
 

 

Economic Research 
Published by Raymond James & Associates 

 

 

© 2014 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 November 3 - 7, 2014 

Weekly Market Monitor _______________________________________________________________________________________  
 

FOMC, GDP, GOP, and NFP 
The Federal Open Market Committee’s October 29 policy 

statement wasn’t terribly hawkish, but it wasn’t as dovish as 
many anticipated.  The advance estimate of GDP growth (a 3.5% 
annual rate) was stronger than expected, but details were a lot 
more moderate.  On Tuesday, voters are expected to turn 
control of the Senate over to the Republicans, but we could go 
into election overtime.  If the Republicans are successful, the 
question is what they may be able to accomplish.  The October 
Employment Report arrives on Friday, and once again, seasonal 
adjustment has the potential to generate some noise. 
 

Let’s start with the Fed policy meeting.  As was widely 
anticipated, the FOMC made its final taper, bringing large-scale 
asset purchases (QE3) to an end.  The FOMC made some 
changes to the wording of the economic assessment, noting 
that labor market slack is “gradually diminishing” (in the mid-
September statement, labor market slack was described as 
“significant”).  Fed officials seemed to downplay concerns about 
low inflation, suggesting that “inflation in the near term will 
likely be held down by lower energy prices and other factors” 
and repeating that “the likelihood of inflation running 
persistently below 2% has diminished somewhat since early this 
year.”  Early this year, the Fed policy statement cautioned that 
“inflation persistently below its 2% objective could pose risks to 
economic performance.”  With the core PCE Price Index at 1.5% 
y/y, many observers thought that this phrase might return 
(implying that the Fed’s initial increase in the federal funds 
target rate would be delayed), but importantly, it did not. 
 

Policymakers added new language to suggest that the initial 
Fed rate hike would come sooner if economic growth is stronger 
than anticipated, or later if the economy disappoints.  Fed Chair 
Yellen had already said as much in her press conferences in 
March, June, and September.  Essentially, we’re back to what 
we knew before the Fed policy announcement – that is, future 
monetary policy decisions will be data-dependent. 
 

Third quarter GDP growth was stronger than anticipated, but 
the headline figure (3.5%) was boosted by a narrower trade 
deficit and a spurt in defense spending.  Domestic Final Sales 
(GDP less net exports and the change in inventories), a better 
measure of underling domestic demand, rose at a 2.7% annual 
rate, but would have been about 2.0% if not for the spike in 
defense spending (which is often uneven from quarter to 
quarter).  Real consumer spending, 70% of GDP, rose at a 1.8% 
annual rate.  Moreover, the monthly spending figures showed a 
0.2% decline in September, very poor momentum heading into 
the fourth quarter.  Lower gasoline prices ought to provide 
some support for consumer spending growth in the near term, 
but almost certainly not as much as many are predicting. 

 
As a reminder for those who slept through civics class in high 

school (and do they even have civics class anymore?), all 435 
seats in the House and about a third of the 100 seats in the 
Senate are contested every two years (there are also some very 
close gubernatorial races this year).  Due to three vacancies, 36 
Senate seats will be contested this year.  The key question is 
whether the Republicans will gain control of the Senate.  This 
outcome has been widely expected.  More Democratic seats are 
being defended this year (21 Democratic seats to 15 Republican 
seats), Democratic voters have a tendency to stay home in the 
mid-term elections, and the president’s approval ratings are 
low.  However, it’s not a done deal and we could have runoffs in 
Georgia and Louisiana.  If the Republicans do win control of the 
Senate, the question is then what they can accomplish given 
sharp divisions within the party and the threat of presidential 
vetoes.  Moreover, the Republicans will not have a super-
majority (60 seats) in the Senate, which means that their efforts 
can be easily thwarted by the minority party. 
 

The stock market is expected to rally if the Republicans take 
over the Senate, but we’re likely to end up with another two 
years of gridlock.  Note that in two years, the backdrop will shift 
sharply in the other direction.  Republicans will have roughly 
twice as many Senate seats to defend as the Democrats and the 
Democratic turnout should be a lot higher. 
 

One of the biggest concerns in the economic outlook is that 
we could see another manufactured crisis over the budget 
deficit or debt ceiling.  Privately, Republican leaders claim to 
have “learned their lessons” from the debt ceiling debacle of 
2011 and last year’s failed attempt to rescind the Affordable 
Care Act by shutting down the government.  However, with the 
federal budget deficit now down to 2.8% of GDP, such 
showdowns seem a lot less likely.  Still, the debt ceiling will have 
to be raised some time in 2015.  So you never know. 
 

On Friday, the Bureau of Labor Statistics will release its initial 
estimate of job market activity in October.  Nonfarm payrolls are 
expected to post a moderately strong gain, but there may be 
seasonal adjustment issues related to the school year.  Weekly 
claims for unemployment insurance are trending remarkably 
low, consistent with a limited pace of job destruction.  New 
hiring has generally expanded this year, but there may be some 
concerns that worries over what’s happening in Europe and the 
rest of the world could make U.S. firms more cautious in their 
hiring intentions and capital spending plans.  Most likely, 
domestic economic strength will offset worries about the rest of 
the world.  For Fed policymakers the key issues are the amount 
of slack in the job market, how rapidly that slack will be taken 
up, how much upward pressure on wages that slack implies, and 
how well firms might be able to pass along higher wages. 
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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 

10/03/14 0.01 0.03 0.11 0.57 1.05 1.73 2.45 3.13 1.252 1.596 109.70 1.125 4475.62 1967.90 17009.69 
10/24/14 0.01 0.06 0.11 0.41 0.82 1.52 2.29 3.05 1.268 1.610 108.06 1.121 4483.72 1964.58 16805.41 
10/31/14 0.01 0.05 0.11 0.50 0.95 1.62 2.35 3.07 1.252 1.600 112.28 1.126 4630.74 2018.05 17390.52 

 

Recent Economic Data and Outlook 
The Fed policy statement, while not terribly hawkish, was 
definitely not as dovish as many had expected.  Real GDP growth 
was stronger than expected in the advance estimate for 3Q14, 
but the details were less impressive and consumer spending 
growth in September was negative.  The BOJ surprised the global 
markets on Friday, with a surprise expansion of QQE. 
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The Federal Open Market Committee brought the third round 
of large-scale asset purchases (QE3) to a close and repeated that 
conditions were expected to warrant exceptionally low levels of 
the federal funds rate for “a considerable time.”  The tone of the 
policy statement was less dovish than expected.  The FOMC 
noted that “underutilization of labor resources is gradually 
diminishing.”  In contrast to the mid-September policy decision, 
where two district bank presidents dissented in favor of a 
tighter policy stance, Minneapolis Fed President Kocherlakota 
believed that the FOMC should commit to keeping the current 
target range for federal funds (0-0.25%) “at least until the 1-to-
2-year ahead inflation outlook has returned to 2%” and should 
continue asset purchases at the October pace. 
 
Real GDP rose at a 3.5% annual rate in the advance estimate for 
3Q14 (+2.3% y/y).  Consumer spending rose at a 1.8% pace.  
Business fixed investment advanced 5.5%.  Government added 
0.7 percentage point to headline GDP, mostly due to a surge in 
defense.  A slower pace of inventories subtracted 0.6 
percentage point from GDP, while a narrower trade deficit 
added 1.3.  Domestic Final Sales rose at a 2.7% annual rate, but 
would have been about 2.0% ex-defense. 
 
Personal Income rose 0.2% in September (+4.1% y/y).  Wages 
and salaries rose 0.2% (+5.1% y/y).  Disposable income edged up 
0.1% (+3.9% y/y), unchanged after adjusting for inflation (+2.5% 
y/y).  Personal Spending fell 0.2% (+3.5% y/y), held down by a 
5.3% drop in motor vehicles (which had risen 6.3% in August).  
Adjusting for inflation, personal spending fell 0.2% (+2.1% y/y).  
The PCE Price Index rose 0.1% (+1.4% y/y), up 0.1% ex-food & 
energy (+1.5% y/y, vs. the Fed’s goal of 2.0%). 
 

 
The Conference Board’s Consumer Confidence Index rose to 
94.5 in the initial estimate for October, up from 89.0 in 
September (revised from 86.0%).  Respondents continued to 
rate current job availability poorly, but expected more jobs over 
the next six months and generally anticipated better growth in 
household incomes. 
 
The University of Michigan Consumer Sentiment Index rose to 
86.9 in October, vs. 86.4 at mid-month and 84.6 in September.  
According to the report, “consumers reported the most 
favorable personal financial expectations as well as the most 
positive year-ahead outlook for the national economy in the 
past seven years.”  The report saw no negative impact from the 
global economic slowdown, military conflicts, or Ebola. 
 
The Employment Cost Index rose 0.7% over the three months 
ending in September (+2.2% y/y).  Wages and salaries rose 0.8% 
(+2.1% y/y), while benefit costs rose 0.6% (+2.4% y/y). 
 
Durable Goods Orders fell 1.3% in September, partly reflecting a 
16.1% decline in civilian aircraft orders.  Ex-transportation, 
orders slipped 0.2%.  Orders for nondefense capital goods ex-
aircraft fell 1.7%, with shipments down 0.2%. 
 
The Chicago Purchasing Managers Index rose 5.7 points in 
October, to 66.2.  New orders rose sharply.  Production and 
employment picked up.  Price pressures moderated. 
 
The Pending Home Sales Index rose 0.3% in September (+1.0% 
y/y).  Results were mixed across regions. 
 
In a surprise move, the Bank of Japan expanded its quantitative 
and qualitative monetary easing (QQE), expanding the monetary 
base, increasing asset purchases, and extending the average 
remaining maturity of its JGB purchases). 
 
Economic Outlook (4Q14):  GDP growth of 2.5% to 3.0% 
 
Employment:  job destruction is low, new hiring does not 
appear to have been restrained by global worries.  
Consumers:  Lack of real wage growth has restrained the pace 
of consumer spending growth this summer, but lower gasoline 
prices should provide some support in the near term.  
Manufacturing:  Mixed.  Restraints from European weakness 
should be offset by strength in domestic demand.  
Housing/Construction:  Affordability issues have remained a 
constraint for the middle of the market and below.  Supply 
constraints have been an issue for builders, but are fading.  
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 time” 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 11/03 9:45 Markit US Manf PMI (final) Oct NF 57.5 57.9 56.2 in the flash estimate 
  10:00 Construction Spending Sep +1.4% -0.8% +1.2% likely higher (but watch for revisions) 
  10:00 ISM Manf. Index Oct 57.0 56.6 59.0 moderately strong 
  tbd Motor Vehicle Sales, mln Oct 16.6 16.3 17.4 likely to pick up 
     domestically built  13.2 12.9 13.9 a bit uneven, but a strong trend 
         Tuesday 11/04  Election Day     may not be settled right away 
  8:30 Trade Balance, $bln Sep -38.1 -40.1 -40.3 assumed lower in the advance GDP report 
      goods only  -58.5 -59.9 -59.8 lower petroleum prices 
  10:00 Factory Orders  -1.0% -10.2% +10.5% orders for durables reported down 1.3% 
         Wednesday 11/05 8:15 ADP Payroll Estimate (th.) Oct +220 +213 +202 moderately strong 
  10:00 ISM Non-Manf. Index Oct 58.2 58.6 59.6 moderately strong 
         Thursday 11/06 7:00 BOE Policy Decision     no change 
  7:45 ECB Policy Decision     too soon for real QE, but it’s coming… 
  8:30 Jobless Claims, th. 11/01 286 287 284 a remarkably low trend 
  8:30 NF Productivity (prelim.) 3Q14 +1.5 +2.3 -4.5 moderate 
     Unit Labor Costs  +1.1 -0.1 +11.6 mild labor cost pressures 
         Friday 11/07

0 
8:30 Nonfarm Payrolls, th. Oct +220 +248 +180 seasonal adjustment still tricky 

     private-sector  +215  +236 +175 a moderately strong trend 
   Unemployment Rate  5.9% 5.9% 6.1% trending lower 
     employment/population  59.1% 59.0% 59.0% trending higher, but very gradual 
   Avg. Weekly Hours  34.6 34.6 34.5 seen steady (watch for revision to Sep) 
   Avg. Hourly Earnings  +0.2% -0.0% +0.3% mild wage pressures 
         Next Week:         
         Monday 11/10 1:00 Treasury Note Auction     3-year notes 
         Tuesday 11/11  Veterans Day     bond market closed 
         Wednesday 11/12 7:30 Small Business Optimism Oct NF 95.3 96.1 likely to improve 
  1:00 Treasury Note Auction     10-year notes 
         Thursday 11/13 8:30 Jobless Claims, th. 11/08 285 286 287 some seasonal noise 
  10:00 JOLTS: hiring rate Sep NF 3.3% 3.6% still below normal 
   JOLTS: quit rate  NF 1.8% 1.8% still below normal 
  1:00 Treasury Bond Auction     30-year bonds 
  2:00 Treasury Budget, $bln Oct NF -90.6 -120.0 first month of FY15 
         Friday 11/14

0 
8:30 Retail Sales Oct +0.5% -0.3% +0.6% likely to have picked up 

     ex-autos  +0.2% -0.2% +0.3% lower gasoline prices 
     ex-autos, bld mat, gasoline  +0.3% 0.0% +0.5% moderate 
  8:30 Import Prices Oct NF -0.5% -0.6% lower petroleum prices 
     ex-food & fuels  NF -0.1% 0.0% no inflation pressure from abroad 
  9:55 Consumer Sentiment m-Nov NF 86.9 84.6 likely higher 
  10:00 Business Inventories Sep -0.2% +0.2% +0.4% seen lower 

 
This Week… 
The ISM Manufacturing Index may set the initial tone for the 
week, but the focus will be on Friday employment data.  Note 
that seasonal adjustment will remain a factor in October, leaving 
the headline payroll figure subject to possible noise.  The ECB 
policy meeting will also garner some attention, but it’s unlikely 
that we’ll see quantitative easing just yet. 

Monday 
Construction Spending (September) – In the advance GDP 
estimate, the Bureau of Economic Analysis assumed a moderate 
gain in construction activity in September.  While these data 
tend to be choppy and are subject to large revisions, those 
revisions should have only a modest impact on the GDP revision. 
 
ISM Manufacturing Index (October) – The ISM gauge is a 
diffusion index and does not measure actual activity.  It’s more 
like a sentiment gauge, but sentiment does tend to reflect the 
broader momentum in activity.  That activity is expected to have 
remained moderately strong in October.  
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Motor Vehicle Sales (October) – Unit sales have been choppy in 
the last few months, falling sharply in September after 
incentive-fueled strength in August.  Sales are expected to 
remain driven by replacement needs and easy credit. 



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 

Tuesday 
Election Day – While the Republicans are expected to gain 
control of the Senate, the votes still have to be counted and we 
could have runoffs in a couple of states. 
 
Trade Balance (September) – In the advance GDP estimate, the 
Bureau of Economic Analysis assumed some narrowing of the 
budget deficit in September, partly reflecting lower petroleum 
prices.  Note that it’s too soon to see much of an impact from 
global economic weakness and a stronger dollar.  However, 
there is a fair amount of month-to-month noise in these figures.  
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Wednesday 
ADP Payroll Estimate (October) – As usual, the ADP estimate is 
not going to be seen as a good predictor of the official BLS data.  
However, a large enough surprise (relative to median forecast) 
can easily generate a reaction in the financial markets. 
 
ISM Non-Manufacturing Index (October) – The ISM’s other survey 
was very strong in both August and September.  
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Thursday 
ECB Policy Meeting – The ECB is expected to launch its 
quantitative easing at some point (despite objections by the 
Germans and certain legal challenges), but not at this meeting.  
Nevertheless, don’t underestimate ECB President Draghi’s 
ability to keep hope alive in his post-meeting press conference. 
 

Jobless Claims (week ending November 1) – The figures have 
been less choppy than usual this autumn, while the underlying 
trend has remained very low. 

Friday 
Employment Report (October) – Prior to seasonal adjustment, we 
can expect to see over 900,000 payrolls added in October (we 
added 940,000 in October 2013), with about three-quarters of 
that in education.  Retail hiring begins to pick up ahead of the 
holiday shopping season.  Manufacturing and construction jobs 
usually wind down a bit, reflecting the weather.  One should 
probably focus more on the three-month average of payroll 
growth, rather than the individual months, but there’s clearly a 
good chance of a surprise (more likely to the upside) in the 
headline payroll figure.  The unemployment rate is expected to 
hold steady, but the figure is reported accurate to ±0.2%.  
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Next Week … 
The economic calendar thins out and Tuesday is a bond-market 
holiday.  The focus is expected to be on the October retail sales 
figures, which will take on added significance following the 
disappointing September data.  Lower gasoline prices are 
unlikely to have had a big impact on October’s spending, but we 
should see a greater benefit for the consumer into early 2015. 
 

Coming Events and Data Releases 

November 17 Industrial Production (October) 

November 19 Building Permits, Housing Starts (October) 

November 20 Consumer Price Index (October) 

November 25 Real GDP (2nd estimate, 3Q14) 

November 27 Thanksgiving Holiday (markets closed) 

December 5 Employment Report (November) 

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 
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