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Weekly Economic Monitor _____________________________________________________________________________________  
 

Wiggle-Waggle 
Recent economic data reports have painted a weaker picture 

of first quarter GDP growth, but that’s likely to mean a bigger 
rebound in the second quarter.  Still, there’s a lot of uncertainty 
in the near-term outlook, which may hurt investor sentiment. 
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The estimate of 4Q14 GDP growth remained at a 2.2% annual 

rate in the government’s third estimate.  The report also 
included corporate profit results.  As expected, profits from the 
rest of the world fell sharply.  However, profits of domestic 
nonfinancial corporations continued to improve.   
 

Profits and cash flows are important drivers of capital 
spending.  The Federal Reserve’s flow-of-funds data for 4Q14 
showed a rise in the financing gap (the difference between 
capital investment and internal funds) in the second half of 
2014.  Orders for nondefense capital goods ex-aircraft (a rough 
proxy for business fixed investment) declined for the sixth 
consecutive month in February.  Unfilled orders are falling and 
inventories are outpacing factory shipments.  These are 
worrisome signs, but while they certainly bear watching going 
forward, they are not yet at levels that would be considered 
dangerous to the overall economic outlook. 
 

Some of the softness in capital spending may reflect the 
impact of the stronger dollar.  Some may reflect a return to the 
longer-term trend, following unusual strength in the second and 
third quarters of last year.  The sharp drop in energy exploration 
will be an important factor in the 1Q15 GDP data.   
 

Oil and gas drilling account for a tiny fraction of overall 
employment.  However, it’s a significant portion (roughly 28% in 
4Q14) of business structures (7% of overall business fixed 
investment or about 0.9% of GDP).  Remember, GDP is quoted 
as an annual rate.  A sharp drop in one quarter will have about 
four times the magnitude in the headline GDP figure. 
 

 
There are two broad strategies in forecasting GDP growth 

over time.  One is to make a forecast and stick with it, altering 
the projection only when the data overwhelmingly suggest a 
need to do so.  This has the advantage of showing that the 
forecaster is less wishy-washy and stands by his or her 
convictions.  The other is to adjust the forecast as information 
becomes available.  That would seem to be a more natural 
process, but it can lead one to repeatedly revise the outlook.  In 
practice, most forecasters are somewhere in the middle. 
 

The Atlanta Fed has a model that updates the forecast of the 
current quarter GDP estimate on the fly, adjusting the figure as 
economic data are released.  No surprise then, the forecast of 
1Q15 GDP growth has fallen as disappointing economic data 
releases have rolled in in recent weeks.  At this point, the 
Atlanta Fed’s model anticipates a sharp negative contribution 
from business structures.  A wider trade deficit is expected to 
subtract a full percentage point from overall growth.  
Inventories and government are also expected to subtract. 
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There are a couple of points to make.  One is that the Atlanta 

Fed’s forecast, which mirrors many private-sector forecasts, will 
shift as more data become available.  This week, we’ll receive 
important data on consumer spending and foreign trade.  
Another point is that the Atlanta Fed model only produces 
forecasts for the current quarter (until the advance GDP 
estimate arrives).  Many forecasters have lowered their GDP 
forecasts for 1Q14, but they’ve also lifted projections for 2Q15. 
 

The recent string of disappointing economic data has led to a 
moderation in the growth outlook for this year and next.  As we 
saw in the recent projections of senior Fed officials, this isn’t a 
huge change in the outlook, but it implies that the Fed will likely 
be less aggressive in raising short-term interest rates in the 
months ahead.  For investors, it adds to the level of uncertainty 
about where the economy is headed in the near term. 
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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 

2/27/15 0.02 0.07 0.22 0.63 1.01 1.50 2.00 2.60 1.120 1.544 119.72 1.251 4963.53 2104.50 18132.70 
3/20/15 0.01 0.11 0.24 0.60 0.95 1.42 1.93 2.50 1.079 1.492 120.28 1.259 5026.42 2108.10 18127.65 
3/27/15 0.03 0.14 0.26 0.59 0.93 1.43 1.95 2.53 1.090 1.488 119.03 1.259 4891.22 2060.98 17712.06 

 

Recent Economic Data and Outlook 
The economic data were mixed, but none of the reports added 
much to the larger picture.  Investors remained focused on 
overseas developments.  The escalating civil war in Yemen (and 
Saudi participation in the conflict) boosted oil prices. 
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Fed Chair Janet Yellen said that the decision about when to 
raise rates “will depend importantly on how economic conditions 
actually evolve over time.” She added, “the appropriate time has 
not yet arrived, but I expect that conditions may warrant an 
increase in the federal funds rate target sometime this year.” 
 
Fed Vice Chair Stanley Fischer said that “an increase in the 
target federal funds range likely will be warranted before the 
end of the year,” adding that “liftoff should occur when the 
expected return from raising the interest rate outweighs the 
expected costs of doing so.”  As liftoff approaches, “discussion of 
monetary policy needs to begin to shift to the future path of 
interest rates, and thus to the basis on which the FOMC will set 
interest rates following liftoff.”  He said that there are no plans 
to raise rates at any particular pace (recent projections of senior 
Fed officials had suggested a more gradual pace of tightening). 
 
Real GDP rose at a 2.2% annual rate in the 3rd estimate for 4Q14 
(vs. +2.6% in the advance estimate and +2.2% in the 2nd 
estimate).  Consumer spending rose at a 4.4% pace (revised 
from 4.2%), while business fixed investment rose 4.7% (vs. 
4.8%).  Domestic Final Sales (GDP less net exports and the 
change in inventories) rose at a 3.3% annual rate (vs. 4.1% in 
3Q14, up 2.9% from a year earlier.  Corporate profits fell 1.4% 
from the third quarter (-0.2% y/y).  Profits from the rest of the 
world fell 8.8% q/q (-11.6% y/y).  Domestic profits of 
nonfinancial corporations rose 1.4% q/q (+7.8% y/y), while 
domestic profits of financial corporations fell 2.7% (-9.8% y/y). 
 
The Consumer Price Index rose 0.2% in February (+0.217% 
before rounding), unchanged from a year ago.  Gasoline prices 
rose 2.4% (+5.3% before seasonal adjustment, less than 
observed in the weekly data), down 32.8% y/y).  Ex-food & 
energy, the CPI rose 0.2% (+0.157% before rounding), +1.7% y/y. 
 

Real Hourly Earnings slipped 0.1% in February, up 2.6% y/y 
(with most of that coming in the last four months), suggesting 
more firepower for consumer spending growth in the near term. 
 
Durable Goods Orders fell 1.4% in the initial estimate for 
February, reflecting a 3.5% drop in transportation orders.  Ex-
transportation, orders fell 0.4%, the fifth consecutive monthly 
decline.  Orders for nondefense capital goods ex-aircraft fell 
1.4% (the sixth consecutive decline), while shipments edged up 
0.2% (a -1.0% annual rate in 1Q15, vs. -2.3% in 4Q14 and +12.7% 
in 3Q14).  Ex-transportation, unfilled orders fell for the third 
consecutive month, while the inventories/shipments ratio 
continued higher (both gauges are not yet at danger levels, but 
certainly bear watching in the near term). 
 
New Home Sales (which measure initial transactions such as a 
down payment or signed contract) rose 7.8% (±15.2%) in 
February, to a 539,000 seasonally adjusted annual rate (+24.8% 
± 20.4% y/y).  Results varied across regions (Northeast +152.9%, 
Midwest -12.9%, South +10.0%, West -6.0%). 
 
Existing Home Sales (which measure closings) rose 1.2% in 
February, to a 4.88 million seasonally adjusted annual rate 
(+4.7% y/y).  Results varied across regions (Northeast -6.5%, 
Midwest 0.0%, South +1.9%, West +5.7%). 
 
The Chicago Fed National Activity Index, a composite of 85 
economic indicators, slipped to -0.11 in February, vs. -0.10 in 
January.  At -0.08, the three-month average is consistent with 
economic growth slightly below the long-term trend. 
 

Economic Outlook (1Q15):  Real GDP growth is expected at 0.5-
1.0%, reflecting softer consumer spending growth, the dollar’s 
drag on exports, and a reduction in capital spending in energy. 
 
Employment:  The pace of job growth has been very strong in 
recent months and should remain strong in the near term.  
Consumers:  Strong job growth and lower gasoline prices should 
support spending growth in 1H15.  Real wages have popped, but 
we’ll eventually need to see a pickup in nominal wage growth.  
Manufacturing:  Mixed.  A stronger dollar and weakness in the 
global economy are expected to restrain exports, but domestic 
demand should strengthen in the months ahead.  
Housing/Construction:  Supply constraints have eased and 
affordability has improved.  Look for a better balance in 2015.  
Anecdotal evidence suggests strength.  Look for the March and 
April data to confirm that.  
Prices:  The PCE Price Index is about flat year-over-year – and 
the core inflation rate has moved lower in recent months.  
Pipeline pressures are mild.  Wage pressures are limited.  
Inflation expectations remain well-anchored. 

Interest Rates:  With low inflation and a still-elevated level of 
slack in the economy, the Fed does not have to hit the brakes, 
but it does need to consider when to take the foot off the gas.  
The Fed needs to see further improvement in the job market 
and has to be “reasonably confident” that inflation will move 
back toward the official 2% goal. 
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This Week:     forecast last last –1 comments 
         Monday 3/30 8:30 Personal Income Feb +0.3% +0.3% +0.3% moderate 
   Personal Spending  +0.2% -0.2% -0.3% soft retail sales, more heating expenses 
   PCE Price Index ex-f&e  +0.1% +0.1% 0.0% mild core inflation 
  10:00 Pending Home Sales Index Feb +1.2% +1.7% -1.5% should pick up 
         Tuesday 3/31 9:00 Case Shiller Home Prices Jan +0.7% +0.7% +0.8% a faster pace in recent months  
      year-over-year  +4.6% +4.6% +4.7% a double-edged sword 
  9:45 Chicago PM Index Mar 52.0 45.8 59.4 rebounding from weather, port issues? 
  10:00 Consumer Confidence Mar 97.5 96.4 103.8 may see a bounce 
         Wednesday 4/01 8:15 ADP Payroll Estimate, th. Mar +220 +212 +250 moderate 
  9:45 Markit US Manf Index (final) Mar NF 55.1 53.9 not market-moving 
  10:00 Construction Spending Feb -1.0% -1.1% +0.8% some weakness in energy 
  10:00 ISM Manf. Index Mar 53.2 52.9 53.5 mixed across industries, lackluster overall 
  tbd Motor Vehicle Sales, mln Mar 16.5 16.2 16.6 likely to rebound from bad weather 
     domestically built  13.2 12.9 13.3 but trend may be  flattening otherwise 
         Thursday 4/02 8:30 Jobless Claims, th. 3/28 290 282 291 still low 
  8:30 Trade Balance, $bln Feb -43.0 -41.8 -45.6 seen a bit wider (oil price rebound) 
     goods only  -62.6 -61.6 -65.0 port issue may have been a factor 
  10:00 Factory Orders Feb -0.2% -0.2% -3.5% oil price bounce, downward rev to Jan 
         Friday 4/03  Good Friday Holiday     stock market closed, half-day for bonds 
  8:30 Nonfarm Payrolls, th. Mar 230 295 239 a moderate pace 
     private-sector  220 288 237 watch for revisions 
   Unemployment Rate  5.5% 5.5% 5.7% seen steady, but trending lower 
     employment/population  59.4% 59.3% 59.3% a gradual trend higher 
   Avg. Weekly Hours  34.6 34.6 34.6 steady 
   Avg. Hourly Earnings  +0.2% +0.1% +0.5% mild wage pressures 
                  Next Week:         
         Monday 4/06 10:00 ISM Non-Manf Index  57.4 56.9 56.7 thawing out 
  9:00 NCAA Championship     K 
         Tuesday 4/07 10:00 JOLTS: hiring rate Feb NF 3.4 3.4 trending gradually higher 
   JOLTS: quit rate  NF 2.2 2.2 but still below normal 
  1:00 Treasury Note Auction     3-year notes 
         Wednesday 4/08 1:00 Treasury Note Auction     re-opened 10-year notes 
  2:00 FOMC Minutes 3/18    few new revelations 
         Thursday 4/09 8:30 Jobless Claims, th. 4/04 288 290 282 a low trend 
  1:00 Treasury Bond Auction     re-opened 30-year bonds 
         Friday 4/10 8:30 Import Prices Mar NF +0.4 -3.1 oil less of a factor 
     ex-food & fuels  NF -0.3 -0.5 falling 
  2:00 Treasury Budget, $bln Mar NF -36.9 -106.5 not market-moving 

  
This Week… 
Tick, tick, tick – will this be the week that Greece gets kicked out 
of the euro?  Probably not, but it may go down to the wire once 
again.  The ISM Manufacturing Index (Wednesday) is likely to be 
important; as we often see the financial markets overreact to 
small changes in the headline number.  The Employment Report 
arrives on Friday, when the stock market will be closed for the 
Good Friday holiday (the bond market will run a half-session). 

Monday 
Personal Income and Spending (February) – Consumer spending 
accounts for 70% of Gross Domestic Product and the monthly 
figures sum to the quarterly numbers.  So, with this release, 
we’ll have almost half (2/3 of 70%) of 1Q15 GDP (although 
subject to revision).  Income is expected to have risen 
moderately, restrained a bit by adverse weather.  Soft retail 
sales figures suggest a lackluster month for spending, but we’ll 
see some boost from higher gasoline prices and increased 
heating expenses (the result of cold weather). 
 

Pending Home Sales Index (February) – The PHSI tends to lead 
existing home sales, but there’s a fair amount of noise from 
month to month.  Take with a grain of salt. 

Tuesday 
Case-Shiller Home Price Index (January) – After some 
moderation, home price increases have picked up again.  That is 
helpful for homeowners, but is a negative for potential buyers. 
 
Chicago PM Index (March) – The Chicago-area manufacturing 
survey results were weakened in March by poor weather and 
West Coast port issues (since settled).  So we should see a sharp 
snap back in March.  However, we should also look for evidence 
of the dollar’s impact on exports and softer capital spending. 
 
Consumer Confidence (March) – The Conference Board’s 
measure softened in February, which may have reflected the 
bounce in gasoline prices.  This report includes measures of 
current and future job availability, which may provide some 
insights into the March payroll report and the pace of consumer 
spending growth into the early spring.  
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Wednesday 
ADP Payroll Estimate (March) – Everyone should know by now 
that the ADP estimate of private-sector payrolls is not a good 
predictor of the official BLS data.  Everyone should also be 
aware that large surprises in the ADP (relative to the consensus 
forecast) can move the financial markets.  Note that a lot of the 
strength in hiring has been in small and medium-sized (generally 
newer) firms.  That’s a very healthy sign for the economy.  
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Construction Spending (February) – These data are unreliable 
(choppy and subject to large revisions), but they are an input 
into the GDP accounts.  While much of the focus is on 
homebuilding, the nonresidential data may be more important 
in 1Q15 (reflecting the decline in energy exploration). 
 
ISM Manufacturing Index (March) – There are a couple of things 
to remember about the ISM figures.  One is that this is a 
diffusion index.  It doesn’t measure activity directly.  The other 
is that seasonal adjustment is often tricky in the early part of the 
year and can exaggerate the impact of adverse weather.  In 
March, we may see a rebound from the impacts of weather and 
West Coast port delays, but there also may be some drag from 
exports and softer capital spending. 
 
Motor Vehicle Sales (March) – Results often depend on figures 
for the final weekend of the month (when there is more 
incentive to make deals and clear lots).  March should be better. 

Thursday 
Jobless Claims (week ending March 28) – With seasonal noise 
behind us, the underlying trend is relatively low.  However, job 
destruction hasn’t been much of an issue in recent years.  The 
current level, which is consistent with the normal frictional 
portion of the labor market (people naturally moving from job 
to job), is about as low as we can expect it to go. 
 
Trade Balance (February) – Petroleum prices rebounded in 
February, which should lead to some widening of the trade 
deficit.  Note that there is more than a fair amount of noise in 
the monthly figures.  West Coast port delays are likely to have 
had some impact.  So take with a grain of salt. 
 
Factory Orders (February) – Durable goods orders fell 1.4%.  We 
should see orders for nondurables boosted by higher oil prices. 

Friday 
Employment Report (March) – Payrolls are expected to have 
advanced at a moderately strong pace in March (note that we 
can expect to add about 900,000 before seasonal adjustment 
and the adjusted figures are reported accurate to ±105,000).  
The unemployment rate should be little changed, but keep an 
eye on labor force participation, which has not recovered.  
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Next Week … 
The economic calendar is thin. 
 

Coming Events and Data Releases 

April 14 Retail Sales (March) 

April 17 Consumer Price Index (March) 

April 16-17 G20 Finance Ministers Meeting (Washington) 

April 29 Real GDP (1Q15, advance estimate)  
FOMC Policy Decision (no press conference) 

June 17 FOMC Policy Decision, Yellen press conference 

July 29 FOMC Policy Decision (no press conference) 

September 17 FOMC Policy Decision, Yellen press conference 

October 28 FOMC Policy Decision (no press conference) 

December 16 FOMC Policy Decision, Yellen press conference 
 


