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Nearing Normalization / Shutdown Shuffle 
“Recent global economic and financial developments may 

restrain economic activity somewhat and are likely to put further 
downward pressure on inflation in the near term.”   

                       – from the September 17 FOMC policy statement 
 

The key line that was added to the Fed’s policy statement 
suggests a sharper focus on what’s happening in the rest of the 
world, but let’s be clear.  The Fed is not reacting to overseas 
developments per se, but to what shifting global economic and 
financial conditions mean for the U.S. economy.  In focusing on 
the Fed’s decision to delay policy normalization, investors have 
ignored the increased risk of a government shutdown. 
 

Fed officials remain optimistic about the domestic economy.  
Net exports may be soft, but policymakers anticipate moderate 
growth in consumer spending and business fixed investment.  
Inflation is low, due largely to transitory forces, according to the 
Fed, and is expected to move toward the Fed’s 2% goal “as the 
labor market improves further and the transitory effects of 
declines in energy and import prices dissipate.”    
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The dots in the dot plot drifted a bit lower, a consistent theme 

over the last year.  There was no consensus about the likely 
year-end federal funds target rate in 2016 and 2017.  All but 
four officials expect a rate increase this year (the Federal Open 
Market Committee meets in late October and mid-December).  
One official, almost certainly Minneapolis Fed President 
Narayana Kocherlakota (who will soon leave the Fed), is calling 
for a negative federal funds target range.  That isn’t as crazy as it 
sounds.  A number of other central banks have gone to negative 
rates.  A longer trend in low inflation and a decline in inflation 
expectations implies a higher real interest rates – that is, even if 
nominal rates are unchanged, monetary policy tightens as 
inflation falls.  The FOMC noted in its policy statement, “market-
based measures of inflation compensation have moved lower.” 

 
Some of the narrowing in inflation compensation could be a 

flight to safety in Treasuries, but an extended low inflation 
outlook should be a serious concern for the Fed.  Officials have 
consistently underestimated inflation over the last several years. 
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While market participants have been focused on the Fed, 

another concern has been growing in recent weeks.  The federal 
fiscal year ends on September 30.  Congress has yet to come up 
with the appropriation bills or a Continuing Resolution that 
would fund the government into October.  Without that, a 
partial government shutdown looms.  Notices were sent out last 
week to government agencies to prepare for a possible 
shutdown.  While there is still time, the odds appear to be 
better than even that we’ll see a shutdown. 
 

Tea Party Republicans, who drove a two-week shutdown two 
years ago, are threatening to shut down the government again 
unless funding for Planned Parenthood is removed from the 
budget.  Controversy over some edited videos, purporting to 
show hired actors acquiring fetal tissue samples, has heightened 
the risk of a shutdown.  The non-Tea Party Republicans are 
having trouble controlling the process and there is some chance 
that House Speaker Boehner may lose his position. 
 

Even if Congress manages to fund the government in the near 
term, there is a possibility of a government shutdown over the 
debt ceiling.  Treasury has already reached the debt ceiling, but 
it can dodge that constraint for a while through some creative 
accounting.  Such actions have limits, and the federal debt limit 
is now expected to become truly binding in early December. 
 

A short government shutdown need not be too unsettling for 
investors (“been there, done that”), but it’s not going to help.  In 
her post-FOMC press conference, Fed Chair Janet Yellen said 
that the possibility of a government shutdown played no part in 
the Fed’s policy deliberations. 
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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 

8/21/15 0.03 0.21 0.36 0.64 0.95 1.44 2.05 2.74 1.136 1.570 122.11 1.315 4706.04 1970.89 16459.75 
9/11/15 0.04 0.25 0.40 0.71 1.03 1.52 2.20 2.95 1.134 1.543 120.66 1.327 4822.34 1961.05 16433.09 
9/18/15 -0.01 0.10 0.35 0.68 0.98 1.44 2.13 2.93 1.128 1.552 119.98 1.322 4827.23 1958.05 16382.91 

 

Recent Economic Data and Outlook 
Fed policymakers delayed the start of policy normalization, citing 
concerns about global economic and financial developments.  
Most Fed officials still expect a rate increase this year, but the 
tone of the policy statement and Yellen’s body language in her 
press conference suggest the officials are generally cautious. 
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The Federal Open Market Committee discussed a possible rate 
hike, but delayed its initial increase in short-term interest rates, 
citing concerns about the possible impact of global economic 
and financial developments on the U.S. economy. 
 
In its Summary of Economic Projections, the dots in the dot plot 
once again generally drifted lower.  Of the 17 senior Fed 
officials, 13 expect at least one rate hike by the end of the year, 
three expect no change, and one is looking to take the federal 
funds target range below zero.  There was still a wide range 
among forecasts of the year-end federal funds target for 2016 
and 2017, but forecasts for 2018 were close to “normal.” 
 
In her press conference, Fed Chair Yellen said that “the outlook 
abroad appears to have become more uncertain of late, and 
heightened concerns about growth in China and other emerging 
market economies have led to notable volatility in financial 
markets.”  She noted that “in light of the heightened uncertainties 
abroad and a slightly softer expected path for inflation, the 
Committee judged it appropriate to wait for more evidence, 
including some further improvement in the labor market, to bolster 
its confidence that inflation will rise to 2% in the medium term.” 
 
Based on payroll tax information, the Bureau of Labor Statistics 
announced its expected Benchmark Revision to the March 2015 
level of nonfarm payrolls.  The revision, to be applied in early 
February 2016, is expected to be -208,000, or about -0.1%. 
 
The Consumer Price Index fell 0.1% in August (+0.2%), held 
down by a 4.1% drop in gasoline (-23.3% y/y).  Ex-food & energy, 

the CPI rose 0.1% (+1.8% y/y).  Ex-food, energy, and shelter, the 
CPI was unchanged, up just 0.9% from a year ago. 
 
Real Average Hourly Earnings rose 0.5% in August (+2.0% y/y), 
reflecting lackluster wage growth and low inflation. 
 
Retail Sales rose 0.2% in August (+2.2% y/y), up 0.1% ex-autos 
(+1.3% y/y).  Figures for July were revised slightly higher.  Auto 
sales rose 0.7% (+5.7% y/y).  Sales of building materials fell 1.8% 
(vs. +1.9% in July, +0.9% y/y).  Sales of gasoline fell 1.8% (-17.2% 
y/y).  Core sales (which exclude autos, building materials, and 
gasoline) rose 0.5% (vs. +0.6% in July, +4.3% y/y). 
 
Business Inventories rose 0.1% in July (+2.6% y/y).  It’s only one 
month, but inventories appear to be on track for a significantly 
slower pace in 3Q15 (which will subtract from GDP growth). 
 
Industrial Production fell 0.4% in August (+0.9% y/y).  
Manufacturing output fell 0.5% (+1.7% y/y), partly reflecting a 
seasonal quirk in autos (-6.4% in August, vs. +10.6% in July).  Ex-
autos, factory output was flat (+1.0% y/y). 
 
Building Permits rose 3.8% in August, to a 1.170 million 
seasonally adjusted annual rate (+12.5% y/y).  Single-family 
permits rose 2.8% (+8.7% y/y).  Housing Starts fell 3.0%, to a 
1.126 million pace (+16.6% y/y). 
 
Homebuilder Sentiment edged up to 62 in September (vs. 61 in 
August), the highest since October 2005. 
 
The Index of Leading Economic Indicators rose 0.1% in August, 
reflecting mixed components (consistent with moderate growth). 
 

Economic Outlook (3Q15):  about a 2.5% annual rate, likely held 
back by an inventory correction. 
 
Employment:  The pace of job growth has remained strong.  Job 
losses are limited.  New hiring remains 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.  Factory jobs fell in 
August, likely reflecting the impact of the stronger dollar and 
slower global growth.  Domestic orders have improved.  
Housing/Construction:  Sales and construction activity are 
increasing.  Mortgage credit is getting somewhat easier.  
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 9/21 10:00 Existing Home Sales, mln Aug 5.54 5.59 5.48 seen a bit lower 
      % change  -0.9 +2.0 +3.0 but still a strong trend 
         Tuesday 9/22 1:00 Treasury Note Auction     $27 billion in 2-year notes 
         Wednesday 9/23 9:45 Markit US Manf PMI (flash) Sep NF 53.0 53.8 moderate 
  11:30 FRN Auction     $13 billion in re-opened 2-year FRNs 
  1:00 Treasury Note Auction     $35 billion in 5-year notes 
         Thursday 9/24 8:30 Jobless Claims, th. 9/19 276 264 275 some seasonal noise, but trending low 
  8:30 Durable Goods Orders Aug -0.8% +2.2% +4.1% aircraft orders fell, autos distorted in July 
     ex-transportation  +0.6% +0.4% +1.0% a moderate trend following 1H15 softness 
     nondef cap gds ex-aircraft  +0.6% +2.1% +1.5% stronger in June and July 
  10:00 New Home Sales, th. Aug 515 507 481 seen somewhat higher 
      % change  +1.6 +5.4 -7.7 but these figures are very quirky 
  1:00 Treasury Note Auction     $29 billion in 7-year notes 
  5:00 Yellen Speaks     “Inflation Dynamics and Monetary Policy” 
         Friday 9/25 8:30 Real GDP (3

rd
 estimate) 2Q15 +3.8% +0.6% +2.1% +3.7% in the 2

nd
 estimate 

  10:00 UM Consumer Sentiment Sep 86.5 91.9 93.1 85.7 at mid-month 

                  Next Week:         
         Monday 9/28 8:30 Personal Income  Aug +0.5% +0.4% +0.4% led by wage growth 
   Personal Spending  +0.3% +0.3% +0.3% restrained by lower gasoline prices 
   PCE Price Index ex-f&e  +0.1% +0.1% +0.1% mild core inflation 
  10:00 Pending Home Sales Index Aug +0.7% +0.5% -1.7% a bit choppy, but the trend is higher 
         Tuesday 9/29 8:30 Goods Trade Balance, $bln Aug -61.8 -61.4 -64.8 soft exports, lower oil prices 
  10:00 Consumer Confidence Sep 95.5 101.5 91.0 some impact from the stock market 
         Wednesday 9/30 8:15 ADP Payroll Estimate, th. Sep +180 +190 +177 moderately strong 
  9:45 Chicago PM Index Sep 53.5 54.4 54.7 seen moderating 
         Thursday 10/01 8:30 Jobless Claims, 0th. 9/26 274 276 264 a low trend 
  9:45 Markit US Manf PMI (final) Sep NF 53.0 53.8 not market-moving 
  10:00 ISM Manf Index Sep 50.9 51.1 52.7 mixed, but likely lower 
  tba Motor Vehicle Sales, mln Sep 17.6 17.7 17.5 still a strong trend 
     domestically built  13.8 13.8 13.9 but may be flattening 
         Friday 10/02 8:30 Nonfarm Payrolls, th. Sep +180 +173 +245 moderately strong 
     private sector  +185 +140 +224 watch for revisions 
   Unemployment Rate  5.1% 5.1% 5.3% seen flat, but trending lower 
     employment/population  59.4% 59.4% 59.3% up only gradually y/y 
   Avg. Weekly Hours  34.5 34.6 34.5 little change (watch for revisions) 
   Avg. Hourly Earnings  +0.2% +0.3% +0.2% still lackluster 
  10:00 Factory Orders Aug NF +0.4% +2.2% mixed 

  
This Week… 
Economic data reports are largely second-tier.  We could see the 
financial markets react to any surprises, but none of the reports 
are expected to alter the overall picture.  Market participants 
will have a lot of other things to focus on besides the data.  
Greece votes on Sunday and the government is heading to a 
likely (odds greater than 50%) shutdown on October 1.  Fed 
Chair Yellen is set to speak after the market closes on Thursday 
and her comments should help in shaping the market’s outlook 
for monetary policy in the months ahead. 

Monday 
Greece Votes (yes, again) – This was a gamble by Prime Minister 
Tsipras to regain a parliamentary majority.  Looks to be close. 

Monday 
Existing Home Sales (August) – Home sales have been supported 
by strong job growth and increased consumer purchasing 
power.  Low mortgage rates have helped.  Bank lending is still 
relatively tight, but is gradually getting easier over time. 
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Tuesday 
No significant data. 
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Wednesday 
Markit U.S. Manufacturing Purchasing Managers Index 

(September, flash est.) – Markit’s U.S. factory sector survey 
results do not get much attention from the markets (the ISM 
data carry much more weight), but global investors do pay 
attention to results from around the world (China and the euro 
area especially).  Global economic and financial conditions will 
play a big part in the Fed’s monetary decisions. 

Thursday 
Jobless Claims (week ending September 19) – Holidays often 
create difficulties in the seasonal adjustment.  It’s not unusual 
to see some noise in the adjusted figures in the Labor Day week 
and the week after.  The underlying trend remains very low. 
 

150

200

250

300

350

400

450

500

150

200

250

300

350

400

450

500

May Jun Jul Aug Sep Oct

Jobless Claims, unadjusted, 1000s

2011

2012

2013

2014

2015

Source: Labor Department

  
Durable Goods Orders (August) – Orders were weak in the first 
half of the year following unusual strength in 2014.  However, 
orders turned up in June and July.  Two months do not make a 
trend.  Monthly changes in orders are notoriously choppy, but it 
suggests some degree of hope.  We’re likely to see a mix of 
domestic-oriented strength and export-oriented weakness in 
the near term.  Typically, the domestic economic outlook 
dominates what happens in the rest of the world, but there’s a 
lot of uncertainty in the near term.  Boeing report lower orders, 
but otherwise a good showing in August orders would add to 
confidence.  Disappointing data would be, well, disappointing. 
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New Home Sales (August) – These data are reported with a huge 
amount of statistical uncertainty.  Figures are erratic and subject 
to large revisions.  However, the trend is moderately higher. 
 
Yellen Speaks – The Fed Chair will deliver a lecture at the 
University of Massachusetts at Amherst.  The title of her speech 
(according to the Fed’s website) is “Inflation Dynamics and 
Monetary Policy.”  We should get more color on the Fed’s 
decision to delay policy normalization and gains some insight 
into what will drive the timing decision in the months ahead. 
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Friday 
Real GDP (2Q15, 3rd estimate) – The second quarter growth 
figure is expected to be revised slightly higher, led by an 
expected upward revision to consumer spending. 
 

Next Week … 
The important data arrive on Thursday (ISM Manufacturing) and 
Friday (Employment Report).  However, Congress has not come 
up with a budget for the new fiscal year and the government is 
heading for a possible shutdown on October 1.  A shutdown 
need not be too unsettling for the financial markets (been there, 
done that), but it’s not going to help. 
 

Coming Events and Data Releases 

October 5 ISM Non-Manufacturing Index (September) 

October 8 FOMC Minutes (September 16-17) 

October 12 Columbus Day (bond market closed) 

October 14 Producer Price Index (September) 
Retail Sales (September) 
Fed Beige Book 

October 28 FOMC Policy Decision (no press conference) 

October 29 Real GDP (3Q15, advance estimate) 

October 30 Employment Cost Index (3Q15) 

December 16 FOMC Policy Decision, Yellen press conference 

January 27 FOMC Policy Decision (no press conference) 

March 16 FOMC Policy Decision, Yellen press conference 
  


