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As The World Turns… 
U.S. economic data were mixed last week, but there was 

nothing in the August Employment Report to suggest that 
growth is slowing down.  A surprise move from the European 
Central Bank pushed the euro lower, but there appears to be a 
lot more that the ECB can do.  Attention will soon turn to the 
Fed’s September 16-17 policy meeting, where another $10 
billion taper in the monthly pace of asset purchases is factored 
in.  The Scottish Independence Referendum (September 18) has 
generated more suspense than was anticipated. 
 

Nonfarm payrolls rose less than expected in the initial 
estimate for August, restrained partly by two factors.  Seasonal 
auto plant shutdowns were much more moderate this year – 
fewer auto layoffs in July, less of a rebound in August (which 
shows up as a seasonally adjusted gain in July and a seasonally 
adjusted decline in August).  Labor strife at a New England 
grocery store chain contributed to a 17,000 drop in employment 
at food & beverage stores.  Together, these factors may have 
reduced August payrolls by about 25,000, explaining some (but 
not all) of the shortfall in the headline payroll figure.  
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The unemployment rate edged down to 6.1%, but the decline 

was concentrated among teenagers (19.6%, vs. July’s 20.2%) 
and young adults (10.6%, vs. July’s 11.3%).  The unemployment 
rate edged higher for the prime-aged cohort (5.3%, vs. 5.2%) 
and older workers (4.6%, vs. 4.5%).  One month does not make a 
trend and there’s a fair amount of statistical noise in these data.  
The employment/population ratio for the prime-aged cohort 
has been trending higher, but the level suggests that there is still 
considerable slack in the labor market. 
 

Average hourly earnings rose 2.1% y/y, but this is barely 
keeping pace with inflation.  Lackluster wage growth is a 
restraining factor for consumer spending growth, preventing the 
recovery from building a larger head of steam. 
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While the U.S. economy is improving, the euro area’s 

economy is looking feeble.  Real GDP rose 0.7% in four quarters 
ending 2Q14 and momentum has faded.  Inflation in the euro 
area was 0.3% over the 12 months ending in July.  Deflation, a 
decline in the general price level, is to be feared, but not to the 
same degree it was a decade or more ago.  Japan’s experience 
suggests that deflation need not be a death spiral (where frozen 
consumer spending and business investment lead to even 
weaker growth and even lower prices).  Still, very low inflation 
can create significant problems for an economy. 
 

Fiscal policy in the euro area, as with the U.S. last year, is going 
in the wrong direction.  Reducing the size of the government may 
indeed be a worthwhile goal in a healthy economy, but in a 
gradual recovery, it is simply bad news (“contractionary” policies 
are contractionary!).  None of that appears likely to change 
anytime soon.  French President François Hollande recently 
sacked his finance minister after he opposed austerity. 
 

That leaves the European Central Bank as the only game in 
town, but there are limits to what a central bank can achieve 
when faced with the zero lower bound on interest rates.  The 
ECB’s asset-purchase program may help, but it’s unlikely to be 
enough.  Draghi indicated that asset-backed securities would be 
accepted as collateral, not purchased outright (hence, 
technically not “quantitative easing”).  However, in his press 
conference, Draghi indicated that the ECB’s Governing Council 
did discuss QE and officials were split in both directions (some 
wanting to do more, some wanting to do less). 
 

Scotland will vote on independence on September 18.  The 
“no” vote is expected to win, but polls currently suggest that it’s 
a lot closer than was anticipated a month or two ago.  Scottish 
independence would generate some economic dislocations in 
the short term.  Hence, financial market participants should pay 
attention – that is, once they’re done listening to Yellen. 
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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 

8/08/14 0.04 0.06 0.10 0.42 0.87 1.58 2.40 3.20 1.341 1.678 101.91 1.098 4370.90 1931.59 8092.47 
8/29/14 0.03 0.05 0.09 0.48 0.94 1.63 2.35 3.09 1.315 1.659 104.00 1.086 4580.27 2003.37 17098.45 
9/05/14 0.03 0.05 0.09 0.51 0.96 1.69 2.46 3.23 1.295 1.633 105.06 1.088 4582.90 2007.65 17136.79 

 

Recent Economic Data and Outlook 
Economic data were mixed.  The August employment report 
disappointed, but one needn’t worry much about one month.  
Action by the ECB pushed the euro sharply lower. 
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The August Employment Report was disappointing.  Nonfarm 
payrolls rose by 142,000 (median forecast: +225,000), while 
June and July were revised down by a net 28,000.  The headline 
payroll figure was restrained by fewer auto plant layoffs in July 
(hence, a smaller rebound in August) and by labor disruptions at 
a New England grocery chain – but together the impact was at 
most about 25,000 (not enough to fully explain the miss relative 
to expectations, but making the “slowing” in job growth appear 
less severe).  The unemployment rate edged down to 6.1%, but 
results were mixed across age cohorts (down for teenagers and 
young adults, higher for prime-age and older workers).  Average 
weekly hours held steady.  Average hourly earnings rose 0.2%, 
up 2.1% y/y (the CPI rose 2.0% in the 12 months ending in July). 
 
The Fed’s Beige Book noted that the economy continued to 
expand in recent weeks.  However, none of the 12 Federal 
Reserve districts “pointed to a distinct shift in the overall pace of 
growth” (generally described as “modest or “moderate”).  
Consumer spending grew “at rates ranging from slight to 
moderate.”  Manufacturing activity was mixed, “divided almost 
evenly into expanding, contracting, or unchanged.”  Trends in 
employment, wages, and prices were “relatively unchanged.” 
 
Unit Auto Sales rocketed to a 17.4 million seasonally adjusted 
annual rate in August (the strongest pace since January 2006), 
vs. 16.4 million in July and 16.8 million in June. 
 
The ISM Manufacturing Index improved to 59.0 in August, vs. 
57.1 in July and 55.3 in June.  New orders and production 
strengthened further.  Employment growth remained 
moderately strong.  Input price pressures were moderate.  
Comments from supply managers were mostly upbeat. 

 
The ISM Non-Manufacturing Index rose to 59.6 in August, vs. 
58.7 in July and 56.0 in June.  Business activity picked up.  New 
orders remained strong.  Employment growth improved.  Input 
price pressures were moderate.  Comments from supply 
managers were mixed, but mostly upbeat. 
 
Factory Orders rose 10.5% in July (+15.8% y/y), boosted by a 
317% jump in civilian aircraft orders and a 10.3% rise in motor 
vehicles (reflecting reduced seasonal plant closings in July).  Ex-
transportation, orders fell 0.8%.  Orders for nondefense capital 
goods ex-aircraft fell 0.7%, but that followed a 5.4% rise in July. 
 
The U.S. Trade Deficit narrowed to $40.5 billion in July, vs. $40.8 
billion in June (revised from $41.5 billion).  Merchandise imports 
rose 4.1% y/y (petroleum -9.0%, non-petroleum +6.9%).  
Merchandise exports rose 4.3% y/y.  It’s only one month, but 
the data suggest that net exports may add to 3Q14 GDP growth. 
 
The European Central Bank’s Governing Council voted to lower 
short-term interest rates (the rate on the main refinancing rate 
down to 0.05% and the deposit rate down to -0.20%).  In his 
press conference, ECB President Draghi announced a program 
(beginning in October) to purchase asset-backed securities.  
Draghi said that the securities would be accepted as collateral, 
and would not be purchased outright – hence, not “quantitative 
easing.”  Draghi did suggest that the ECB could do real QE (that 
is, purchase sovereign debt) if conditions warrant. 
 

Economic Outlook (3Q14):  2.5% to 3.0% 
 
Employment:  Measures of short-term unemployment are at 
normal levels, but other gauges continue to suggest a large 
degree of slack in the labor market.  Job growth should remain 
relatively strong in the near term.  
Consumers:  Real average earnings are trending about flat, 
which will limit the pace of improvement in spending, but job 
growth is a key driver in the aggregate.  
Manufacturing:  Mixed results across industries, but mostly 
strengthening.  Weakness in Europe and a stronger dollar should 
have a negative impact on export growth.  
Housing/Construction:  Affordability issues have been a 
constraint at the middle level and below.  Supply constraints 
remain an issue for many builders, but should fade over time.  
Prices:  The PCE Price Index, the Fed’s chief inflation gauge, 
remains well below the Fed’s 2% target on a y/y basis.  Pipeline 
pressures appear mild.  Wage pressures are limited.  Inflation 
expectations remain well-anchored. 

Interest Rates:  The tapering of the Fed’s monthly pace of asset 
purchases should be completed at the end of October.  Short-
term interest rates are expected to remain exceptionally low 
“for a considerable period” after the asset purchase program 
ends.  The Fed’s policy moves in 2015 will be dictated by the 
evolution of the economic outlook in the second half of 2014. 
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This Week:     forecast last last –1 comments 
         Monday 9/08  no significant data     U.S. Open Men’s Final at 5 pm 
         Tuesday 9/09 7:30 Small Business Optimism Aug NF 95.7 95.0 an improving trend 
  10:00 JOLTS: Hiring Rate Jul NF 3.5% 3.4% a gradual trend higher 
   JOLTS: Quit Rate  NF 1.8% 1.8% still below normal 
  1:00 Treasury Note Auction     $27 billion in 3-year notes 
         Wednesday 9/10 1:00 Treasury Note Auction     $21 billion in re-opened 10-year notes 
         Thursday 9/11 8:30 Jobless Claims, th. 9/06 300 302 298 Labor Day holiday may add uncertainty 
  1:00 Treasury Bond Auction     $13 billion in re-opened 30-year bonds 
  2:00 Treasury Budget, $bln Aug NF -147.9 -190.5 should be down from a year ago 
         Friday 9/12 8:30 Retail Sales Aug +1.0% 0.0% +0.2% auto sales revved back up 
     ex-autos  +0.4% +0.1% +0.4% moderate, watch for revisions 
     ex-autos, bld mat, gasoline  +0.6% +0.1% +0.5% rebounding from soft July (revisions?) 
  8:30 Import Prices Aug NF -0.2% +0.1% no inflation pressure from abroad 
     ex-food & fuels  NF -0.1% 0.0% flat or trending lower 
  9:55 UM Consumer Sentiment m-Sep 83.2 82.5 81.2 range-bound over the last several months 
  10:00 Business Inventories Jul NF +0.4% +0.5% should slow in 3Q14 
         Next Week:         
         Monday 9/15 8:30 Empire St. Manf. Index Sep NF 14.7 25.6 choppy, but generally strong 
  9:15 Industrial Production Aug -0.2% +0.4% +0.4% cooler temps in July and August 
     manufacturing output  -0.2% +1.1% +0.3% unwinding seasonal quirk in autos 
   Capacity Utilization  78.9% 79.2% 79.1% no threat to the inflation outlook 
         Tuesday 9/16 8:30 Producer Price Index Aug +0.2% +0.1% +0.4% some decrease in energy 
     ex-food & energy  +0.1% +0.2% +0.2% mild core inflation 
         Wednesday 9/17 8:30 Consumer Price Index Aug +0.2% +0.1% +0.3% lower gasoline prices 
        year-over-year  +2.1% +2.0% +2.1% little changed 
     ex-food & energy  +0.1% +0.1% +0.1% mild core inflation 
        year-over-year  +2.0% +1.9% +1.9% little changed 
  8:30 Real Weekly Earnings Aug 0.0% 0.0% 0.0% nominal earnings rose 0.2% 
  8:30 Current Account, $bln 2Q14 -118.0 -111.2 -87.3 should be wider 
  10:00 Homebuilder Sentiment Sep 57 55 53 an improving trend 
  2:00 FOMC Policy Statement     another $10 billion taper in QE3 
  2:00 Fed Economic Projections     more optimistic about growth? 
  2:30 Yellen Press Conference     any hints about timing of first rate hike? 
         Thursday 9/18  Scottish Independence Ref.     important for the UK markets 
  8:30 Jobless Claims, th. 9/13 300 300 302 a low trend 
  8:30 Building Permits, th. Aug 1060 1057 973 single-family strength, multi-family noise 
      % change  +0.3 +8.6 -3.2 an improving near-term trend 
   Housing Starts  1070 1093 945 single-family strength, multi-family noise 
      % change  -2.1 +15.7 -4.0 watch for revisions 
  10:00 Philadelphia Fed Index Sep NF 28.0 23.9 very strong in August 
  1:00 TIPS Auction     re-opened 10-year TIPS 
         Friday 9/19 10:00 Leading Econ Indicators Aug +0.5% +0.9% +0.6% mixed components, but mostly higher 

 
This Week… 
The economic calendar thins out.  Friday’s retail sales report is 
the only release with any consequence and, following the 
disappointing results for July, the August figures will be more 
important than usual.  We already know that unit auto sales 
snapped back sharply last month, but what about the rest?  
Lower gasoline prices may subtract a little, but August is 
typically a strong month for consumer spending. 

Monday 
No significant economic data. 

Tuesday 
Small Business Optimism Index (August) – The headline index has 
trended gradually higher over the last few years, but with 
considerable variation.  Most likely, conditions will continue to 
improve over the near term.    

     

80

85

90

95

100

105

110

80

85

90

95

100

105

110

04 05 06 07 08 09 10 11 12 13 14 15

Index of Small Business Optimism (1986=100)

source: 
National Federation of 
Independent Business

  



Raymond James  Economic Research 

© 2014 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 4 

Job Openings and Labor Turnover Survey Data (July) – The Fed is 
looking at a wide range of labor market indicators and the JOLTS 
data are part of that.  The trends in hiring and quit rates suggest 
that the job market is gradually getting better, but also indicate 
that a considerable amount of slack remains.  
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Wednesday 
No significant data. 

Thursday 
Jobless Claims (week ending September 6) – Heading into 
September, unadjusted claims are near the low point of the year 
(as the school year gets underway).  Note that adjustments for 
the Labor Day holiday may add some noise in the near term.  
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Treasury Budget (August) – With one month to go in the fiscal 
year, the deficit has declined further.  Most of that reflects an 
improving economy (higher tax receipts, less recession-related 
spending).  However, the longer-term outlook is still worrisome. 

Friday 
Retail Sales (August) – Unit auto sales rebounded sharply last 
month and should dominate the August report.  Gasoline prices 
were down, but core sales are likely to have improved following 
the weak result for July.  Still, that may not be enough to boost 
the 3Q14 consumer spending totals significantly (barring 
revisions, the trend still appears to be below a 2.0% annual rate).  
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Import Prices (August) – No inflation pressure here. 
 

Next Week … 
The economic calendar heats back up, with the Fed’s policy 
decision (another $10 billion taper), their revised economic 
projections, and Yellen’s press conference the clear focus.  The 
vote on the Scottish Independence Referendum (Thursday) 
appears to be a lot closer call than it was expected to be.  The 
result will matter a lot to UK financial markets. 
 

Coming Events and Data Releases 

September 22 Existing Home Sales (August) 

September 24 New Home Sales (August) 

September 25 Durable Goods Orders (August) 

October 3 Employment Report (September) 

October 13 Columbus Day (bond market closed) 

October 29 FOMC Policy Decision (no press conference) 

December 17 FOMC Policy Decision, Yellen press conference 

January 28 FOMC Policy Decision (no press conference) 

March 18 FOMC Policy Decision, Yellen press conference 

April 29 FOMC Policy Decision (no press conference) 

June 17 FOMC Policy Decision, Yellen press conference 
 


