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China and the Submerging Market Outlook 
China’s economic slowdown may not be much of a direct drag 

on U.S. growth.  While U.S. exporters will have a tougher time, 
the drop in commodity prices should help consumers and 
domestic producers.  However, the country’s difficulties need to 
be considered in the broader view of emerging market troubles. 
 

China’s stock market appeared to be undervalued in early 
2014.  The housing market collapse encouraged investors to put 
money back to work in the stock market.  The Shanghai 
Composite Index rose more than 150% y/y, before beginning a 
32% correction on July 8.  Most companies in the index are 
partly state-owned, and the government has made a number of 
efforts to prevent the market from falling.  The drop in Chinese 
equities does not seem to be related to the slowdown in 
economic growth (which was apparent when share prices were 
rising), nor is the market correction likely, by itself, to dampen 
economic growth.  However, China’s economy has slowed, 
adding to worries about emerging economies in general. 
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U.S investors typically concentrate on the dollar index, which 

is based on a basket of six currencies (euro, Canadian dollar, 
yen, pound, Swiss franc, and Swedish krona).  The Federal 
Reserve constructs another trade-weighted dollar index, which 
covers the other currencies.  While the dollar has been 
essentially range-bound against the major currencies since mid-
March, it has rallied more than 6% against the other currencies 
in the last three months (up more than 14% y/y).  These 
countries account for about 51% of U.S. exports and about 57% 
of U.S. imports.  Hence, while corporate earnings from the 
major-currency countries may be stabilizing, we should see a hit 
to those exporting to the “other” countries (bear in mind that 
earnings from abroad depend on growth as well as currencies). 
 

The U.S. domestic economy stands to benefit from the drop in 
commodity prices.  Gasoline prices should fall (refinery damage 
and maintenance may limit that in the near term).  Lower costs 
of raw materials are likely to help shore up manufacturer profits.  
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China’s ham-handed attempt to prevent its stock market from 

unraveling and its clumsy, ill-fated attempt to move to a more 
market-based exchange rate regime have not done much to 
instill confidence in the country’s leadership.  Capital outflows 
often lead to a worsening of conditions, creating more incentive 
for capital to flee (a vicious cycle).  The direct impact on the U.S. 
economy may be relatively limited.  However, China’s difficulties 
only add to worries about a broader slowdown in global growth.  
The longer-term outlook for these countries remains promising, 
but they’ve all stumbled badly recently.  Moreover, China’s 
slowdown is likely to have a greater impact on other countries 
(for example, those exporting raw materials) than on the U.S. 
 

These developments complicate the Fed policy outlook.  The 
Fed does need to begin moving toward a less accommodative 
policy position at some point, but global worries and downward 
pressure on commodity prices should delay the initial move. 
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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 

7/24/15 0.04 0.14 0.32 0.70 1.04 1.64 2.27 2.96 1.098 1.551 123.74 1.306 5088.63 2079.65 17568.53 
8/14/15 0.09 0.25 0.41 0.73 1.08 1.61 2.20 2.84 1.111 1.563 124.27 1.308 5048.24 2091.54 17477.40 
8/21/15 0.03 0.20 0.35 0.62 0.94 1.43 2.04 2.74 1.136 1.570 122.14 1.317 4706.04 1970.89 16459.55 

 

Recent Economic Data and Outlook 
Worries about the pace of global economic growth weighed 
heavily on stock market sentiment in the U.S. and worldwide.  The 
FOMC minutes showed a range of opinions among Fed 
policymakers, but global market volatility and downward pressure 
on commodity prices is likely to lead the Fed to delay. 
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The FOMC Minutes from the July 28-29 policy meeting showed 
that, no surprise, “most” Fed officials “judged that the 
conditions for policy firming had not yet been achieved, but they 
noted that conditions were approaching that point.”  Some 
meeting participants “emphasized that the economy had made 
significant progress over the past few years and viewed the 
economic conditions for beginning to increase the target range 
for the federal funds rate as having been met or were confident 
that they would be met shortly” and “most participants still 
expected that the downward pressure on inflation from the 
previous declines in energy prices and the effects of past dollar 
appreciation would prove to be temporary.”    However, “some 
participants expressed the view that the incoming information 
had not yet provided grounds for reasonable confidence that 
inflation would move back to 2% over the medium term and that 
the inflation outlook thus might not soon meet one of the 
conditions established by the FOMC for initiating a firming of 
policy.”  While there was a range of opinion on timing, there 
was clear agreement that “communications around the time of 
the first rate increase should emphasize that the expected path 
for policy, not the initial increase, would be the most important 
determinant of financial conditions” and the FOMC “should 
acknowledge that policy would continue to be accommodative.” 
 
The Consumer Price Index rose 0.1% in July (+0.2% y/y), up 0.1% 
excluding food and energy (+1.8% y/y).  Half of the y/y gain in 
core inflation was in shelter (+0.4% in July, +3.1% y/y).  Ex-food, 
energy, and shelter, the CPI was unchanged (+0.9% y/y). 
 

 
Real Hourly Earnings rose 0.1% in July (+1.9% y/y).  Note that 
real earnings jumped 2.4% in the six months ending in January 
and fell 0.5% from January to July. 
 
Building Permits fell 16.3% in July, to a 1.119 million seasonally 
adjusted annual rate (+7.5% y/y).  An expiring tax break in New 
York shifted permits into May and June.  Single-family permits 
fell 1.9% (+6.1% y/y).  Housing Starts edged up 0.2% (+10.1% 
y/y), with single-family up 12.8% and multi-family down 17.0%. 
 
Homebuilder Sentiment rose to 61 in July.  Evaluations of 
current sales conditions improved and the foot-traffic of 
potential buyers picked up. 
 
Existing Home Sales rose 2.0% in July, to a 5.59 million 
seasonally adjusted annual rate (+10.3% y/y).  Results were 
mixed across regions (Northeast -2.8%, Midwest 0.0%, South 
+4.1%, West +3.2%).  The National Association of Realtors 
expressed some concerns about low inventory and affordability. 
 
The Index of Leading Economic Indicators fell 0.2% in July, 
reflecting a pullback in building permits (which had surged in 
May and June).  Together with the Index of Coincident Economic 
Indicators (which rose 0.2%), the LEI is consistent with a 
moderate pace of economic growth in the near term. 
 
The New York Fed’s Empire State Manufacturing Index plunged 
to -14.9 in August, vs. 3.9 in July.  The Philadelphia Fed Index 
edged up to 8.3 in August, vs. 5.7 in July. 
 

Economic Outlook (3Q15):  about a 2.0-2.5% annual rate, likely 
held back by an inventory correction and a wider trade deficit. 
 
Employment:  The pace of job growth has remained strong.  Job 
losses are limited.  New hiring appears robust.  
Consumers:  Average wage growth has remained lackluster, but 
strong job growth and lower gasoline prices have been 
supportive for spending.  Credit is still relatively tight, but should 
become gradually easier over time.  
Manufacturing:  Mixed across industries, but orders and 
production have been generally soft in recent months.  The 
stronger dollar and softer global growth 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 
price 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 8/24  Chicago Fed Nat Act Index  NF -0.01 -0.07 growth close to historical trend 
         Tuesday 8/25 9:00 Case-Shiller Home Prices  Jun +0.1% -0.2% -0.0% slowing 
      year-over-year  +5.0% +4.9% +5.0% moderately strong, but may slow 
  10:00 New Home Sales, mln Jul 520 482 517 likely to rebound 
      % change  +7.9 -6.8 -1.1 but these figures are erratic 
  10:00 Consumer Confidence Index Aug 93.2 90.9 99.8 likely to partly rebound 
  1:00 Treasury Note Auction     $26 billion in 2-year notes 
         Wednesday 8/26 8:30 Durable Goods Orders Jul -1.8% +3.4% -2.2% aircraft unwound part of June spike 
     ex-transportation  +0.4% +0.6% -0.3% moderate otherwise 
     nondef cap gds ex-aircraft  +0.5% +0.7% -0.8% choppy, with a lackluster trend 
  11:30 FRN Auction     $13 billion in floating rate notes 
  1:00 Treasury Note Auction     $35 billion in 5-year notes 
         Thursday 8/27 8:30 Jobless Claims, th. 8/22 273 277 273 a low trend 
  8:30 Real GDP (2

nd
 estimate) 2Q15 +3.0% +0.6% +2.1% +2.3% in the advance estimate 

  10:00 Pending Home Sales Index Jul +1.0% -1.8% +0.6% seen higher 
  1:00 Treasury Note Auction     $29 billion in 7-year notes 
  6:00 KC Fed Jackson Hole Conf.     “Inflation Dynamics & Monetary Policy” 
         Friday 8/28 8:30 Adv. Trade Balance, $bln Jul -62.5 -63.5 -60.6 seen a bit narrower (goods only) 
  8:30 Personal Income Jul +0.5% +0.4% +0.4% moderate, led by wage income 
   Personal Spending  +0.4% +0.2% +0.7% moderate 
   PCE Price Index ex-f&e  +0.1% +0.1% +0.1% mild core inflation 
  10:00 UM Consumer Sentiment Aug 93.2 93.1 96.1 92.9 at mid-month 
         Saturday 8/29 12:25 Fed VC Fischer Speaks     “U.S. Inflation Developments” 
                  Next Week:         
         Monday 8/31 10:00 Chicago PM Index Aug 52.0 54.7 49.4 more erratic than usual in recent months 
         Tuesday 9/01 9:45 Markit US Manf PMI (final) Aug NF 53.8 53.6 52.9 in flash estimate 
  10:00 Construction Spending Jul +1.4% +0.1% +1.8% led by gains in residential 
  10:00 ISM Manf Index Aug 52.4 52.7 53.5 not especially strong 
  tba Motor Vehicle Sales, mln Aug 17.5 17.5 17.0 a strong trend 
     domestically built  13.8 13.9 13.2 but the pace may be levelling out 
         Wednesday 9/02 8:15 ADP Payroll Estimate, th. Aug +200 +185 +229 moderately strong 
  8:30 Productivity (revised) 2Q15 NF -1.1% -2.1% +1.3% in the preliminary estimate 
   Unit Labor Costs  NF +2.3% +5.7% +0.5% in the preliminary estimate 
  10:00 Factory Orders Jul NF +1.8% -1.1% mixed, but a soft trend 
  2:00 Fed Beige Book     no significant wage or price pressures 
         Thursday 9/03 7:45 ECB Policy Decision     no change, steady course on QE 
  8:30 Jobless Claims, th. 8/29 272 273 277 a low trend 
  8:30 Trade Balance, $bln Jul NF -43.8 -40.9 seen narrower 
      goods only  NF -63.5 -60.6 figures to be included in advance report 
  10:00 ISM Non-Manf. Index Aug 59.0 60.3 56.0 strong in July, may pull back a bit 
         Friday 9/04 8:30 Nonfarm Payrolls, th. Aug 220 215 231 moderately strong 
     private-sector  215 210 227 watch the three-month average 
   Unemployment Rate  5.2% 5.3% 5.3% likely to edge lower 
     employment/population  59.4% 59.3% 59.3% trending only gradually higher 
   Avg. Weekly Hours  34.5 34.6 34.5 seen little changed (revisions?) 
   Avg. Hourly Earnings  +0.2% +0.2% -0.0% still a lackluster trend 

  
This Week… 
Some of this week’s economic data reports have market-moving 
potential, but U.S. investors are likely to remain focused on 
what’s happening in the rest of the world.  The 2Q15 GDP 
revision is expected to be the highlight.  The second quarter 
growth estimate is expected to be revised higher, reflecting 
stronger consumer spending and a greater inventory build (in 
turn, expectations of an inventory correction and a wider trade 
deficit have led to downward forecasts of second-half GDP 
growth, although domestic demand is likely to strengthen).  Fed 
Camp kicks off on Thursday evening, with Vice Chair Stanley 
Fischer set to speak on the inflation outlook on Saturday. 

Monday 
Chicago Fed National Activity Index (July) – The CFNAI is a 
composite of 85 economic indicators.  The three-month average 
has suggested growth near its long-term trend. 

Tuesday 
New Home Sales (July) – These data are notoriously unreliable 
(choppy and subject to large revisions).  June sales were 
reported as “-6.8% ± 12.5%,” meaning we can be 90% certain 
that the true change was between -19.3% and +5.7%.  The high 
degree of uncertainty means that we could easily see a large 
surprise relative to expectations.  Note that new home sales 
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measure initial transactions (down payment or signed contract), 
but only when the land and the house are sold together. 
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Consumer Confidence (August) – Monthly figures can be a little 
choppy, but the near-term trend has been unexpectedly soft.  
Note that the advance figure is based on only a partial sample of 
the month and can be revised. 
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Wednesday 
Durable Goods Orders (July) – These figures are often choppy.  
Aircraft orders are expected to have unwound a lot of the June 
surge.  Ex-transportation, orders have been mixed across 
industries, but the underlying trend has been weak. 
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Thursday 
Jobless Claims (week ending August 22) – The underlying trend 
has remained very low in recent weeks, but it should be difficult 
to push claims much lower from here. 
 
Real GDP (2Q15, 2nd estimate) – The upward revision to retail 
sales figures and stronger-than-assumed inventory numbers 
suggest that the second quarter growth estimate will be revised 
significantly higher.  While financial market participants are 
likely to continue focusing on the headline GDP figure, there are 
other gauges (such as final sales to private domestic purchasers) 
that provide a better picture of underlying demand.  Note that a 
slower pace of inventory growth is expected for the second half 
of the year and the trade deficit is likely to widen (in inflation-
adjusted terms), both subtracting from second half GDP growth 
(but private domestic demand should stay strong). 
 
Pending Home Sales Index (July) – These figures can be a bit 
choppy from month to month, but the underlying trend tends to 
lead existing home sales. 
 
Kansas City Fed Monetary Policy Symposium – The annual 
meeting kicks off in Jackson Hole.  The theme (“inflation 
dynamics”) is topical, but Fed Chair Yellen will not be going. 

Friday 
No significant economic data reports. 

Saturday 
Fed VC Stanley Fischer Speaks – The Fed chair’s Jackson Hole 
speech has traditionally been an important event for the 
financial markets (often indicating a shift in the policy outlook).  
With Janet Yellen absent, Fischer’s speech is the next best thing.  
Fed policymakers have seen “some” further improvement in the 
labor market (a condition for the initial hike in short-term 
interest rates).  However, recent developments have not made 
most officials “reasonably confident” that inflation will move 
back to the 2% goal (the other condition for a rate increase).  
Look for comments regarding the drop in commodity prices. 
 

Next Week … 
Fresh figures for August will begin to roll in, capped by the 
employment report on Friday (which arrives ahead of a three-
day weekend). 
 

Coming Events and Data Releases 

September 7 Labor Day (markets closed) 

September 15 Retail Sales (August) 
Industrial Production (August) 

September 16 Consumer Price Index (August) 

September 17 FOMC Policy Decision, Yellen press conference 

October 28 FOMC Policy Decision (no press conference) 

December 16 FOMC Policy Decision, Yellen press conference 

January 27 FOMC Policy Decision (no press conference) 

March 16 FOMC Policy Decision, Yellen press conference 
 


