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Numbers and Their Meaning  
The U.S. economy is complex.  Most people want to sum it up 

in one simple number: real GDP growth.  However, that 
estimate has a number of flaws.  Typically, there’s more going 
on under the surface in any government data report.  The last 
several quarters of GDP growth are a good example.  
 

Real GDP rose 1.3% over the four quarters ending in 2Q16, 
but that understated the economy’s strength.  A slowdown in 
inventory growth subtracted 0.6 percentage point and a wider 
trade deficit subtracted 0.2 percentage point.  Underlying 
domestic demand was more like 2.1% (+2.3% if you also 
subtract the government sector).  This flipped in 3Q16.  A faster 
pace of inventory growth added 0.6 percentage point, while a 
narrower trade deficit added 0.8 percentage point.  Ex-foreign 
trade and inventories, domestic economic growth was more like 
1.4%, about half of the headline GDP growth figure (+2.9%).  In 
other words, the economy was not as strong as the 3Q16 GDP 
growth figure would suggest, nor was it as weak as the 2Q15-
2Q16 GDP data would seem to imply. 
 

  
The third quarter GDP numbers will be revised (and revised 

again), but the story is unlikely to change much.  Note that there 
is a fair amount of choppiness quarter to quarter, which may 
reflect difficulties in the seasonal adjustment (and the possibility 
that the seasonal pattern is changing more rapidly over time).   
 

Inflation-adjusted consumer spending growth was weaker 
than anticipated in 3Q16, and the quarterly data imply either a 
weak figure for September, or downward revisions to July and 
August.  While slower than in 2Q16, the 3Q16 pace was 
moderately strong.  Yet, there appears to have been some loss 
of momentum in consumer spending.  Some of that may reflect 
caution amid election-year uncertainty.  Consumer attitude 
surveys suggest some concern regarding the overall economy, 
but continued optimism in personal finances. 

  
Consumers don’t spend confidence.  Consumers may spend out 
of wealth or borrow, but most expenditures are fueled by 
personal income.  Yet, consumer attitude measures can provide 
some indication of the overall consumer outlook, implicitly 
incorporating expectations for the job market and other broader 
economic drivers.  The two major consumer surveys, the 
Conference Board’s Consumer Confidence and the University of 
Michigan’s Consumer Sentiment, have remained relatively 
range-bound over the last couple of years.  The Conference 
Board’s survey includes labor market perceptions, which were 
less optimistic in the initial results for October, but still relatively 
optimistic, especially in comparison to recent years.  

  
What does the advance 3Q16 GDP figure mean for monetary 

policy?  Not much.  The Fed’s staff is adept at slicing and dicing 
the data and officials should be made aware of the underlying 
strength beyond the headline GDP figures.  More importantly, 
Fed policymakers are focused on the labor market and the 
inflation outlook.  Job growth has slowed this year, but partly 
due to a tighter job market (although wage pressures haven’t 
picked up by much).  The inflation outlook is mixed, but 
generally moderate.  Oil and gasoline prices were never going to 
fall forever, and overall inflation should trend higher.  Yet, 
recent figures have continued to suggest mild deflationary 
pressure in consumer goods, while inflation in services has been 
dominated by rising shelter and medical care costs. 
 

A November 2 rate hike by the FOMC is not out of the 
question.  The conventional wisdom about the Fed wanting to 
avoid action around elections is wrong.  Similarly, there’s no 
hard rule that rates can only be raised when there is a press 
conference scheduled.  However, the FOMC refrained from 
moving in September because it could afford to wait for more 
information.  That argument is still valid, making a December 
move more likely – but that will remain data-dependent.   
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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 

9/30/16 0.29 0.45 0.59 0.77 0.88 1.14 1.60 2.32 1.124 1.302 101.21 1.312 5312.00 2168.27 18308.15 
10/21/16 0.34 0.47 0.66 0.84 0.98 1.25 1.74 2.48 1.087 1.221 103.96 1.332 5257.40 2141.16 18145.71 
10/28/16 0.29 0.49 0.65 0.86 1.01 1.33 1.85 2.62 1.098 1.218 104.70 1.338 5191.92 2126.43 18161.33 

 

Recent Economic Data and Outlook 
Earnings results were the main driver for the stock market, but 
were not one-sided enough to drive the major market indices out 
of their recent ranges.  Yields on U.S. Treasury securities rose, 
largely reflecting higher bond yields abroad (not domestic fears 
about inflation or tighter monetary policy). 
 

 
 
Real GDP rose at a 2.9% annual rate in the advance estimate for 
3Q16 (+1.5% y/y), boosted by an increase in inventory growth 
and a rise in net exports (a narrower trade deficit).  Consumer 
spending rose at a 2.1% pace (vs. 2.9% in the first half of the 
year).  Business fixed investment rose at a 1.2% pace.  
Residential fixed investment fell for the second consecutive 
quarter, subtracting 0.24 percentage point from overall GDP 
growth.  Inventories rose (after falling in 2Q16), adding 0.6 ppt 
to GDP, while net exports added 0.8 ppt.  Private Domestic Final 
Purchases (consumer spending, business fixed investment and 
residential fixed investment), a measure of underlying domestic 
demand, rose at a 1.6% annual rate (vs. +2.3% over the four 
previous quarters.  Real disposable income, the main fuel for 
consumer spending growth, rose at a 2.2% annual rate (+2.3% 
y/y).  The PCE Price Index rose 1.0% y/y (+1.7% ex-f&e). 
 
The Employment Cost Index rose 0.6% (as expected) over the 
three months ending in September, up 2.3% from a year earlier.  
Wages and salaries rose 0.5% (+2.4% y/y), while benefits rose 
0.7% (+2.3% y/y).  The figures suggest moderate upward 
pressure on labor costs (and slack remaining in the job market). 
 
The Conference Board Consumer Confidence Index fell to 98.6 
in the initial estimate for October (based on data collect by 
October 13), vs. 103.5 in September and 101.8 in August.  
Respondents were less optimistic about current business 
conditions and job availability.  Expectations for future 
conditions were slightly worse, but individuals remained 
optimistic about the prospects for their family income. 

 
The University of Michigan Consumer Sentiment Index fell to 
87.2 in October, vs. 91.2 in September and 90.0 in August.  Most 
of the weakness was in expectations, likely reflecting election-
year uncertainty.  Consumers were a bit less optimistic about 
the prospects for the economy, but retained an optimistic 
outlook regarding their personal finances. 
 
Durable Goods Orders fell 0.1% in September, as a 12.5% rise in 
civilian aircraft orders was offset by a 44.8% drop in defense 
aircraft.  Ex-transportation, orders rose 0.2%, as expected, with 
mixed results across industries (primary metals -0.3%, fabricated 
metals -0.4%, machinery +1.2%, computers and electronics  
-1.0%, electrical equipment and appliances +1.5%).  Orders for 
nondefense capital goods ex-aircraft (NDCGxA) fell 1.2%, 
offsetting a 1.2% rise in August, but still at a 5.2% annual rate in 
3Q16 (vs. -6.5% in 2Q16 and -7.1% in 1Q16).  Shipments of 
NDCGxA rose 0.3%, a -4.4% annual rate in 3Q16 (vs. -2.2% in 
2Q16 and -11.6% in 1Q16). 
 
New Home Sales rose 3.1% (±16.2%) to a 593,000 seasonally 
adjusted annual rate (+29.8% ± 23.4% y/y).  Unadjusted sales for 
July-September were up 24.4% vs. the same period in 2015 
(Northeast 14.3%, Midwest 26.7%, South 23.9%, West 28.6%). 
 
The Chicago Fed National Activity Index rose to -0.14 in 
September, vs. -0.72 in August and +0.23 in July.  At -0.21, the 
three-month average was consistent with growth in national 
economic activity being below its long-term trend (also 
suggesting “subdued” inflationary pressures). 
 

Economic Outlook (4Q16): GDP growth near a 2.0% annual rate. 
 
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 the third quarter.  
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 10/31 8:30 Personal Income Sep +0.2% +0.2% +0.4% moderate growth in aggregate wages 
   Personal Spending  +0.1% 0.0% +0.4% soft 
   PCE Price Index ex-f&e  +0.2% +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. 10/29 256 258 261 still a low trend 
  8:30 NF Productivity (prelim.) 3Q16 +2.0% -0.6% -0.6% good (but follows recent weakness) 
   Unit Labor Costs  +0.2% +4.3% -0.3% modest (but follows big gain in 2Q16) 
  10:00 Factory Orders Sep +0.0% +0.2% +1.4% durable goods orders reported at -0.1% 
  10:00 ISM Non-Manf. Index Oct 56.2 57.1 51.4 moderately strong 
         Friday 11/04 7:00 BOE Policy Decision     no change 
  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 -36.6 -40.7 -39.5 narrower 
      goods only  -57.4 -60.3 -60.3 narrower 
         Sunday 11/06 2:00 Daylight Savings Time Ends     one extra hour ahead of the election 
         Next Week:         
         Monday 11/07  no significant data     one more day 
         Tuesday 11/08  Election Day     only 1457 days until the 2020 election 
  6:00 Small Business Optimism Oct NF 94.1 94.4 range-bound 
  10:00 JOLTS: hiring rate  NF 3.6 3.6 a flat trend 
   JOLTS: quit rate  NF 3.4 3.5 little changed over the last year 
  1:00 Treasury Note Auction     3-year notes 
         Wednesday 11/09 1:00 Treasury Note Auction     10-year notes 
         Thursday 11/10 8:30 Jobless Claims, th. 11/05 255 256 258 still a low trend 
  1:00 Treasury Note Auction     30-year bonds 
         Friday 11/11  Veterans Day     bond market closed 
  10:00 UM Consumer Sentiment m-Nov NF 87.2 91.2 ought to improve after the election   

This Week… 
A busy calendar.  The ISM surveys have potential to surprise, but 
market responses would likely be reserved ahead of Friday’s 
payroll data.  While internal pressure has been building for an 
increase in short-term interest rates, Fed policymakers are more 
likely to wait for the mid-December meeting. 

Monday 
Personal Income and Spending (September) – Quarterly figures 
were included in the advance GDP report.  Income should have 
risen modestly in September (unless we get a downward 
revision to August), while spending is likely to post a meager 
gain (or a downward revision to previous figures).  Core inflation 
ought to be up modestly (-1.7% y/y in 3Q16). 
 
Chicago Business Barometer (October) – The Chicago Purchasing 
Managers Index has been erratic in recent month. 

Tuesday 
ISM Manufacturing Index (October) – The ISM’s factory sector 
survey is expected to be consistent with mixed, but relatively 

modest growth in manufacturing activity.  Keep an eye on the 
components on new orders and employment.  

  
Motor Vehicle Sales (October) – Unit sales are likely to have 
moderated, still at a fairly strong pace, but reflecting a flatter 
trend over the last several months. 
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Wednesday 
ADP Payroll Estimate (October) – The ADP estimate of private-
sector payrolls isn’t a good predictor of the official BLS figure, 
but the two tend to move together over time.  Private-sector 
job growth has slowed this year, but remains relatively strong 
(beyond a long-term sustainable pace).  

  
FOMC Policy Decision – Ahead of the September 21 policy 
meeting, 9 of the 12 Fed district banks asked the Fed’s Board of 
Governors to raise the discount rate (more formally, the 
“primary credit rate,” the rate the Fed charges banks for short-
term borrowing).  Those requests were not approved, but it 
gives you an idea of the internal pressures to tighten.  The 
Federal Open Market Committee refrained from raising rates in 
September, citing the asymmetry of policy errors and the ability 
to wait for more information.  While a November 2 rate hike is 
possible, it should be viewed as unlikely.  Contrary to popular 
opinion, the Fed can move at meetings without a press 
conference.  The election won’t play a part in the FOMC’s 
deliberations.  Rather, the information received since the 
September meeting hasn’t added much to the overall outlook 
for the job market and inflation.  So, the argument that 
policymakers can wait a little longer is still valid. 

Thursday 
Jobless Claims (week ending October 29) – Prior to seasonal 
adjustment, claims typically trend higher in the final months of 
the year, but with an increased degree of choppiness from week 
to week.  The four-week average is expected to remain low. 
 
Nonfarm Productivity (3Q16, preliminary) – Output per worker 
has slowed in recent years (+0.5% per year for nonfarm 
business, +1.1% for the nonfinancial corporate sector).  The 
nonfarm business portion of GDP rose at a 3.4% annual rate in 
3Q16.  Aggregate private-sector hours rose at a 1.3% pace.  That 
should result in a stronger gain in productivity.  Unit Labor Costs 
are expected to have risen mildly (following a big jump in 2Q16). 
 
ISM Non-Manufacturing Index (October) – The ISM’s other 
monthly survey gives a general perception of the overall 
economy.  The headline figure fell sharply in August, but 
rebounded in September.  October figures should remain 
consistent with a moderate pace of growth.  

 

Friday 
Employment Report (October) – Nonfarm payrolls (reported 
accurate to ±115,000) are expected to have risen moderately 
(seasonal adjustment adds uncertainty).  The unemployment 
rate is likely to be flat or slightly lower, as many of those on the 
sidelines (not officially counted as “unemployed,” but wanting a 
job) are lured back into the labor force.  

 
 

Next Week … 
Tuesday is the election.  The data calendar is thin.  The bond 
market will be closed on Friday for the Veteran’s Day holiday. 
 

Coming Events and Data Releases 

November 15 Retail Sales (October) 

November 16 Industrial Production (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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