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Weekly Economic Monitor _______________________________________________________________________________________  
 
Blue Skies or Stormy Weather? 

The 2nd estimate (first revision) of 1Q17 GDP growth was 
stronger than expected, but well within the normal range for 
such revisions.  As expected, the story didn’t change much.  
Underlying domestic demand (consumer spending, business 
investment, residential homebuilding) was stronger than 
estimated earlier, while inventories rose more slowly, providing 
a greater drag on the headline growth figure.  The GDP data 
don’t tell us a lot about the strength of the economy in the 
second quarter.  Monthly figures will continue to fill in the 
picture, but the rebound in growth may be disappointing. 

 

  
Financial market participants may be quick to dismiss the 

1Q17 GDP estimate as reflecting residual seasonality.  Over the 
last several years, the first quarter growth figures have tended 
to be soft relative to the other quarters of the year.  However, 
residual seasonality has not been apparent in the consumer 
spending numbers, which makes the soft 1Q17 something of an 
anomaly.  Job and wage growth have been supportive of 
spending, but gasoline prices are higher than they were a year 
ago.  Pressures on the middle class (higher rents, rising 
healthcare costs) may continue to restrain the pace of spending 
in the near term.  The University of Michigan Consumer 
Sentiment Index remained near its six-month average in May.  
The press release noted that there is still a sharp political divide 
influencing expectations.  Republicans have been more 
optimistic, with most expecting robust economic growth.  
Democrats are less enthusiastic, with most anticipating a 
recession.  Considering this sharp split in a broader context, 
most business owners are Republicans, which appears to explain 
the first quarter pickup in business fixed investment.  In 
contrast, most workers generally align with the Democratic 
Party, which may partly explain the soft results for consumer 
spending.  In addition, there is some speculation that the 
crackdown on undocumented workers has dampened spending. 

  

  
Enthusiasm for the Trump agenda (reduced regulation, broad 

tax reform, and increased infrastructure spending) likely fueled 
the surge in business fixed investment in the first quarter.  
However, the April report on durable goods casts some doubt 
on whether this will continue.  Orders for nondefense capital 
goods ex-aircraft were essentially flat in February, March, and 
April.  More than half of the surge in 1Q17 business fixed 
investment was in structures, which reflects the rebound in oil 
and gas well drilling (a partial correction to the larger correction). 

 
Which side of the political divide will prove to be correct?  

Most likely neither.  The Trump agenda faces an uphill battle on 
Capitol Hill and labor market constraints were bound to limit the 
pace of growth regardless.  At the same time, there are few 
signs of the kind of strains that would lead to a recession. 

 

  
A sustained decline in corporate profits is a harbinger of 

recession.  Profits (from the National Income and Product 
Accounts) are trending somewhat lower in recent quarters, and 
bear close watching in the quarters ahead.   
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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 
4/28/17 0.80 0.99 1.07 1.28 1.45 1.81 2.29 2.96 1.090 1.294 111.44 1.367 6047.61 2384.20 20940.51 
5/19/17 0.92 1.03 1.10 1.28 1.45 1.79 2.23 2.90 1.119 1.302 111.47 1.354 6083.70 2381.73 20804.84 
5/26/17 0.94 1.08 1.17 1.30 1.46 1.79 2.25 2.92 1.117 1.281 111.25 1.346 6207.50 2415.80 21079.63 

 

Recent Economic Data and Outlook 
As expected, the economic data were not especially market-
moving, while FOMC minutes continued to show monetary 
policymakers on track to raise short-term interest rates in June. 
 

 
 
FOMC Minutes from the May 2-3 policy meeting showed that 
officials expected that the first quarter slowing was “likely to be 
transitory.”  Officials also viewed recent softer figures on 
inflation as “primarily reflecting transitory factors.”  On policy, 
“most participants judged that if economic information came in 
about in line with their expectations, it would soon be 
appropriate for the [FOMC] to take another step in removing 
some policy accommodation.”  Plans to curtail the reinvestment 
policy (and to begin reducing the size of the balance sheet) later 
this year were a little more concrete (more details to follow). 
 
Real GDP rose at a 1.2% annual rate in the 2nd estimate of first 
quarter growth (vs. +0.7% in the advance estimate).  Consumer 
spending rose at a 0.6% pace (vs. +0.3%), while business fixed 
investment rose 11.4% (vs. +9.4%).  Inventories rose more 
slowly than in the advance estimate, subtracting nearly 1.1 
percentage points from the headline GDP growth figure.  
Underlying domestic demand (Private Domestic Final Purchases, 
which is GDP less net exports and the change in inventories) was 
revised higher (a 2.7% annual rate and +2.9% y/y).  Corporate 
Profits fell by $40.3 billion in 1Q17 (vs. +$11.2 billion in 4Q16), 
with profits for domestic nonfinancial corporations down $18.4 
billion (vs. +$60.4 billion). 
 
Durable Goods Orders fell 0.7% in April, reflecting a 1.2% drop 
in transportation orders (motor vehicles +0.3%, civilian aircraft  
-9.2%, defense aircraft +7.1%).  Ex-transportation, orders fell 
0.4%.  Orders for nondefense capital goods ex-aircraft were 
unchanged for the second consecutive month (orders for the 
first four months of the year were up 1.3% y/y). 

The UM Consumer Sentiment Index was essentially unchanged 
at 97.1 in May, vs. 97.0 in April (and a 97.3 average over the last 
six months).  The report continued to note a sharp difference 
between most Republicans, who expect a robust expansion, and 
most Democrats, who anticipate a recession. 
 
Initial Claims for unemployment benefits edged up to 234,000 
in the week ending May 20.  The four-week average was 
235,250, the lowest since April 14, 1973. 
 
New Home Sales sank 11.2% (±10.5%), to a 569,000 seasonally 
adjusted annual rate in April.  It appears that mild winter 
weather pulled forward sales.  Unadjusted sales for February-
April were up 10.2% from the same period in 2016. 
 
Existing Home Sales fell 2.3%, to a 5.57 million seasonally 
adjusted annual rate in April (+1.6% y/y).  The National 
Association of Realtors cited lean inventories, especially in the 
lower- to mid-market price range. 
 
The White House’s Office of Management and Budget unveiled 
its Budget Proposal (more of a wish list, as Congress writes the 
legislation), calling for sharp cuts in discretionary spending and 
Social Security disability.  The proposal had a $2 trillion math 
error.  Among other oddities, the plan would eliminate the 
estate tax, but it continued to count the revenues from the tax. 
 
Moody’s downgraded China’s debt to A1, from Aa3, and 
changed the outlook from stable to negative.  The downgrade 
reflected Moody’s expectations that “China’s financial strength 
will erode somewhat over the coming years, with economy-
wide debt continuing to rise as potential growth slows. 
 
Economic Outlook (2Q17): around 3.0% GDP growth, partly 
reflecting a rebound in the pace of inventory growth. 
 
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 remain 
restraints for first-time buyers.  
Prices:  Ex-food & energy, the PCE Price Index has continued to 
trend below the Fed’s 2% target.  There is little inflation in 
consumer goods.  Inflation in services has been boosted by 
higher rents.  Wage growth has been moderate. 

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 5/29  Memorial Day     markets closed 
         Tuesday 5/30 8:30 Personal Income Apr +0.5% +0.2% +0.3% led by a rebound in wage income 
   Personal Spending  +0.3% 0.0% 0.0% some pick up (March likely revised up) 
   PCE Price Index ex-f&e  +0.1% -0.1% +0.2% core CPI rose 0.071% 
  10:00 CB Consumer Confidence May 117.4 120.3 124.9 losing some luster, still high 
  1:00 Fed Gov Brainard Speaks     “Economy and Monetary Policy” 
         Wednesday 5/31 9:45 Chicago Business Barometer May 57.0 58.3 57.7 relatively strong 
  10:00 Pending Home Sales Index Apr +0.5% -0.8% +5.5% choppy, trend is higher 
  2:00 Fed Beige Book     job market getting tighter 
         Thursday 6/01 8:00 Fed Gov Powell Speaks     “Normalization of Monetary Policy” 
  8:15 ADP Payroll Estimate, th. May +170 +177 +255 moderate 
  8:30 Jobless Claims, th. 5/27 240 234 233 still a low trend 
  10:00 Construction Spending Apr NF -0.2% +1.8% residential lower 
  10:00 ISM Manf. Index May 54.5 54.8 57.2 moderate 
  tbd Motor Vehicle Sales, mln May NF 16.8 16.5 depends on final weekend 
     domestically built  NF 13.1 13.0 trend has softened 
         Friday 6/02 8:30 Nonfarm Payrolls, th. May +175 +211 +79 subject to some seasonal noise 
        3-month average   +174 +176 a moderately strong trend 
     private-sector  +170 +194 +77 uneven in March and April 
        3-month average   +164 +168 a moderately strong trend 
   Unemployment Rate  4.4% 4.4% 4.5% seen steady 
     employment/population  60.3% 60.2% 60.1% trending gradually higher 
   Avg. Weekly Hours  34.4 34.4 34.3 steady 
   Avg. Hourly Earnings  +0.2% +0.3% +0.1% moderate 
  8:30 Trade Balance, $bln Apr -46.4 -43.7 -43.8 imports up, exports lower 
     goods only  -68.0 -65.5 -65.2 wider in advance estimate 
         Next Week:         
         Monday 6/05 8:30 Productivity (revised) 1Q17 +0.0% +1.8% +3.3% -0.6% in the preliminary estimate 
   Unit Labor Costs  +2.4% +1.3% +0.7% +3.0% in the preliminary estimate 
  10:00 Factory Orders Apr -0.2% +0.8% +0.8% durable goods orders reported at -0.7% 
  10:00 ISM Non-Manf. Index May 56.5 57.5 55.2 moderate 
         Tuesday 6/06 10:00 JOLTS: hiring rate  NF 4.0% 4.0% moderate level, slight upward trend 
   JOLTS: quit rate  NF 2.4% 2.3% moderate level, flattish trend 
         Wednesday 6/07  no significant data      
         Thursday 6/08 7:45 ECB Policy Decision     no change 
  8:30 Jobless Claims, th. 6/03 238 240 232 still a low trend 
         Friday 6/09  no significant data     waiting on the Fed 

 

This Week… 
The Fed isn’t going to react to any one piece of economic data, 
but the May employment report is seen as the last major hurdle 
ahead of the June 13-14 policy meeting.  In addition to the usual 
statistical noise, seasonal adjustment difficulties could have 
some impact on the payroll data (one should really focus on the 
three-month average).  Consumer confidence data and the ISM 
manufacturing survey could have some influence on the 
markets (along with whatever news we get out of Washington). 

Monday  
Memorial Day Holiday – Markets closed. 

Tuesday 
Personal Income and Spending (April) – Household income and 
spending numbers are likely to be mixed.  The April employment 
report suggested a pickup in wage income growth, while unit 
auto sales and the retail sales report point to lackluster-to-
moderate growth in consumer spending.  The core PCE price 
inflation figure is expected to be low. 

CB Consumer Confidence Index (May) – The Conference Board 
gauge is likely to moderate somewhat, although respondents 
should continue to remain optimistic about job conditions.  The 
y/y change in the present situation component suggests little 
chance of falling into a recession anytime soon.  
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Wednesday 
Chicago Business Barometer (May) – The Chicago purchasing 
managers index is likely to moderate, reflecting mixed 
conditions and somewhat less optimism. 
 
Pending Home Sales Index (April) – These data are choppy, but 
tend to lead existing home sales.  Some pickup is likely in April. 
 
Fed Beige Book – Anecdotal reports have continued to suggest 
that growth remains “modest to moderate,” but focus on what 
is said about the labor market, the key policy driver. 

Thursday 
ADP Payroll Estimate (May) – The ADP estimate of private-sector 
payrolls has been somewhat stronger than the official BLS 
numbers in recent months.  We should see a moderate gain in 
May, but watch for revisions to the April numbers.  

  
Jobless Claims (week ending May 27) – The underlying trend here 
remains very low, but we could see some noise related to the 
end of the school year. 
 
ISM Manufacturing Index (May) – The headline figure is a 
diffusion index and does not measure actual manufacturing 
activity.  One-month moves of two or three points are not all 
that meaningful.  However, market participants still see the data 
as a key reflection of the underlying strength in the factory 
sector.  April durable goods data suggest mixed conditions 
across industries, but general softening into early 2Q17.  

 

 
Motor Vehicle Sales (May) – Monthly sales depend critically on 
the results for the final weekend of the month and there are 
high hopes for the Memorial Day weekend.  Still, the underlying 
trend in sales appears to have softened over the last year. 

Friday 
Employment Report (May) – Nonfarm payrolls, reported 
accurate to ±120,000, are likely to post a moderately strong gain 
in May.  The three-month average reduces (but does not 
eliminate) the month-to-month noise, but the 12-month 
average shows a clear downtrend in the last two years.  Note 
that, prior to seasonal adjustment, the economy tends to add 
about four million jobs between January and June.  The 
unemployment rate, reported accurate to ±0.2%, is expected to 
hold about steady.  A tight job market would normally add to 
wage pressures, but average hourly earnings can be quirky 
(figures tend to be revised in the following month).  

  
Factory Orders (April) – Durable goods orders were reported to 
have fallen 0.7%. 
 

Next Week … 
A very thin economic calendar.  The Fed goes quiet ahead of the 
upcoming monetary policy meeting. 
 

Coming Events and Data Releases 

June 14 Retail Sales (May) 
Consumer Price Index (May) 
FOMC Policy Decision, Yellen press conf. 

June 15 Industrial Production (May) 

June 16 Building Permits, Housing Starts (May) 

July 4 Independence Day (markets closed) 

July 7 Employment Report (June) 

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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