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The Next Few Weeks  
Recent data reports have added little color to the economic 

outlook, but that may change soon enough.  The advance GDP 
report should show the economy advancing at a moderate pace, 
but results are likely to remain mixed across sectors.  Fed 
officials were close to raising rates in September, but recent 
figures probably haven’t been compelling enough to force 
action at the November 1-2 policy meeting.  The employment 
report will be subject to the usual uncertainties, but job growth 
has slowed, if only reflecting tighter job market conditions. 
 

Investors place far too much significance in the headline GDP 
growth figure.  This is the advance estimate (arriving Thursday) 
and will be subject to large revisions.  However, the story ought 
not to change much.  Consumer spending growth (roughly 70% 
of GDP) was likely moderate – slower than the second quarter’s 
blistering 4.4% pace, but better than the first quarter’s 1.6%.  
Business fixed investment and residential homebuilding are 
likely to have been soft.  A slowing trend in inventory growth 
subtracted significantly from headline GDP growth in recent 
quarters, making the economy appear weaker than it really is.  
An inventory rebuild was expected to fuel stronger GDP growth 
in 3Q16, but now that contribution appears likely to have been 
much more modest.  Foreign trade ought to add, largely 
reflecting a surge in agricultural exports. 
 

  
Job growth was especially strong in 2014 and 2015, 

recovering more of the slack generated in the financial crisis.  
However, the trend appears to have slowed this year.  That 
likely reflects tighter labor market conditions.  Late in the job 
market recovery, tight conditions typically lead to higher wages 
and many of those on the sidelines (out of work, but not 
officially counted as “unemployed”) will return to the 
workforce.  Wage growth is still moderate, but higher than in 
recent years, and labor force participation has begun to rise.  

  
The November 1-2 meeting of the Federal Open Market 

Committee will be a “live” meeting, meaning that officials will 
consider a rate hike.  Internal pressure to raise rates has been 
building – in mid-September, 9 of the 12 district banks wanted 
an increase in the discount rate (the rate the Fed charges banks 
for short-term borrowing), but that was denied by the Fed’s 
governors.  It’s widely believed that the FOMC will refrain from 
raising rates, so as to stay out of the election.  Others believe 
that the Fed can only hike when there is a press conference.  
Both of these arguments are wrong.  Rather, consider why the 
FOMC refrained from raising rates in September.  It wanted to 
wait for more evidence of progress towards the Fed’s goals 
(maximum sustainable employment and 2% inflation in the PCE 
Price Index) and the risks of a policy error are not symmetric (it 
would be harder to correct course if the Fed moves too rapidly).  
These factors have not changed much since mid-September.  

  
What else?  Oh, yeah.  The election.  Alone, a president can’t 

do a lot on the economy.  She needs support from Congress.  
The real issue is now the down ballot contests.   
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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 

9/23/16 0.18 0.40 0.60 0.77 0.90 1.16 1.62 2.34 1.122 1.296 101.04 1.316 5305.75 2164.69 18261.45 
10/14/16 0.33 0.46 0.66 0.83 0.99 1.26 1.73 2.46 1.099 1.219 104.10 1.317 5214.16 2132.98 18138.38 
10/21/16 0.33 0.46 0.65 0.83 0.98 1.24 1.74 2.49 1.088 1.222 103.79 1.333 5256.81 2141.16 18145.71 

 

Recent Economic Data and Outlook 
The various economic reports did not change the overall outlook 
(moderate growth, low inflation).  Investors focused on earnings 
releases and the election. 
 

 
 
Nine of the 12 Federal Reserve District Banks requested an 
increase in the Discount Rate in mid-September, one more than 
in late July.  The Fed’s Board of Governors did not approve the 
requests.  The BOG can adjust the discount rate upon a request 
from one or more of the district banks.   
 
The Fed’s Beige Book noted that “economic activity continued to 
expand” from late August to early October, with most of the 12 
Federal Reserve districts describing growth as “modest” or 
“moderate.”  Employment expanded at a “modest pace.”  While 
labor markets remained “tight,” districts reported only 
“modest” wage growth.  Overall price growth was “mild.” 
 
The Consumer Price Index rose 0.3% in October (+1.5% y/y).  
Gasoline prices rose 5.8% (+2.3% before seasonally adjusted,  
-6.5% y/y).  Food was flat (food at home -2.2% y/y, food away 
from home +2.4% y/y).  Ex-food & energy, the CPI rose 0.1% 
(+0.112% before rounding, +2.2% y/y).  Owners’ Equivalent Rent 
(which accounts for nearly a quarter of the CPI) rose 0.4%.  Ex-
food, energy, and shelter, the CPI fell 0.1% (+1.3% y/y). 
 
Real Hourly Earnings fell 0.1% in September (+1.0% y/y).  Lower 
gasoline prices boosted real earnings over the last several 
months, but that impact is fading. 
 
Industrial Production rose 0.1% in September (-1.0% y/y).  The 
output of utilities fell 1.0% (-0.4% y/y).  Mining, which includes 
energy exploration and extraction, rose 0.4% (-9.4% y/y).  Oil 
and gas well drilling, which fell 76% from late 2014 to May of 
this year, rose 5.1%, the fourth consecutive gain.  Manufacturing 
output rose 0.2% (+0.1%) with auto production up 0.1% (+5.0% 
y/y).  Ex-autos, factory output rose 0.2% (-0.5% y/y). 

Retail Sales rose 0.6% in the advance estimate for September 
(+2.7% y/y), up 0.5% ex-autos (+2.7% y/y).  Autos rose 1.1% 
(+2.5% y/y).  Sales of building materials rose 1.4% (+5.6% y/y).  
Gasoline sales rose 2.4% (-2.4% y/y).  Ex-autos, building 
materials and gasoline, sales advanced 0.2% (a 1.1% annual rate 
in 3Q16, vs. +6.7% in 2Q16 and +3.3% in 1Q16). 
 
Building Permits rose 6.3% in September, to a 1.225 million 
seasonally adjusted annual rate (+8.5% y/y).  Single-family 
permits edged up 0.4% (+4/4% y/y), flat or slightly higher across 
regions (0.0% in the Northeast, +0.9% in the Midwest, +0.2% in 
the South, and +0.6% in the West).  Housing Starts sank 9.0%, 
with single-family starts up 8.1% and multi-family down 38.0%).  
 
Homebuilder Sentiment fell to 63 in October, vs. 65 in 
September and 59 in August.  The National Association of Home 
Builders indicated that this is “a sign that the housing recovery 
continues to make solid progress.” 
 
Existing Home Sales rose 3.2% in September, to a 5.47 million 
seasonally adjusted annual rate (+0.6% y/y).  Sales for 3Q16 
were up 0.7% from a year ago.  Sales for the first nine months of 
the year rose 3.2% y/y).  The National Association of Realtors 
continued to note limited inventories of homes for sales. 
 
The Index of Leading Economic Indicators rose 0.2% in 
September, offsetting a 0.2% decline in August. A drop in jobless 
claims, an increase in building permits, and the yield curve made 
the largest positive contributions.  A shorter factory workweek 
made the only significant subtraction. 
 
Economic Outlook (4Q16):  GDP growth at about a 2.0% annual 
rate, vs. around 2.5% in 3Q16. 
 
Employment:  The trend in nonfarm payrolls appears to have 
slowed somewhat this year, but job growth remains relatively 
strong (beyond a long-term sustainable pace).  
Consumers:  Strong job growth and moderate wage gains are 
supportive.  Spending growth appeared to lose some 
momentum in July and August.  
Manufacturing:  Mixed across sectors, but relatively soft overall.  
Lean inventories suggest some potential for a pickup in 
production, but a soft global economy isn’t helping exports.  
Housing/Construction:  Supply constraints and affordability 
issues remain important restraints for residential construction 
and the pace of home sales.  Mortgage rates have remained low 
and job growth has been supportive.  
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 consumer services has been 
boosted by higher rents.  Wage gains are moderate. 

Interest Rates:  The Fed remains in tightening mode, but is 
expected to proceed cautiously as it normalizes policy.  Most 
Fed officials expect to raise rates by the end of 2016.   
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This Week:     forecast last last –1 comments 
         Monday 10/24  no significant data     15 days until the election 
         Tuesday 10/25 10:00 CB Consumer Confidence Oct 104.6 104.1 101.8 improving job market perceptions 
  1:00 Treasury Note Auction     $26 billion in 2-year notes 
         Wednesday 10/26 8:30 Advance Econ Indicators Sep    inventories, merchandise trade figures 
  10:00 New Home Sales, mln Sep 600 609 659 choppy, but a moderately strong trend 
      % change  -1.5 -7.6 +13.8 watch for revisions 
  11:30 FRN Auction     $15 billion in 2-year FRNs 
  1:00 Treasury Note Auction     $34 billion in 5-year notes 
         Thursday 10/27 8:30 Jobless Claims, th. 10/22 265 260 247 some boost from hurricane 
  8:30 Durable Goods Orders Sep +0.7 +0.1 +3.6 aircraft orders reported higher 
     ex-transportation  +0.2 -0.2 +1.1 choppy, but a soft trend 
     nondef cap gds x-aircraft  +0.4 +0.9 +0.8 up in June, July, and August 
  10:00 Pending Home Sales Index Sep +0.5 -2.4 +1.2 uneven, but a softer trend 
  1:00 Treasury Note Auction     $28 billion in 7-year notes 
         Friday 10/28 8:30 Real GDP (advance est.) 3Q16 +2.5 +1.4 +0.8 seen moderate (but could surprise) 
   Priv. Dom.  Final Purchases  +2.1 +3.2 +1.1 near the average of 1Q16 and 2Q16 
  8:30 Employment Cost Index 3Q16 +0.7 +0.6 +0.6 a slight pickup 
      year-over-year  +2.3 +2.3 +1.9 still moderate 
  10:00 UM Consumer Sentiment Oct 89.2 91.2 89.8 87.9 at mid-month 
         Next Week:         
         Monday 10/31 8:30 Personal Income Sep +0.3 +0.2 +0.4 moderate growth in aggregate wages 
   Personal Spending  +0.4 0.0 +0.4 rebound in autos, higher gasoline prices 
   PCE Price Index ex-f&e  +0.1 +0.2 +0.1 core CPI rose 0.112% 
  9:45 Chicago PM Index Oct 53.8 54.2 51.5 moderate (but erratic in recent months) 
         Tuesday 11/01 10:00 Construction Spending Sep -0.5 -0.7 -0.3 seen lower 
  10:00 ISM Manf. Index Oct 51.8 51.5 49.4 mixed, but still relatively sluggish 
  tbd Motor Vehicle Sales, mln Oct 17.3 17.7 16.9 uneven, but a flat trend 
     domestically built  13.5 13.9 13.1 reaching replacement needs 
         Wednesday 11/02 8:15 ADP Payroll Estimate, th. Oct +155 +154 +175 moderately strong 
  2:00 FOMC Policy Statement     some chance, but not likely 
         Thursday 11/03 8:30 Jobless Claims, th. 10/29 258 265 260 still a low trend 
  8:30 NF Productivity (prelim.) 3Q16 NF -0.6 -0.6 should improve 
   Unit Labor Costs  NF +4.3 -0.3 some inflation pressure 
  10:00 Factory Orders Sep NF +0.2 +1.4 mixed 
  10:00 ISM Non-Manf. Index Oct 56.2 57.1 51.4 moderately strong 
         Friday 11/04 8:30 Nonfarm Payrolls, th. Oct +160 +156 +167 seasonal adjustment adds uncertainty 
     private-sector  +150 +167 +144 a moderate trend 
   Unemployment Rate  4.9 5.0 4.9 flat or slightly lower 
     employment/population  59.9 59.8 59.7 trending higher 
   Avg. Weekly Hours  34.4 34.4 34.3 little changed 
   Avg. Hourly Earnings  +0.2 +0.2 +0.1 moderate 
  8:30 Trade Balance, $bln Sep NF -40.7 -39.5 seen a bit wider 
      goods only  NF -60.3 -60.3 higher oil prices 

  
This Week… 
The economic calendar is busy, but stock market investors will 
be focused more on earnings.  Market participants typically 
place far too much emphasis on the headline GDP figure.  
There’s always a lot of uncertainty in the advance estimate.  
Figures will be revised, but the story isn’t likely to change much.  
Attention will then turn to the following week, which will 
include a FOMC meeting and the October Employment Report. 

Monday 
No significant economic data.  

Tuesday 
Conference Board’s Consumer Confidence Index (October) – The 
initial estimate of consumer confidence is based on a sample of 

the first half of the month.  Based on the full month’s survey 
data, figures are often revised a month later.  Recent reports 
have showed some improvement in labor market perceptions, 
which tend to lag actual improvement. 

Wednesday 
Advance Economic Indicators (September) – Foreign trade and 
inventories account for more than their fair share of volatility in 
GDP.  Ahead of the advance GDP estimate, the government now 
releases estimates of wholesale and retail inventories and 
merchandise imports and exports for the final month of the 
quarter.  This may lead to some last minute adjustments in 
economists’ forecasts of third quarter growth. 
 
New Home Sales (September) – The government’s estimate of 
new home sales is reported with a huge amount of uncertainty.  
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Monthly figures are choppy and subject to large revisions.  The 
underlying trend appears to be relatively strong in recent 
months, despite some supply constraints and continued 
affordability issues for first-time buyers. 

Thursday 
Jobless Claims (week ending October 22) – The Columbus Day 
holiday and hurricane effects have likely added some noise in 
the last couple of weeks, but the underlying trend remains low.  

  
Durable Goods Orders (September) – Boeing reported a pickup in 
aircraft orders for September.  Ex-transportation, orders are 
likely to have edged higher, but these figures can be erratic.  
Shipments of nondefense capital goods ex-aircraft continued to 
fall in the third quarter, but orders rose in June, July, and 
August, suggesting that the worst may be behind us.  

  
Pending Home Sales Index (September) – These figures tend to 
lead existing home sales, but there’s some choppiness from 
month to month. 

Friday 
Real GDP (3Q16, advance estimate) – Consumer spending is 
expected to have grown moderately in the third quarter (about 
the average pace of 1Q16 and 2Q16).  Business fixed investment 
is likely to have remained soft.  Inventories should add, but 
much less than was expected at the start of the quarter.  Net 
exports (a narrower trade deficit) should also be a positive.  

  
Employment Cost Index (3Q16) – The ECI compensates for the 
changing composition of employment and also includes benefit 
costs.  The trend has remained moderate in recent quarters.  

 
 

Next Week … 
Momentum for a Fed rate hike has been building and a 
November 2 tightening will definitely be on the table.  However, 
the information collected since the previous meeting is unlikely 
to be compelling enough (so December it is).  The employment 
report is likely to be moderately strong. 
 

Coming Events and Data Releases 

November 8 Election Day 

November 11 Veterans Day (bond market closed) 

November 15 Retail Sales (October) 

November 17 Consumer Price Index (October) 

November 24 Thanksgiving Holiday (markets closed) 

December 2 Employment Report (November) 

December 14 FOMC Policy Decision, Yellen press conference 

February 1 FOMC Policy Decision (no press conference) 

March 15 FOMC Policy Decision, Yellen press conference 
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