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Profit of Doom? 
In its 2

nd
 estimate of 1Q15 GDP growth, the Bureau of 

Economic Analysis published its preliminary estimate of 
corporate profits.  No surprise, profits fell sharply in the quarter, 
reflecting the impact of a stronger dollar, adverse weather, and 
possibly statistical noise and seasonal adjustment issues.  Profits 
are a key driver of new hiring and capital spending.  Looking 
ahead, a lot will depend on currency market developments. 
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The government’s preliminary estimate of corporate profits, 

which includes privately held corporations, fell 5.9% q/q in the 
first quarter, reflecting weakness abroad (profits from the rest 
of the world fell 6.0% q/q, down 11.5% y/y) and at home 
(domestic nonfinancial profits fell 7.7%, up 7.5% y/y).  The 
strong dollar played a part in that, restraining exports and 
reducing the dollar-value of overseas earnings. 
 

A number of foreign-trade accounting issues add confusion.  
Goods and services produced here and sold abroad are 
considered exports (adding to GDP).  Goods and services 
produced abroad and sold here count as imports (subtracting 
from GDP), regardless of whether they are produced by a U.S. 
firm or a foreign one.  Foreign companies producing and selling 
here count as domestic consumption or business investment, 
not as foreign trade.  For example, Japanese and German car 
companies make some models in the U.S., which count as 
domestic demand.  It gets more complicated when you consider 
that parts often come from many places and are assembled in 
pieces both here and abroad.  The key issue is where the value 
added takes place.  An iPhone assembled in China counts as 
domestic consumption and imports – the wholesale cost is 
counted as imports and the difference between the retail price 
and the wholesale price is considered domestic consumption.  
Note that a company may overstate its import wholesale costs 
in order to reduce U.S. taxes, distorting the picture. 
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Corporate profits and cash flows have historically been key 

drivers of business fixed investment.  Recessions are often 
preceded by a drop in profits.  Longer term, there’s a seesawing 
pattern in the share of national income going to labor 
compensation and the share going to corporate profits.  The 
share going to labor has been at the low end of the range in 
recent years, but ought to increase as the job market tightens. 
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Much of the weakness in corporate profits in the last two 

quarters has been due to the stronger dollar (the more 
troublesome aspect has been the speed at which the dollar has 
strengthened).  The dollar began to soften in mid-March, 
reflecting a substantially less aggressive outlook for Fed policy (a 
consequence of disappointing economic growth in the first 
quarter).  The exchange rate of the dollar is likely to be range-
bound in the near term, but will depend critically on the U.S. 
economic outlook (which may be subject to some statistical 
distortions) and developments overseas.  If the dollar remains 
relatively stable, the impact on corporate profits should wane. 
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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 

5/01/15 0.01 0.05 0.25 0.60 0.97 1.50 2.12 2.82 1.119 1.514 120.21 1.219 5005.39 2108.29 18024.00 
5/22/15 0.02 0.08 0.23 0.64 1.01 1.57 2.21 2.99 1.103 1.548 121.45 1.229 5089.36 2126.06 18232.02 
5/29/15 0.01 0.07 0.25 0.61 0.93 1.49 2.12 2.88 1.098 1.528 124.11 1.243 5070.03 2107.39 18010.88 

 

Recent Economic Data and Outlook 
The economic data were mixed, consistent with moderate 
economic growth in the near term.  However, financial market 
participants generally ignored them, seemingly anxious about 
overseas developments.  The exception may have been the 
disappointing Chicago purchasing managers’ data. 
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Real GDP fell at a 0.7% annual rate in the 2

nd
 estimate for 1Q15 

(vs. +0.2% in the advance estimate), reflecting slower inventory 
growth (that was assumed in the advance estimate) and a wider 
trade deficit).  Consumer spending rose at a 1.8% pace (vs. 
+1.9% in the advance estimate), while business fixed investment 
fell 2.8% (vs. -3.8%, still reflecting a sharp drop in oil and gas 
drilling).  Currently, there is a debate about whether seasonal 
patterns may have changed following the recession.  One way 
around this is to look at year-over-year figures.  Real GDP rose 
2.7% over the last four quarters, with Domestic Final Sales (GDP 
less net exports and the change in inventories) at 2.9%.  
Corporate profits fell 5.9% q/q (+3.7% y/y), with domestic 
nonfinancial profits down 7.7% (+7.5% y/y) and profits from the 
rest of the world down 6.0% (-11.5% y/y).  Real Gross Domestic 
Income rose at a 1.4% annual rate in 1Q15, vs. a 3.7% pace in 
4Q14.  According to the Bureau of Economic Analysis: “For a 
given quarter, the estimates of GDP and GDI may differ for a 
variety of reasons, including the incorporation of largely 
independent source data.  However, over longer time spans, the 
two estimates tend to follow similar patterns of change.” 
 
The Conference Board’s Consumer Confidence Index edged up 
to 95.4 in May, vs. 94.3 in April and 101.4 in March.  Current job 
market perceptions remained poor and respondents were a 
little less pessimistic about future job availability.  Expectations 
of household income were little changed. 
 
The University of Michigan’s Consumer Sentiment Index was 
90.7 in May, up from the mid-month reading of 88.6, but down 

from April’s 95.9.  The report noted that the decline was 
widespread across ages and regions, as respondents saw more 
modest prospects for a rebound following a weak first quarter. 
 
New Home Sales rose 6.8% (±15.8% – hence not statistically 
different from 0%) in April, to a 517,000 seasonally adjusted 
annual rate (+26.1% y/y).  Results were mixed across regions 
(Northeast -5.6%, Midwest +36.8%, South +5.8%, West -2.3%). 
 
The Pending Home Sales Index rose 3.4%, to a nine-year high, in 
April (+14.0% y/y), with mixed strength across regions (+10.1% 
in the Northeast, +5.0% in the Midwest, +2.3% in the South, and 
+0.1% in the West).  The index is based on signed contracts and 
tends to lead existing home sales (which measures closings). 
 
Durable Goods Orders fell 0.5% in the initial estimate for April, 
reflecting only a partial retreat in aircraft orders (which had 
surged in March).  Ex-transportation, orders rose 0.5% (the first 
four months of the year were still down 0.7% y/y).  Orders for 
core capital goods (nondefense and ex-aircraft) rose 1.0%, 
following +1.5% in March and -5.1% in February.  Shipments of 
core capital goods rose 0.8%.  Ex-transportation, unfilled orders 
continued to edge lower.  Inventories rose modestly. 
 
The Chicago Purchasing Managers Index fell to 46.2 in May, vs. 
52.3 in April and 46.3 in March (50 is the breakeven level).  The 
report noted that new orders, backlogs, production, and 
employment each fell below the breakeven level.  Inventory 
levels were more elevated.  Fuel costs lifted input prices. 
 

Economic Outlook (2Q15):  Around a 1.0% to 1.5% annual rate. 
 
Employment:  The pace of job growth has slowed, but from an 
unusually strong pace in 4Q14.  Job losses remain very limited.  
New hiring appears to have remained strong for small and 
medium-sized firms, but has slowed for larger firms.  
Consumers:  The drop in gasoline prices from last summer has 
boosted consumer purchasing power, but the pickup in 
spending has been uneven and less than anticipated.  
Manufacturing:  The strong dollar is a constraint.  A decline in 
corporate profits has contributed to a softening trend in capital 
spending.  Domestic demand should be picking up.  
Housing/Construction:  Sales appeared mixed at the start of the 
spring selling season.  Rising prices and relatively tight credit 
appear to be constraining the lower end of the market.  
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:  Senior Fed officials believe that conditions are 
likely to warrant an initial increase in short-term rates this year, 
but the more important question is the pace of tightening after 
the initial hike (which is likely to be very gradual). 
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This Week:     forecast last last –1 comments 
         Monday 6/01 8:30 Personal Income Apr +0.4% 0.0% +0.4% rebounding from a soft March 
   Personal Spending  +0.2% +0.4% +0.2% a lackluster gain 
   PCE Price Index ex-f&e  +0.2% +0.1% +0.1% the core CPI rose 0.256% 
  9:45 Markit US Manf PMI (final) May NF 54.1 55.7 53.8 in the flash estimate 
  10:00 Construction Spending Apr +1.2% -0.6% +0.0% some rebound from weather effects 
  10:00 ISM Manf. Index May 51.8 51.5 51.5 not especially strong 
         Tuesday 6/02 10:00 Factory Orders Apr -0.1% +2.1% -1.0% most of the volatility is in durable goods 
  tbd Motor Vehicle Sales, mln May 16.7 16.5 17.1 the trend appears to be leveling off 
     domestically built  13.1 12.9 13.3 seen higher 
         Wednesday 6/03 7:45 ECB Policy Decision     no change 
  8:15 ADP Payroll Estimate, th. May +170 +169 +175 watch the mix (large vs. small) 
  8:30 Trade Balance, $bln Apr -47.0 -51.4 -35.9 seen narrower 
     goods only  -66.2 -70.6 -55.7 but watch for possible revisions 
  10:00 ISM Non-Manf. Index May 57.0 57.8 56.5 moderate 
  2:00 Fed Beige Book     still a mixed bad (modest to moderate) 
         Thursday 6/04 8:30 Jobless Claims, th. 5/30 280 282 275  
         Friday 6/05 8:30 Nonfarm Payrolls, th. May +170 +223 +85 uneven, but a slower trend in 2Q15 
     private-sector  +175 +213 +94 watch for possible revisions 
   Unemployment Rate  5.4% 5.4% 5.5% flat or slightly lower 
     employment/population  59.4% 59.3% 59.3% a very gradual trend of improvement 
   Avg. Weekly Hours  34.5 34.5 34.5 seen steady 
   Avg. Hourly Earnings  +0.2% +0.1% +0.2% modest wage pressures 
                  Next Week:         
         Monday 6/08  no significant data      
         Tuesday 6/09 9:00 Small Business Optimism May NF 96.9 95.2 likely to improve 
  10:00 JOLTS: hiring rate (private) Apr NF 4.0% 3.9% trending gradually higher 
   JOLTS: quit rate  NF 2.2% 2.2% still well below normal 
   Treasury Note Auction     3-year notes 
         Wednesday 6/10 1:00 Treasury Note Auction     re-opened 10-year notes 
  2:00 Treasury Budget, $bln May NF -130.0 -138.7 cumulative trending below 2.5% of GDP 
         Thursday 6/11 8:30 Jobless Claims, th. 6/06 278 280 275 still subject to seasonal noise 
  8:30 Import Prices May NF -0.3% -0.2% some pickup in oil prices 
     ex-food & fuels  NF -0.4% -0.4% a declining trend 
  8:30 Retail Sales May +0.6% 0.0% +1.1% seen higher 
     ex-autos  +0.5% +0.1% +0.7% rebounding from soft first quarter 
     ex-autos, bld mat, gasoline  +0.4% +0.1% +0.6% moderate (watch for revisions) 
  10:00 Business Inventories Apr NF +0.1% +0.3%  
  1:00 Treasury Bond Auction     re-opened 30-year bonds 
         Friday 6/12 8:30 Producer Price Index May +0.4% -0.4% +0.2% seas. adj. adds to energy price increase 
     ex-food & energy  +0.1% -0.2% +0.2% modest “old” core 
       ex-f, e, & trade services  +0.1% +0.1% +0.2% modest “new” core 
  10:00 Consumer Sentiment m-Jun NF 90.7 95.9 likely to edge a bit higher 

  
This Week… 
There will be a lot of fresh economic data for the markets to 
mull over.  The focus will be on the May employment figures, 
but there is some potential for a surprise in the ISM surveys and 
the ADP estimate.  Personal spending and trade figures for April 
may not garner much attention from the markets, but they will 
help to refine estimates of second quarter GDP growth.  It’s also 
crunch time once again for Greece. 

Monday 
Personal Income and Spending (April) – The job market data 
suggest a moderate gain in income.  Unit auto sales and the 
retail sales figures point to a lackluster increase in spending. 
 
ISM Manufacturing Index (May) – Regional manufacturing gauges 
have been mixed, but mostly on the soft side of expectations.  
Keep a close eye on new orders and employment.    
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Tuesday 
Factory Orders (April) – Durable goods orders were reported to 
have fallen -0.5%.  That figure is subject to revision in this 
report.  Core capital goods orders picked up in March and April, 
a good sign (although the longer-term trend remains weak). 
 
Motor Vehicle Sales (May) – Replacement needs and relatively 
easy bank credit (for auto loans) fueled the recovery.  However, 
the pace of sales may be flattening out (hence, unlikely to make 
much of a contribution to GDP growth over the next few years).  
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Wednesday 
ECB Policy Decision – The European Central Bank’s Governing 
Council is widely expected to stand pat.  Financial market 
participants will listen closely to ECB President Draghi’s press 
conference, particularly attune to comments about Greece and 
the asset purchase program (which is subject to a seasonal step-
up in the pace of purchases in the near term).  Draghi should 
dispel any notion that the ECB will curtail QE. 
 
ADP Payroll Estimate (May) – ADP figures showed a sharp 
slowdown in hiring at large firms in March and April (while 
hiring remained strong at smaller firms).  That likely reflects the 
drop in corporate earnings.  Will that continue in May?  
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Trade Balance (April) – This will be the first look at foreign trade 
for the second quarter.  The trade deficit widened sharply in 
March.  We should see a partial reversal in April. 
 

ISM Non-Manufacturing Index (May) – As the factory-sector 
gauge has softened, the ISM’s other survey has held up 
relatively well in recent months, consistent with moderate 
growth in the overall economy. 
 
Fed Beige Book – The central bank’s collection of anecdotal 
impressions of the economy is likely to reflect modest to 
moderate growth across the country.  Nothing to suggest that 
the Fed needs to slam on the brakes anytime soon. 

Thursday 
Jobless Claims (week ending May 30) – Adjustments for the 
Memorial Day holiday may add some noise.  In addition, the end 
of the school year brings a seasonal pick-up.  Take any large 
swings in the headline figure with a grain of salt. 

Friday 
Employment Report (May) – Seasonal adjustment may be a 
factor in May (we can expect to add about a million jobs before 
adjustment), reflecting the end of the school year (seasonal 
adjustments will be even larger in June and July).  The 
employment/population ratio is gradually trending higher.  
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Next Week … 
The economic calendar thins out, with the report on May retail 
sales being the clear stand-out. 
 

Coming Events and Data Releases 

June 15 Industrial Production (May) 

June 16 Building Permits, Housing Starts (May) 

June 17 FOMC Policy Decision, Yellen press conference 

July 2 Employment Report (June) 

July 3 Independence Day Holiday (observed) 

July 29 FOMC Policy Decision (no press conference) 

July 30 Real GDP (2Q15 advance, benchmark revisions) 

September 17 FOMC Policy Decision, Yellen press conference 

October 28 FOMC Policy Decision (no press conference) 

December 16 FOMC Policy Decision, Yellen press conference 
 


