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Real GDP: 2Q16 Outlook and Revisions
The economic data arriving this week and next will help to
solidify the near-term outlook for growth and monetary policy.
There are almost certainly going to be surprises along the way
and the financial markets have a tendency to over-react.
However, it’s likely that the figures will remain consistent with
moderate economic growth.
GDP is a quarterly figure, but every month has a GDP
estimate. First comes the advance estimate, with is based on
nd
incomplete information, followed by the 2 estimate a month
rd
later and the 3 estimate a month after that. Data on foreign
trade and inventories has been missing in the advance estimate,
a major uncertainty for those trying to forecast the growth
figure -- but that changes this week. The Bureau of Census will
release June import and export data (goods only) and estimates
of June wholesale and retail inventories. These figures are
subject to later revisions, but they should get us a step closer to
the initial estimate. Still, many uncertainties remain.

A large drop in oil prices, as occurred in the 1980s has often
provided a boost to GDP growth. Spending less to fill their gas
tanks, consumers have more money to spend on other things.
However, following the rise of domestic oil production, a drop in
oil prices also has a negative impact. The loss of well-paying
energy-related jobs is a serious setback for many areas of the
country. Yet, at its peak, oil and gas well drilling accounted for
only a small portion of total nonfarm payrolls. The greater
impact (in terms of GDP growth) has been in business fixed
investment. Energy exploration is capital-intensive. In nominal
terms, business fixed investment rose 0.5% from 4Q14 to 1Q16,
but would have risen 5.5% if not for the contraction in “mining
equipment, shafts, and wells.” Importantly, the contraction in
energy-related capital spending won’t last forever, and we
shouldn’t see an ongoing drag on business fixed investment
(and overall growth) in the coming quarters.
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Once a year, almost always in late July, the Bureau of
Economic Analysis releases benchmark revisions. This year, that
is a “garden-variety” benchmark, based on updated component
data, with no major changes to the methodology. In recent
years, first quarter GDP growth figures have tended to be a lot
lower than in the rest of the year, suggesting that something
may be wrong with the seasonal adjustment (this is called
“residual seasonality”). Problems with the seasonal adjustment
will eventually take care of themselves. That is, over time, a
change in the seasonal pattern will become incorporated in the
seasonal adjustment. We can expect to see a reduced seasonal
pattern in adjusted benchmark data this week, but some
residual seasonality is likely to remain. The BEA is working to
address seasonal adjustment issues and will begin publishing
unadjusted GDP figures for the first time beginning in mid-2018.
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Outside of the energy sector, business fixed investment has
been soft. Benchmark revisions are expected to show slower
capital spending than was reported earlier, but this is more
consistent with a slow patch rather than an outright recession.
Despite choppiness in May and June, job growth remains
moderately strong, albeit at a slower trend than in the last two
years. Employment gains should continue to support consumer
spending growth through the remainder of the year. In the
early stages of an economic recovery one normally sees
rebounds in construction and manufacturing jobs (higher
paying), but that was never going to happen this time. Retail
and leisure jobs (lower paying) typically get hit hard in the
downturn and snap back quickly. In recent years, job gains have
been broader based, with strength in professional and business
services. Business formation was hit hard in the downturn, but
is picking up. Consumer spending growth should therefore
remain at a moderately strong pace in the near term.
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Recent Economic Data and Outlook
Following a sharp rebound following the post-Brexit-vote lows,
share prices were mostly range-bound. The economic data
calendar was thin and inconsequential. The European Central
Bank stood pat, as anticipated, and took a wait-and-see attitude.
Chicago Fed National Activity Index
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In its World Economic Outlook, the IMF lowered its projections
for global growth only slightly for this year and next, reflecting
slower outlooks for the U.K. and euro area (with most of the
Brexit impact showing up in 2017). The IMF is more optimistic
than the Federal Reserve is about the U.S. economy, expecting
2.5% growth in 2016 (4Q/4Q) and 2.3% in 2017 (the median
forecast of senior Fed officials was 2.0% in 2016 and 2017). The
IMF indicated that the outcome of the Brexit vote has resulted
in “an important downside risk for the world economy.”
Building Permits rose 1.5% in June, to a 1.153 million seasonally
adjusted annual rate (-13.6% y/y). Single-family permits rose
1.0% (+5.1% y/y), while multi-family permits rose 2.5% (-34.3%
y/y). Single-family permits were mixed across regions: +13.7%
in the Northeast, 0.0% in the Midwest, -0.3% in the South, and
+0.6% in the West). Building permits for 2Q16 were 9.5% lower
than in 2Q15 (single-family +6.6% y/y, multi-family -29.0% y/y).
Housing Starts rose 4.8%, to a 1.189 million pace (-2.0% y/y).
Homebuilder Sentiment edged down to 59 in July, reflecting
some softening in expectations of future sales conditions.
Existing Home Sales rose 1.1% in June, to a 5.57 million
seasonally adjusted annual rate (+3.0% y/y). Results varied
across regions (Northeast -1.3%, Midwest +3.8%, South 0.0%,
West +1.7%). The National Association of Realtors suggested
that the recent pace has been fueled by solid job gains and is
“impressive” given supply constraints. Sales were driven more
by traditional buyers (rather than speculators).

The Index of Leading Economic Indicators rose 0.3% in June.
Positive contributions were led by jobless claims and the yield
curve. A shorter factory workweek was the only negative
contribution. The Conference Board said that the LEI, combined
with the index of Coincident Economic Indicators, suggests that
“the expansion in economic activity will continue at a moderate
pace for the remainder of 2016.”
The Chicago Fed National Activity Index, a composite of 85
economic indicators, rose to +0.16 in June, after -0.56 in May.
The three-month average was -0.12, suggesting that “national
economic activity was slightly below its historical trend.”
The European Central Bank Governing Council left short-term
interest rates unchanged and did not alter the central bank’s
asset purchase program. ECB President Draghi said that
“following the UK referendum on EU membership, our
assessment is that euro area financial markets have weathered
the spike in uncertainty and volatility with encouraging
resilience.” However, “over the coming months, when we have
more information, including new staff projections, we will be in
a better position to reassess the underlying macroeconomic
conditions, the most likely paths of inflation and growth, and
the distribution of risks around those paths.” Draghi pledged to
act using “all the available instruments” if warranted.
Economic Outlook (3Q16): about a 2.0% annual rate, following
2.5-3.0% in 2Q16.
Employment: While uneven in May and June, job growth
slowed in the second quarter, which may reflect increased
caution in hiring, tight job market conditions, or a little of both.
Consumers: Spending picked up in 2Q16, following a soft first
quarter (restrained by the timing of Easter). Aggregate real
income has posted strong gains and should help to support
spending growth in the near term.
Manufacturing: Mixed across sectors in recent months, but
relatively soft overall, reflecting the contraction in energy
exploration and the strong dollar’s impact on exports.
Housing/Construction: Single-family construction is trending
higher, but multi-family activity has moderated following a very
strong pace in 2015. Mortgage rates remain low, but home
prices are rising (contributing to affordability issues). Credit for
first-time buyers is still relatively tight.
Prices: Core inflation appeared to be picking up in the first two
months of the year, but March-June data show a moderate
trend. Pipeline pressures are mild. Wage gains are moderate.
Interest Rates: The Fed remains in tightening mode, but is
expected to proceed cautiously as it normalizes policy. Most
Fed officials expect one or two 25-bp hikes by the end of 2016.
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This Week:

forecast

Monday

7/25

Tuesday

7/26

Wednesday

7/27

Thursday

7/28

Friday

7/29

last

last –1 comments

tbd Dem. Convention Begins
1:00 Treasury Note Auction
10:00 New Home Sales, th.
% change
10:00 CB Consumer Confidence
1:00 Treasury Note Auction
8:30 Durable Goods Orders
ex-transportation
nondef cap gds ex-aircraft
10:00 Pending Home Sales Index
11:30 Treasury FRN Auction
2:00 FOMC Policy Decision
8:30
8:30
tbd
1:00
8:30

Jobless Claims, th.
Advance Econ Indicators
Clinton Acceptance Speech
Treasury Note Auction
Employment Cost Index
year-over-year
8:30 Real GDP (advance est.)
Priv. Dom. Final Purchases
9:45 Chicago PM Index
10:00 UM Consumer Sentiment

Philadelphia
$26 billion in 2-year notes
Jun
Jul
Jun
Jun

560
+1.6
97.0

551
-6.0
98.0

+1.2%
+0.4%
+0.3%
+1.8%

-2.3%
-0.3%
-0.4%
-3.7%

586 these data can be erratic
+12.3 trending is moderately strong
92.4 tough to gauge stock market impact
$34 billion in 5-year notes
+3.2% cross currents in transportation orders
+0.3% some improvement otherwise
-0.9% a soft trend
+3.9% choppy, but likely higher
$15 billion in 2-year floating-rate notes
0.375% no change (no Yellen press conference)

0.375%

0.375%

7/23
Jun

275

253

2Q16

Jul
Jul

+0.7%
+2.4%
+2.7%
+3.3%
52.2
92.5

+0.6%
+1.9%
+1.1%
+1.1%
56.8
93.5

254 subject to seasonal distortions
new report: trade, inventories
end of Dem. National Convention
$28 billion in 7-year notes
+0.5% avg. hourly earnings rose 0.7% q/q
+2.0% soft 2Q15 falls out of y/y calculation
+1.4% stronger, but benchmark revisions due
+2.0% large rebound in consumer spending
49.3 mixed, but likely soft
94.7 89.5 at mid-month (Brexit fear?)

2Q16

Next Week:
Monday

8/01

10:00 ISM Manf. Index
10:00 Construction Spending

Jul
Jun

53.5
NF

53.2
-0.8%

51.3 moderate
-2.0% soft in 2Q16

Tuesday

8/02

8:30 Personal Income
Personal Spending
PCE Price Index
tba Motor Vehicle Sales
domestically built
8:15 ADP Payroll Estimate, th.
10:00 ISM Non-Manf. Index

Jun

+0.4%
+0.4%
+0.2%
NF
NF
+160
56.8

+0.2%
+0.4%
+0.2%
16.6
12.8
+172
56.5

+0.5%
+1.1%
+0.2%
17.4
13.3
+168
52.9

moderately strong
moderately strong
trending +1.6% y/y in recent months
seen rebounding from soft June
but supply constraints in popular models
a moderate trend
consistent with moderately strong growth

0.25%
265
NF
+150
+145
4.8%
59.7%
34.4
+0.2%
NF

0.50%
275
-1.0%
+287
+265
4.9%
59.6%
34.4
+0.1%
-41.1

0.50%
253
+1.8%
+11
-6
4.7%
59.7%
34.4
+0.2%
-37.4

how about now?
subject to seasonal distortions
likely to have picked up
split the difference
seasonal adjustment can be tricky in July
seen a bit lower (noisy data)
trending about flat
seen steady
moderate wage pressures
likely about steady
Você dança?

Wednesday
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Friday
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7:00
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10:00
8:30

BOE Policy Decision
Jobless Claims, th.
Factory Orders
Nonfarm Payrolls, th.
private-sector
Unemployment Rate
employment/population
Avg. Weekly Hours
Avg. Hourly Earnings
8:30 Trade Balance, $bln
7:00 Rio Olympic Games Begin

Jul
Jul
Jul
7/30
Jun
Jul

Jun

This Week…
The Federal Open Market Committee is widely expected to
leave short-term interest rates unchanged. There is no Yellen
press conference or revised Fed projections. Investors will look
to the policy statement for clues about whether the Fed may
move in September or December. The initial estimate of 2Q16
GDP growth is expected to be a lot higher than in 1Q16. Annual
benchmark revisions may shift the numbers around a little and
we’re likely to see growth for last year revised lower. Note that
the durable goods report and the new Advance Economic
Indicators report (covering June foreign trade and inventories)
will have implications for forecasts of the GDP figures. The
Employment Cost Index is likely to get lost in the shadow of the
GDP report, but it is an important indicator for the Fed (the
labor market is the widest channel for inflation pressure).

Monday
No significant economic data.

Tuesday
New Home Sales (June) – These data are reported with a huge

amount of uncertainty. It’s not unusual to see large monthly
swings or sizable revisions. The underlying trend is expected to
remain moderately strong in the near term.
Conference Board Consumer Confidence Index (July) – The June

cut-off was before the Brexit vote (and ensuing market
volatility). Hence, we may see a downward revision to that
figure. Similarly, the initial figure for July will be biased toward
the first half of the month. Despite plenty of signs of
improvement in the labor market, job perceptions remain soft.
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Wednesday
Durable Goods Orders (June) – Monthly changes in orders tend

to be choppy. The June results are likely to be mixed, but the
overall trend is expected to remain soft. Watch orders and
shipments of nondefense capital goods ex-aircraft, which have
been consistent with a weak trend in business fixed investment.
FOMC Policy Decision – No change. The FOMC has indicated that

monetary policy will be “data-dependent,” but it’s really about
the implications that the data have for expectations of growth
and inflation. Fed officials differ in their opinions regarding how
much slack remains in the job market and how rapidly that slack
is being taken up. Six of the 12 Federal Reserve Banks had
requested an increase in the discount rate (the rate the Fed
charges banks to borrow short-term), which defines the top end
of the target range for the federal funds rate (the rate banks
charge each other for overnight borrowing). The key question
here is whether a rate hike at the next FOMC meeting is in the
works. The September 20-21 is eight weeks away. Policymakers
are likely to keep their options open.

first quarter growth figures for the last six years have been
suspiciously lower than the rest of the year (this discrepancy is
much less severe if you exclude net exports and the change in
inventories). Second quarter GDP growth was led by a rebound
in consumer spending growth. Business fixed investment is
likely to have remained weak, but not as bad as in 1Q16. Net
exports are likely to have added to overall growth, while slower
inventory accumulation should subtract. The annual benchmark
revisions to the durable goods data suggest that growth in
business fixed investment (and overall GDP) was softer last year
than was estimated previously.
Employment Cost Index (2Q16) – Unlike average hourly earnings,

the ECI is not distorted by changes in the composition of
employment (such as faster job growth in lower-paying
industries). It also covers benefit costs. A 0.2% (q/q) gain rolls
off the back end of the year-over-year calculation, which means
that we should see a pickup in the y/y figure for 2Q16.
Employment Cost Index, y/y % change
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unadjusted claims appears to have been more modest this year.
However, we could still see some volatility in the adjusted
figures in the near term.
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includes the trade-in-goods data and estimates of wholesale and
retail inventories. These data may have some influence on
forecasts of the advance GDP figures (inventories and net
exports make up a small portion of GDP, but account for much
of the quarterly variation in growth).

Friday
Real Private Domestic Final Purchasers, % ch.

5

5

4

4

3

3

2

2

1

1

0

0

-1

-1

-2

-2

-3

-3
quarterly (annual rate)

-4

-4

year-over-year % ch.

-5

-5

-6

-6

-7

-7

-8

Source: Bureau of Economic Analysis

-9
07

08

09

10

11

12

13

14

15

-8
-9

16

Real GDP (2Q16, advance estimate) – Following the release of the

Advance Economic Indicators report, there will be a little less
uncertainty heading into the advance GDP estimate. However,
there’s still a lot we don’t know about 2Q16 and the headline
growth figure will still be subject to significant revisions over the
next couple of months. So take it all with a grain of salt. Annual
benchmark revisions are likely to reduce (but not eliminate) the
seasonal discrepancies of the last several years. Specifically,

Source: BLS
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Next Week …
The ISM surveys, the BOE policy meeting, and the July jobs
report have market-moving potential. Seasonal adjustment of
July payrolls can be tricky (due to the end of the school year).

Coming Events and Data Releases
August 12

Retail Sales (July)

August 16

Consumer Price Index (July)

August 17

FOMC Minutes (July 26-27)

September 2

Employment Report (August)

September 5

Labor Day Holiday (markets closed)

September 21

FOMC Policy Decision, Yellen press conference

September 26

1 Presidential Debate (Hempstead, NY)

October 9

2 Presidential Debate (St. Louis, MO)

October 19

3 Presidential Debate (Las Vegas, NV)

November 2

FOMC Policy Decision (no press conference)

November 8

Election Day

December 14

FOMC Policy Decision, Yellen press conference

st

nd
rd
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