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Weekly Economic Monitor _______________________________________________________________________________________  
 

Jobs, Inflation, and Wage Pressures 
In her monetary policy testimony to Congress, Fed Chair Janet 

Yellen made it clear that the central bank remains on track to 
begin raising short-term interest rates later this year.  However, 
she gave herself an out, indicating that Federal Reserve officials’ 
projections of the federal funds rate are “based on the 
anticipated path of the economy, not statements of intent to 
raise rates at any particular time.”  Moreover, she continued to 
imply that people should stop worrying about the timing of the 
initial move and focus on the projected path over the next 
couple of years, which she expects to be gradual.  None of this 
has helped ease the market’s anxieties about the Fed’s timing. 
 

The unemployment rate hit 5.3% in June, but that overstates 
the improvement in the job market.  Fed Chair Yellen has 
highlighted a number of gauges, including hiring and quit rates.  
The number of people working involuntarily part-time has been 
falling, but is still higher than normal.  Yellen: “while labor market 
conditions have improved substantially, they are, in the FOMC's 
judgment, not yet consistent with maximum employment.” 
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The inflation outlook is an important factor in the Fed’s 
decision to begin raising rates.  For some time, policymakers 
have indicated that they need to be “reasonably confident” that 
inflation will move toward the Fed’s 2% goal.  Inflation was 
pushed lower in the first half of the year due to lower oil prices 
and a stronger dollar.  After falling sharply into the early part of 
the year, the dollar has been essentially range-bound since mid-
March – but that could change.  In the short term, exchange 
rates largely reflect central bank policies.  The Fed is considering 
when to tighten.  The ECB has undertaken quantitative easing 
and Mario Draghi, the central bank’s president, has signaled no 
intention of curtailing asset purchase plans (which are set to 
continue to September 2016).  The Bank of Canada lowered rates 
last week for the second time this year.  The Fed anticipates that 
the decline in oil prices will run its course, relieving downward 
pressure on consumer price inflation in the months ahead.  
However, crude oil prices have turned down again and longer-
term futures contracts (which, granted, aren’t a great predictor 
of spot prices) point to a sustained period of low oil prices.  Low 
inflation may last longer than the Fed expects. 
 

The federal funds futures reflect a lower rate trajectory than 
what the Fed was projecting in June.  However, the futures 
reflect some chance that the Fed will have to reverse course and 
lower rates after the initial increase.  That risk is not included in 
the Fed’s projections.  Still, financial markets seem to carry 
some doubt about the Fed’s willingness to begin raising rates.  
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Looking ahead, the financial markets are expected to remain 

sensitive to economic reports, especially those concerning the 
job market and inflation.  On July 31, the Bureau of Labor 
Statistics will release the Employment Cost Index for 2Q15.  The 
first quarter figure suggested that labor compensation might be 
picking up, reflecting budding inflation pressures and reduced 
labor market slack.  The 2Q15 figure should suggest otherwise. 
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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 

6/19/15 0.01 0.05 0.25 0.65 0.99 1.59 2.26 3.05 1.134 1.588 122.70 1.227 4513.42 2109.99 18015.95 
7/10/15 0.01 0.09 0.28 0.65 1.04 1.68 2.42 3.20 1.115 1.550 122.75 1.271 5071.51 2076.62 17760.41 
7/17/15 0.02 0.11 0.26 0.67 1.05 1.67 2.35 3.08 1.084 1.561 124.04 1.298 5210.14 2126.61 18086.45 

 

Recent Economic Data and Outlook 
Greece’s parliament approved harsh bailout conditions (some 
details still need to be worked out).  The ECB responded with 
more short-term liquidity for Greece’s banks.  The IMF indicated 
that there was no hope for the country without debt forgiveness, 
but the Germans will have none of that.  German Finance 
Minister Schäuble said that a voluntary departure from the 
eurozone “could perhaps be a better way” for Greece. 
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In her monetary policy testimony to Congress, Fed Chair Yellen 
said that “if the economy evolves as we expect, economic 
conditions likely would make it appropriate at some point this 
year to raise the federal funds rate target, thereby beginning to 
normalize the stance of monetary policy.”  She advised against 
putting too much weight on the timing of the initial move: 
“what matters for financial conditions and the broader economy 
is the entire expected path of interest rates, not any particular 
move, including the initial increase, in the federal funds rate.”  
Indeed, “the stance of monetary policy will likely remain highly 
accommodative for quite some time after the first increase.” 
 
The Fed’s Beige Book reported that economic activity expanded 
through June.  Seven of the 12 Fed district banks described 
growth as “modest,” three were “moderate,” one was “steady,” 
and one was “stable or improving.”  Labor market tightness was 
reported in Boston, Atlanta, Minneapolis, and Dallas.  Most 
districts cited “only modest wage pressures” and prices for 
inputs and finished goods “remained steady.”  
 
Retail Sales fell 0.3% in June, while figures for April and May 
were revised lower (+1.4% y/y).  Autos sales fell 1.1% (+6.5% 
y/y).  Ex-autos, sales fell 0.1% (+0.1% y/y).  Building materials fell 
1.3% (-1.4% y/y), while gasoline sales rose 0.8% (-17.1% y/y).  
Ex-autos, building materials, and gasoline, sales fell 0.1% (+3.0% 
y/y), a 4.1% annual rate in 2Q15 (vs. +1.0% in 1Q15). 
 
The Consumer Price Index rose 0.3% in June (+0.1% y/y), up 
0.2% ex-food & energy (+1.8% y/y).  Gasoline rose 3.4% (-23.3% 
y/y).  Owners’ Equivalent Rent (24.3% of the CPI) rose 0.4% 
(+3.0%), while rent (7.2% of the CPI) rose 0.4% (+3.5%). 
 

Real Hourly Earnings fell 0.4% in June (+1.7% y/y). 
 
The Producer Price Index rose by 0.4% in June (-0.7% y/y), led 
by gains in eggs, gasoline, pharmaceuticals, and tobacco.  Ex-
food, energy, and trade services, the PPI rose 0.3% (+0.7% y/y). 
 
Import Prices edged down 0.1% in June (-10.0% y/y).  Non-fuel 
commodity prices fell 0.5% (-6.7% y/y).  Capital goods were flat 
(+0.0% y/y).  Autos edged down 0.1% (-2.0% y/y), while prices of 
other imported consumer goods were unchanged (-0.9% y/y). 
 
Building Permits jumped 7.4% (±1.2%) in June, to a 1.343 million 
seasonally adjusted annual rate (+7.4% y/y).  Single-family 
permits rose 0.9% (±1.1%) to a 687,000 pace (+6.0% y/y).  Multi-
family permits rose 15.3% (+70.4% y/y).  Housing Starts jumped 
9.8% (+26.6% y/y).  Single-family starts fell 0.9% (+14.7% y/y). 
 
Homebuilder Sentiment held steady at 60 in July (June revised 
from 59), the highest since November 2005. 
 
Industrial Production rose 0.3% in June (+1.5% y/y), partly 
reflecting a 1.5% increase in the output of utilities (+4.3% y/y) 
and a 1.0% rebound in mining (-0.8% y/y).  Manufacturing 
output edged up 0.1% (+2.1% y/y), a 1.3% annual rate in 2Q15 
(vs. -0.7% in 1Q15 and +4.4% in 4Q14). 
 
The Index of Small Business Optimism fell to 94.1 in June, vs. 
98.3 in May.  Sales expectations were softer.  Hiring plans 
remained moderate.  Capital spending plans were little changed. 
 
The European Central Bank left short-term interest rates and its 
asset purchase plans unchanged, as expected.  The ECB 
extended short-term liquidity to Greece. 
 
The Bank of Canada lowered short-term interest rates, citing a 
“significantly larger” output gap, following a first-half 
contraction, and increased downside risks to inflation. 
 

Economic Outlook (3Q15):  Around a 3.0% annual rate, 
following about 2.5% in 2Q15. 
 
Employment:  The pace of job growth, while slower than in 
2H14, has remained relatively strong.  Job losses are limited.  
New hiring appears to have remained strong.  
Consumers:  Average wage growth has generally remained 
lackluster, but strong job growth and lower gasoline prices have 
been supportive.  
Manufacturing:  Mixed across industries, but generally soft in 
recent months.  The stronger dollar has restrained exports.  
Housing/Construction:  Credit is still tight at the lower end of 
the market, but sales and construction activity are increasing.  
Prices:  Overall consumer price inflation has been very low, but 
should pick up as energy prices stabilize.  There is downward 
pressure in commodities and imports.  Wage pressures are 
generally mild.  Inflation expectations remain well-anchored. 

Interest Rates:  Fed officials believe that conditions are likely to 
warrant an initial increase in short-term rates later this year, but 
the more important question is the pace of tightening after the 
initial hike (which is expected to be very gradual). 
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This Week:     forecast last last –1 comments 
         Monday 7/20  no significant data      
         Tuesday 7/21  Industrial Production     annual benchmark revisions 
         Wednesday 7/22 10:00 Existing Home Sales, mln Jun 5.40 5.35 5.09 choppy in recent months 
      % change  +0.9 +5.1 -2.3 but trending higher 
         Thursday 7/23 8:30 Jobless Claims, th. 7/18 278 281 296 still subject to seasonal noise 
  8:30 Chicago Fed Nat’l Activity Jun NF -0.17 -0.19 seen a bit soft still 
     three-month average  NF -0.16 -0.20 consistent with below-trend growth 
  10:00 Leading Econ Indicators Jun +0.5% +0.7% +0.7% mostly building permits and yield curve 
  1:00 TIPS Auction     $15 billion in 10-year TIPS 
         Friday 7/24 9:45 Markit US Manf Index (flash) Jul NF 53.6 54.0 moderate, not market-moving 
  10:00 New Home Sales, th. Jun 550 546 534 these figures are noisy 
      % change  +0.7 +2.2 +8.1 but are likely to remain moderately strong 
                  Next Week:         
         Monday 7/27 8:30 Durable Goods Orders Jun +1.2% -2.2% -1.7% aircraft orders should have picked up 
     ex-transportation  -0.1% -0.0% -0.6% a soft trend otherwise 
     nondef cap gds ex-aircraft  -0.2% -0.4% -0.7% a weak trend, will it turn? 
         Tuesday 7/28 9:00 Case-Shiller 20-city May +0.4% +0.3% +1.0% expecting a moderate gain in home prices 
      year-over-year  +5.7% +4.9% +5.0% picking up 
   Case-Shiller national  +0.2% -0.0% +0.2% a modest gain on the national level 
      year –over-year  +4.5% +4.2% +4.3% picking up 
  10:00 Consumer Confidence Jul 101.5 101.4 94.6 seen steady 
  1:00 Treasury Auction     2-year notes 
         Wednesday 7/29 10:00 Pending Home Sales Index Jun +1.5% +0.9% +2.7% a bit uneven, but trending higher 
  11:30 Treasury FRN Auction     2-year Floating Rate Notes 
  1:00 Treasury Note Auction     5-year auction 
  2:00 FOMC Policy Decision  0.25% 0.25% 0.25% any hints about September? 
         Thursday 7/30 8:30 Jobless Claims, th. 7/25 278 278 281 noise should decrease 
  8:30 Real GDP (advance) 2Q15 +2.5% -0.2% +2.2% includes annual benchmark revision 
   Private Domestic Final Sales  +2.6% +1.4% +3.7% new aggregate (my estimate for 1Q15) 
  8:30 Trade Balance in Goods Jun -62.0 -61.5 -60.3 new “advance” report (goods only) 
         Friday 7/31 8:30 Employment Cost Index 2Q15 +0.5% +0.7% +0.5% moderate, but watch for revisions 
      year-over-year  +2.4% +2.6% +2.2% still relatively lackluster 
  9:45 Chicago PM Index Jul 50.8 49.4 46.2 seen marginally better 
  10:00 UM Consumer Sentiment Jul 93.5 96.1 90.7 93.3 at mid-month 

  
This Week… 
The economic calendar is thin.  The data reports are not going to 
add to the big picture.  Stocks should react to earnings results, 
but may pay more attention to cautious guidance.  The 
following week will be much more eventful. 

Monday 
No significant economic data. 

Tuesday 
Industrial Production (annual benchmark revisions) – The Federal 
Reserve will release annual revisions.  The base comparison year 
will be advanced to 2012 (from 2007) and there will be some 
reclassifications, but the general impression of recent behavior 
(that is, a soft first half trend) should be little changed. 

Wednesday 
Existing Home Sales (June) – Figures have been choppy in recent 
months, but the underlying trend is higher and anecdotal 
reports suggest further improvement in June.  Mortgage rates 
have ticked up, but remain relatively low.  Price increases and 
continued tight credit have remained important hurdles for first-
time buyers and have restrained the lower end of the market. 
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Thursday 
Jobless Claims (week ending July 17) – Unadjusted claims reached 
their seasonal peak in the previous week.  Seasonal adjustment 
is still tricky as that peak passes.  So take any large weekly 
swings with a grain of salt.  Unadjusted claims should settle back 
to a low trend in August.  That post-peak trend is expected to 
remain a bit lower than it was a year ago. 
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Chicago Fed National Activity Index (June) – The CFNAI is a 
composite of 85 economic indicators.  It is constructed to have a 
mean of zero and a standard deviation of one, where zero 
represents trend growth.  Recent figures have been slightly 
below zero, consistent with subpar growth, but still far from a 
recession (which would be indicated by a CFNAI below -0.7). 
 
Leading Economic Indicators (June) – The LEI is a composite of 
ten economic figures, designed to predict business cycle turning 
points (that is, the beginnings and endings of recessions – not 
the strength of the economy).  It’s a published formula and most 
of the components are known (so it usually comes down to the 
rounding error).  The increase in building permits and the slope 
of the yield curve (10-year Treasury less federal funds rate) will 
provide almost all of the oomph in the June figure. 

Friday 
New Home Sales (June) – These figures are reported with a huge 
amount of uncertainty.  Erratic swings and large revisions are 
not unusual.  Still, the underlying trend should be improving. 
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Next Week … 
The economic calendar picks back up.  The Fed policy meeting 
may be seen (by the markets) as a non-event, but officials could 
drop some hints about what might happen at the September 
meeting.  Note that the FOMC can raise rates at any of the 

FOMC meetings that don’t have press conferences – it’s not 
necessarily a choice between September and December 
(October 28 is in play).  The advance GDP report for 2Q15 is 
expected to be the highlight of the week, but annual benchmark 
revisions may cause some confusion for the markets.  It’s been 
years since the Employment Cost Index has been an important 
report for the financial markets, but with a heightened interest 
in the Fed policy outlook, the gauge of labor cost pressures 
should get a lot more attention this time. 
 
FOMC Policy Decision – The Federal Open Market Committee is 
widely expected to leave short-term interest rates unchanged.  
Officials will not formally submit new economic projections, nor 
is there is a scheduled post meeting press conference.  The 
wording of the policy statement may not change much, but 
investors will be looking for any little nuance regarding the 
likelihood of a September move.  Fed officials have repeatedly 
signaled that the pace of tightening beyond the first move is 
more important than the timing of the initial move. 
 
Real GDP (2Q15 advance + annual benchmark revisions) – The 
advance estimate of aggregate economic growth is always an 
adventure.  The government doesn’t have a complete picture 
and will have to make assumptions about missing components. 
The change in inventories and net exports often whip the 
headline GDP figure around, and defense spending has a 
tendency to bunch up.  This release will include annual 
benchmark revisions.  This is a garden-variety benchmark, 
reflecting updated source data and revised seasonal adjustment 
(we’re looking at you, weak first quarters!), not changes in 
methodology.  The Bureau of Economic Analysis will introduce 
two new aggregate measures.  One is simply the average of 
Gross Domestic Product and Gross Domestic Income.  The other 
is Private Domestic Final Sales (GDP less the change in 
inventories, net exports, and government), a preferred measure 
of underlying demand, which will be a lot less noisy than GDP. 
 
Employment Cost Index (2Q15) – The ECI has long been an 
important gauge of inflation pressure, but has not been a big 
concern for the financial market over the last decade.  That may 
be about to change.  The ECI, which includes benefit costs as 
well as wage income, ticked up in the first quarter.  Most likely, 
that was noise.  If not, a September hike will be more certain. 
 

Coming Events and Data Releases 

August 2 Personal Income, Spending (June, revisions) 
ISM Manufacturing Index (July) 
Unit Auto Sales (July) 

August 5 ISM Non-Manufacturing Index (July) 

August 7 Employment Report (July) 

August 13 Retail Sales (July) 

September 7 Labor Day (markets closed) 

September 17 FOMC Policy Decision, Yellen press conference 

October 28 FOMC Policy Decision (no press conference) 

December 16 FOMC Policy Decision, Yellen press conference 
 


