trump-lovin’ 
  10:00 JOLTS: hiring rate  NF 4.0% 4.1% little changed in recent months 
   JOLTS: quit rate  NF 2.4% 2.4% should rise with a tighter job market 
  1:00 Treasury Note Auction     3-year notes 
         Wednesday 5/10 8:30 Import Prices Apr NF -0.2% +0.4% little pressure in finished goods 
     ex-food & fuels  NF +0.3% +0.3% some pressure in raw materials 
  1:00 Treasury Note Auction     10-year notes 
         Thursday 5/11 7:00 BOE Policy Decision     no change 
  8:30 Jobless Claims, th. 5/06 242 245 257 still a low trend 
  8:30 Producer Price Index Apr +0.1% +0.1% +0.3% mild energy 
     ex-food & energy  +0.1% 0.0% +0.3% mild old core 
     ex-f, e, trade services  +0.1% +0.1% +0.3% mild new core 
  1:00 Treasury Bond Auction     30-year bonds  
         Friday 5/12 8:30 Consumer Price Index Apr +0.2% -0.3% +0.1% a modest gain in energy 
        year-over-year  +2.3% +2.4% +2.8% moderate 
     ex-food & energy  +0.1% -0.1% +0.2% mild core inflation 
        year-over-year  +1.9% +2.0% +2.2% still moderate 
  8:30 Real Hourly Earnings Apr NF +0.5% +0.1% should start to pick up 
  8:30 Retail Sales  Apr NF -0.2% -0.2% weak in recent months 
     ex-autos  NF +0.0% +0.0% late Easter adds uncertainty 
     ex-autos, bld mat, gasoline  NF +0.2% -0.3% still relatively lackluster 
  10:00 Business Inventories Mar +0.1% +0.2% +0.3% slower in 1Q17 
  10:00 UM Consumer Sentiment m-May 96.2 97.0 96.9 gradually losing its luster 

 

This Week… 
There’s a Fed policy meeting this week, but nobody expects a 
change and there’s no Yellen press conference.  Investors will 
look to the wording of the policy statement to gauge the odds 
that the central bank will move at the next policy meeting (mid-
June).  Still, the timing of the Fed’s next move will depend on 
the economic data, especially the job market figures.  The 
financial markets could react to any surprises in the monthly 
ISM surveys this week.  The April Employment Report arrives on 
Friday.  Nonfarm payrolls should post a moderate increase, but 
the late Easter adds some uncertainty. 

Monday  
Personal Income and Spending (March) – Quarterly figures were 
included in the advance GDP report.  This report will merely split 
that up by month.  Barring revisions to January and February, 
income and spending should have risen modestly at best in 
March.  Core inflation was likely modest. 
 
ISM Manufacturing Index (April) – Despite improved sentiment, 
factory sector activity has remained mixed but moderate in 
recent months.  Watch new orders and employment, the 
leading gauges.  An improved global economy is helping exports.  
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Tuesday 
Motor Vehicle Sales (April) – Unit sales fell sharply in March, 
despite reports of heavy discounting.  We ought to see at least a 
partial rebound in April, but monthly sales typically depend on 
the results for the final weekend of the month.  In any case, the 
underlying trend has flattened over the last several months, to 
what appears to be a long-term sustainable pace (driven largely 
by replacement needs).  At the same time, there have been a 
few signs of credit strains (higher auto loan delinquencies). 

Wednesday 
ADP Payroll Estimate (April) – The ADP figures and the official 
BLS numbers diverged in March (ADP had a +259,000 monthly 
average for 1Q17, while the BLS was at +171,000).  Something 
has to give between the two.  Watch for revisions.  

  
ISM Non-Manufacturing Index (April) – The ISM’s other survey 
has not rallied sharply in recent months, still consistent with 
moderate economic growth in the near term.  Employment 
growth slowed (but remained positive) in the March survey. 
 
FOMC Policy Decision – The Federal Open Market Committee is 
widely expected to leave short-term interest rates unchanged.  
There will be no revision of Fed officials’ forecasts (no new dot 
plot) and no Yellen press conference.  That won’t prevent 
financial market participants from trying to read clues in any 
subtle changes in the wording of the policy statement.  Note 

that any change in the Fed’s portfolio reinvestment policy is not 
going to happen until later this year. 

Thursday 
Jobless Claims (week ending April 29) – We can expect the usual 
noise from week to week, but the underlying trend is expected 
to remain consistent with tight labor market conditions. 
 
Trade Balance (March) – The advance figures showed a 
moderate widening in the merchandise trade deficit in March. 
 
Nonfarm Productivity (1Q17, preliminary estimate) – Nonfarm 
business GDP was reported to have risen at a 1.0% annual rate.  
Aggregate private-sector hours rose at a 1.5% pace.  Meanwhile 
the Employment Cost Index rose at a 3.2% pace.  Doing the 
math, productivity is likely to have fallen in the first quarter, 
while unit labor costs should be substantially higher. 

Friday 
Employment Report (April) – Another month, another adventure.  
The March payroll figure was suspiciously low and may have 
been distorted by the late Easter.  One shouldn’t put much 
weight on any one particular month, but the underlying trend in 
job growth is lower, consistent with a tighter job market.  

 
 

Next Week … 
The important data land at the end of the week.  Given recent 
soft consumer numbers, the retail sales figures will be critical. 
 

Coming Events and Data Releases 

May 16 Building Permits, Housing Starts (April) 
Industrial Production (April) 

May 29 Memorial Day (markets closed) 

June 2 Employment Report (May) 

June 14 FOMC Policy Decision, Yellen press conf. 

July 26 FOMC Policy Decision (no press conf.) 

September 20 FOMC Policy Decision, Yellen press conf. 

November 1 FOMC Policy Decision (no press conf.) 

December 13 FOMC Policy Decision, Yellen press conf. 
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