
 

 

Economic Research 
Published by Raymond James & Associates 

 

 

© 2016 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved. 
All expressions of opinion reflect the judgment of the Research Department of Raymond James & Associates, Inc. (RJA) as of the date stated above and are subject to change.  Information has been obtained from third-party 
sources we consider reliable, but we do not guarantee that the facts cited in the foregoing report are accurate or complete.  Other departments of RJA may have information that is not available to the Research Department about 
companies mentioned in this report.  RJA or its affiliates may execute transactions in the securities mentioned in this report that may not be consistent with the report's conclusions. This is RJA client releasable research 

International Headquarters:    The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 

Scott J. Brown, Ph.D., (727) 567-2603, Scott.J.Brown@RaymondJames.com 
 

December 12 - 16, 2016 

Weekly Economic Monitor _______________________________________________________________________________________  
 

The Fed Outlook – 2017 and Beyond 
Federal Reserve policymakers are widely expected to raise 

short-term interest rates this week.  The policy statement 
should continue to suggest that, while the pace of tightening is 
expected to be gradual, action will remain data-dependent.  As 
Chair Yellen recently testified, the Fed will not attempt to 
anticipate fiscal stimulus that may come from the new 
administration and Congress, but will respond to implications 
that tax cuts or additional government spending may have on 
the economic outlook.  Chair Yellen’s four-term as chair ends in 
early February 2018.  Personnel changes on the Board of 
Governors could have significant implications for the Fed over 
the next couple of years. 
 

The Fed has worked hard on its communications in recent 
years and is much more open than it used to be.  However, the 
central bank still has problems with how its messages are 
received.  For example, former Chair Ben Bernanke would often 
make some conditional statement such as “A, but B.”  Market 
participants would either hear the “A” or the “B” but not 
appreciate the subtleties (markets don’t do nuance).  The dot 
plot, projections of the appropriate year-end federal funds 
target rate produced at every other FOMC meeting, is pretty 
simple.  It shows the range of policy estimates for each senior 
Fed official (the governors and the 12 district bank presidents).  
There is a wide range among the forecasts and considerable 
uncertainty surrounding each of the dots.  Officials do not know 
precisely how the economy will evolve in coming quarters.  The 
correct answer to the question of where the Fed is headed is 
always “it depends,” but market participants have often viewed 
the dot plot as a plan of action.  It’s not.  

  
Over the last several quarters, the dots in the dot plot have 

consistently drifted lower, as the job market has tightened less 
than anticipated and inflation pressures have remained at bay.   

This week, we ought to see little change in the dot plot 
relative to what officials were expecting in September.  Recall 
than in September, most Fed officials expected to raise rates by 
the end of this year and most anticipated that there would be 
two rate hikes in 2017.   
 

The Fed tries to reach decisions by consensus, but there are 
often divisions.  Officials have been split.  Most of the district 
bank presidents have wanted to raise rates sooner, while the 
governors, traditionally more pragmatic, have been cautious.  By 
construction, the Federal Open Market Committee gives more 
power to the governors (the FOMC is made up of the governors 
in Washington, the New York Fed president, who typically sides 
with the governors, and four other district bank presidents, who 
rotate every year).  The FOMC sets the target federal funds rate 
(the market rate that banks charge each other for borrowing 
excess reserves).  Changes to the primary credit rate, often still 
called the discount rate (what the Fed charges banks for short-
term borrowing), are requested by one or more of the district 
banks and approved (or not) by the Board of Governors. 
 

Fed governors are nominated by the president and approved 
by the Senate.  There are currently two vacancies on the seven-
member board.  Chair Yellen’s term as chair ends February 3, 
2018, while her term as governor runs through January 2024 
(theoretically, she could stay on if not re-nominated).  Candidate 
Trump said he would replace her.  Stanley Fischer’s term as Vice 
Chair ends June 12, 2018 (his term as governor ends in 2022).  
The three other governors have terms that last until 2022 or 
later.  So, President Trump will be able to nominate two 
governors, and possibly replace Yellen and Fischer. 
 

The most important aspect of the Fed is its independence.  It 
is responsible to Congress (and, therefore, indirectly to the 
American people), but its decisions must remain free from 
political pressures.  The last thing anyone should want is 
monetary policy being dictated by the executive branch or 
Congress.  That is a recipe for disaster.   
 

During the lead-up to the financial crisis, there was no 
systemic regulator – that is, no entity was in charge of 
supervising the whole financial system.  Post-crisis, that role 
now belongs to the Federal Reserve.  Hence, lawmakers will 
have more interest in seeing people with specific regulatory 
views put in charge at the central bank.  
 

By the end of 2017, the focus should turn to Yellen’s 
successor.  There is a lot at stake.  Many Republicans have been 
critical of the Fed’s actions in recent years and may want 
somewhat more hawkish.  At the same time, Democrats have 
the ability to hold up nominations, as the Republicans did during 
the Obama administration.  There’s hope that we’ll see a 
nominee that both sides can accept.  Maybe Yellen will stay.   
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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 

11/11/16 0.48 0.59 0.72 0.92 1.17 1.56 2.15 2.94 1.088 1.252 106.56 1.347 5237.11 2164.45 18847.66 
12/02/16 0.51 0.62 0.84 1.12 1.40 1.83 2.40 3.10 1.067 1.269 113.76 1.330 5255.65 2191.95 19170.42 
12/09/16 0.54 0.64 0.86 1.13 1.42 1.89 2.47 3.16 1.056 1.257 115.20 1.318 5439.95 2259.53 19756.85 

 

Recent Economic Data and Outlook 
Italy voted no on its constitutional referendum, leading to the 
resignation of Prime Minster Renzi, and South Korea’s president 
got impeached.  None of this was a surprise, as U.S. equity 
investors continued to enjoy the Trump sizzle (nothing concrete 
yet on the Trump steak). 
 

 
 
The ISM Non-Manufacturing Index rose to 57.2 in November, 
vs. 54.8 in October and 57.1 in September. Business activity and 
new orders remained relatively strong. Employment growth 
picked up.  Input price pressures were moderate.  Comments 
from supply managers were mixed. 
 
The U.S. Trade Deficit widened to $42.6 billion in October (from 
$36.2 in September), reflecting a pullback in agricultural exports 
(which had surged in 3Q16, adding about a full percentage point 
to GDP growth). Merchandise imports rose 1.5% (+0.2% y/y), 
with petroleum imports up 3.4% (+12.1% y/y) and non-
petroleum imports up 1.3% (-0.4%y/y).  It’s only one month, but 
net exports appear likely to subtract from 4Q16 GDP growth.  
 
Factory Orders rose 2.7% in October, reflecting a 98% spike in 
civilian aircraft orders.  Ex-transportation, orders rose 0.8% 
(+0.5% y/y).  Orders for nondefense capital goods ex-aircraft 
rose 0.2%, following a 1.5% drop in September (-4.3% y/y). 
 
The Job Openings and Labor Turnover Survey (JOLTS) data 
showed relatively flat trends in hiring and quit rates over the 
last several months.  That is consistent with a slower rate of 
improvement in job market conditions (relative to the last 
couple of years), but may signal that we’re closer to normal. 
 
The European Central Bank extended its asset purchase 
program to the end of 2017 (expected), but will reduce the 
monthly pace of purchases to €60 billion (from €80 billion) 

beginning in April (ECB President Draghi said he would not call 
that “a taper”).  The ECB also indicated that “the Governing 
Council continues to expect the key ECB interest rates to remain 
at present or lower levels for an extended period of time, and 
well past the horizon of the net asset purchases.” 
 
The Bank of Canada left short-term interest rates unchanged 
and did not adopt a policy bias.  The policy statement noted that 
“there has been a rapid back-up in global bond yields, partly 
reflecting market anticipation of fiscal expansion in a U.S. 
economy that is near full capacity.”  In contrast to the U.S., “a 
significant amount of economic slack remains in Canada.” 
 

 
 

Economic Outlook (4Q16): GDP growth near a 2.0% annual rate, 
restrained by a pullback in agricultural exports. 
 
Employment:  The pace of job growth has slowed in 2016, but 
remains relatively strong (likely restrained by a tighter job 
market).  Job destruction remains limited.  
Consumers:  Some loss of spending due to bad October 
weather, but generally in good shape.  Wage growth is trending 
moderately higher, but the benefit of low gasoline prices is 
fading.  Attitudes are generally more positive.  
Manufacturing:  Mixed across sectors, but relatively soft overall.  
A strong dollar makes it more difficult for U.S. exporters, but 
helps firms that import raw materials.  
Housing/Construction:  Job growth has remained supportive, 
but higher home prices and rising mortgage rates are a restraint 
for first-time buyers.  Tax cuts are expected to help fuel the 
demand for vacation homes and second homes in 2017.  
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, but rising. 

Interest Rates:  The Fed remains in tightening mode, but is 
expected to proceed cautiously as it normalizes policy.   
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This Week:     forecast last last –1 comments 
         Monday 12/12 11:30 Treasury Note Auction     3-year notes 
  1:00 Treasury Note Auction     10-year notes 
         Tuesday 12/13 6:00 Small Business Optimism Nov NF 94.9 94.1 should be trending higher 
  8:30 Import Prices Nov NF +0.5% +0.2% seen slightly higher (oil) 
     ex-food & fuels  NF -0.1% -0.1% still mild deflationary pressure 
  1:00 Treasury Bond Auction     30-year bonds 
         Wednesday 12/14 8:30 Producer Price Index Nov +0.1% 0.0% +0.3% mixed food & energy prices 
     ex-food & energy  +0.1% -0.2% +0.2% mild old core 
     ex-f, e, trade services  +0.1% -0.1% +0.3% mild new core 
  8:30 Retail Sales Nov +0.5% +0.8% +1.0% unit auto sales edged a bit lower 
     ex-autos  +0.6% +0.8% +0.7% gasoline prices to add a little 
     ex-autos, bld mat, gasoline  +0.5% +0.6% +0.4% moderate strong core sales 
  9:15 Industrial Production Nov -0.4% 0.0% -0.2% seen lower 
   Manufacturing Output  -0.4% +0.2% +0.2% aggregate manufacturing hours fell 0.5% 
   Capacity Utilization  74.8% 75.3% 75.4% no bottleneck inflation pressures 
  10:00 Business Inventories Oct -0.3% -0.1% +0.2% seen leaner 
  2:00 FOMC Policy Statement  .50-.75% .25-.50% .25-.50% a 25-basis-point increase 
  2:00 Fed: Summary of Econ Proj     a new dot plot 
  2:30 Yellen Press Conference     still data-dependent 
         Thursday 12/15 7:00 BOE Policy Decision     Brexit risks, but on hold for now 
  8:30 Jobless Claims, th. 12/10 255 258 268 still trending low 
  8:30 Consumer Price Index Nov +0.2% +0.4% +0.3% some seasonal pickup in gasoline 
        year-over-year  +1.6% +1.6% +1.5% steady 
     ex-food & energy  +0.1% +0.1% +0.1% mild core inflation 
        year-over-year  +2.1% +2.1% +2.2% steady 
  8:30 Real Hourly Earnings Nov -0.3% +0.1% 0.0% nominal earnings fell 0.1% 
  8:30 Empire State Manf. Index Dec NF 1.5 -6.8 choppy 
  8:30 Philadelphia Fed Index Dec NF 7.6 9.7 choppy, but moderate in recent months 
  8:30 Current Account, $bln 3Q16 -111.1 -119.9 -131.8 narrower 
  10:00 Homebuilder Sentiment Dec 62 63 63 higher mortgage rates vs. tax cut hopes 
         Friday 12/16 8:30 Building Permits, th.  Nov 1250 1260 1225 still relatively strong (Oct revised up) 
      % change  -0.8 +2.9 +6.3 trend is positive 
   Housing Starts  1235 1323 1054 unwinding October surge 
      % change  -6.7 +25.5 -9.5 watch for revisions 
         Next Week:         
         Monday 12/19  no significant data     Warren Sapp (b. 1972) 
         Tuesday 12/20  no significant data     Médecins Sans Frontières (founded 1971) 
         Wednesday 12/21 10:00 Existing Home Sales, mln. Nov 5.46 5.60 5.49 still strong 
      % change  -2.5 +2.0 +3.6 mortgage rates not yet a constraint 
         Thursday 12/22 8:30 Jobless Claims, th. 12/17 255 255 258 still trending low 
  8:30 Real GDP (3

rd
 estimate) 3Q16 +3.3% +1.4% +0.8% +3.2% in the 2

nd
 estimate 

  8:30 Personal Income Nov +0.2% +0.6% +0.4% slower wage income (vs. strong October) 
   Personal Spending  +0.5% +0.3% +0.7% rebounding from Hurricane Matthew 
   PCE Price Index  +0.1% +0.1% +0.1% mild core inflation 
  8:30 Durable Goods Orders Nov -3.1% +4.6% +0.3% unwinding spike in aircraft orders 
     ex-transportation  +0.4% +0.8% +0.1% choppy, but a moderate trend 
     nondef cap gds ex-aircraft  +0.4% +0.2% -1.5% noisy, but likely to trend higher 
  10:00 Leading Econ Indicators Nov +0.2% +0.1% +0.2% mixed (steeper yield curve) 
         Friday 12/23 10:00 New Home Sales, th. Nov 570 563 574 choppy, but likely to have stayed strong 
      % change  +1.2 -1.9 +1.2 watch for revisions 
   UM Consumer Sentiment Dec 97.8 93.8 87.2 98.0 at mid-month (Trump sizzle) 
   Christmas Eve (observed)     bnd mkt closes early (not scrooge McNYSE) 

  
This Week… 
The focus will be on the Fed, although we are unlikely to see any 
surprises.  It’s widely expected that the Federal Open Market 
Committee will raise the federal funds target rate, while the 
Fed’s Board of Governors should approve an increase in the 
primary credit rate (the “discount” rate).  Senior Fed officials will 
revise their projections of growth, unemployment, and inflation 

– and we’ll get a new dot plot (for once, the dots may not drift 
lower compared to the previous quarter).  Chair Yellen will 
explain it all in her post-meeting press conference.  While the 
Fed’s policy path should remain data-dependent, investors 
should pay attention to what officials expect for the economy in 
2017.  How might the Fed respond to fiscal stimulus, especially if 
officials believe we are near full employment? 
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Monday 
No significant economic data. 

Tuesday 
Import Prices (November) – Data for the last few months have 
continued to suggest no inflation pressure from outside the 
U.S., and that’s before the recent leg-up in the dollar. 

Wednesday 
Producer Prices (November) – Wholesale gasoline prices fell last 
month, but not as much as the seasonal adjustment expected.  
Core inflation is expected to have remained benign, with no 
appreciable pressures throughout the pipeline. 
 
Retail Sales (November) – Unit autos sales edged back a bit.  
Gasoline prices should be a little higher on a seasonally adjusted 
basis.  Core sales were moderately strong in October, anecdotal 
evidence of some impact from Hurricane Matthew.  

  
Industrial Production (November) – Aggregate manufacturing 
hours (from the Employment Report) fell 0.5%, which should 
translate into a soft reading on industrial production.  That may 
partly reflect a seasonal adjustment quirk (October was 
reported to have been strong).  We may see some revisions to 
the prior data, but the underlying trend appears to be moderate 
(no inflation pressure from production constraints). 
 
Business Inventories (October) – It’s only one month, but figures 
should be consistent with inventories remaining lean (implying 
no significant boost to 4Q16 GDP growth). 
 
FOMC Policy Decision – The Federal Open Market Committee is 
widely expected to raise the federal funds target range (from 
0.25-0.50% to 0.50-0.75%), while the Fed’s Board of Governors 
should approve of an increase in the discount rate (nine of the 
12 Fed district banks had requested an increase ahead of the 
two previous FOMC meeting).  The statement should suggest 
that future rate increases will be data-dependent and gradual.  
Fed Summary of Economic Projections – Fed officials (the five 
governors and 12 district bank presidents) are likely to raise 
their 2017 GDP forecasts only modestly, while inflation forecasts 
are likely to be raised slightly.  The markets are going to 
concentrate on the dot plot.  Quarter after quarter, the dots in 
the dot plot (forecasts of the appropriate year-end federal funds 

target rate) have consistently drifted lower.  However, we may 
see that trend broken this time.  

  
Yellen Press Conference – Chair Yellen will provide more color on 
the policy decision and expectations for 2017.  She will also take 
questions from the press.  Someone is likely to ask about the 
Fed’s possible response to fiscal stimulus (Yellen’s recent 
testimony indicated that the Fed will not anticipate fiscal policy 
changes, but will react to the implications of policy changes to 
the outlooks for growth and inflation). 

Thursday 
Jobless Claims (week ending December 10) – Figures will remain 
subject to seasonal noise, so take any large swings with a grain 
of salt.  The underlying trend has remained very low. 

Friday 
Building Permits, Housing Starts (November) – Figures can be 
quirky during this time of year. 
 

Next Week … 
Market participants are likely to remain optimistic about the 
economic prospects for 2017.  Thursday brings consumer 
spending figures and durable goods orders, which should help 
fill in the GDP picture for the fourth quarter. 
 

Coming Events and Data Releases 

December 26 Christmas Holiday (markets closed) 

December 27 CB Consumer Confidence (December) 

January 2 New Year’s Day Holiday (markets closed) 

January 6 Employment Report (December) 

January 3 ISM Manufacturing Index (December) 

January 16 MLK, Jr. Holiday (markets closed) 

January 20 Inauguration Day 

February 1 FOMC Policy Decision (no press conference) 

March 15 FOMC Policy Decision, Yellen press conference 

May 3 FOMC Policy Decision (no press conference) 

June 14 FOMC Policy Decision, Yellen press conference 
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