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Fed and Markets Still Divided on Growth Outlook 
 “The median projection for the federal funds rate is 1.4 

percent at the end of this year, 2.1 percent at the end of next 
year, and 3 percent at the end of 2019, in line with its estimated 
longer-run value. Compared with the projections made in 
December, the median path for the federal funds rate is 
essentially unchanged.”          – Fed Chair Janet Yellen (March 15) 
 

The Fed’s outlook on the economy hasn’t changed much since 
December.  In turn, policy expectations are largely the same as 
well.  Officials are comfortable enough in their outlooks to 
continue gradually normalizing monetary policy, but they don’t 
see enough pressure to move more rapidly.  

  
Officials continue to expect GDP growth of around 2% over 

the course of this year and over the next two years.   That’s 
largely because we are approaching full employment.  While 
increased business optimism may fuel a pickup in the pace of 
business fixed investment in the near term, the consumer is the 
driving force.  Jobs and wage growth will be the key drivers.  

  

A tighter job market should lead to increased wage growth 
and there have been some moderate signs of pressure in prices 
of raw materials.  However, the outlook for consumer price 
inflation is still moderate.  Obviously, the Fed could raise rates a 
little faster if inflation pressures pick up more forcefully in the 
months ahead, but there’s little sign of that currently.  

  
Over the last several quarters, financial market participants 

have placed far too much emphasis on the dots in the dot plot 
(these are the projections of individual Fed officials of the 
appropriate year-end federal funds rate).  There’s a fair amount 
of dispersion among the dots and there’s a lot of uncertainty 
surrounding each of the dots.  Yet, here was Fed Chair Yellen 
emphasizing the median number of rate increases.  Go figure.  

  
With the FOMC meeting behind us, we can get back to the 

larger conflict.  That is, investors are optimistic that policies out 
of Washington will fuel a much faster pace of growth in the 
economy.  In contrast, the Fed (and most economists) are 
expecting labor market constraints to limit the pace of the 
expansion.  Something’s going to have to give.   
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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 

2/17/17 0.53 0.66 0.82 1.21 1.48 1.92 2.42 3.03 1.061 1.243 112.86 1.311 5838.58 2351.16 20624.05 
3/10/17 0.75 0.89 1.03 1.36 1.66 2.11 2.58 3.16 1.067 1.216 115.02 1.347 5861.73 2372.60 20902.98 
3/17/17 0.73 0.87 0.99 1.32 1.60 2.02 2.50 3.11 1.074 1.239 112.68 1.334 5899.52 2378.24 20916.68 

 

Recent Economic Data and Outlook 
The Fed raised short-term interest rates, as was widely 
anticipated, but the dot plot was not as hawkish as financial 
market participants had feared. 
 

 
 
The Federal Open Market Committee raised the target range 
for the federal funds rate to 0.75-1.00%, citing “realized and 
expected labor market conditions and inflation.”  The Fed’s 
Board of Governors voted 5-0 to raise the primary credit rate by 
25 basis points (also called the discount rate) to 1.5%. 
 
In the Fed’s Summary of Economic Projections, the outlooks for 
growth, unemployment, and inflation were little changed from 
those in December.  A few of the dovish dots in the dot plot 
edged higher, but the median remained at three rate increases 
for 2017 (instead of four as the markets had feared). 
 
In her post-meeting press conference, Fed Chair Janet Yellen 
said that the Fed decision reflected the continued progress 
toward the central bank’s employment and price stability 
objectives and did not reflect a reassessment of the economic 
outlook or the course of monetary policy. 
 
The Office of Management and Budget submitted the 
President’s Budget Proposal to Congress.  This is essentially a 
wish list (increased defense spending and large cuts to 
discretionary programs).  Congress writes the actual budget. 
 
For the private sector, the Quit Rate rose to 2.5%, the highest 
level since before the recession. 
 
Retail Sales edged up just 0.1% in February (+5.7% y/y), up 0.2% 
ex-autos (+5.7% y/y).  Figures for January were revised higher.  
Ex-autos, building materials, and gasoline, sales were flat (vs. 
+0.9% in January, and +3.9% y/y).  
 
The Consumer Price Index rose 0.1% in February (+2.7% y/y).  
Food rose 0.2% (0.0% y/y), while energy fell 1.0% (+15.2% y/y).  
Gasoline fell 3.0% (-2.1% before seasonal adjustment, +30.7% 
y/y).  Ex-food & energy, the CPI rose 0.2% (+2.2% y/y).  Ex-f&e, 
prices of consumer goods were flat (-0.5% y/y).  Prices of non-
energy services rose 0.3% (+3.1% y/y), led by shelter (+0.3% 

m/m, +3.5% y/y), transportation services (+0.7% m/m, +3.6% 
y/y), and medical care services (+0.2% m/m, +3.4% y/y). 
 
Real Average Hourly Earnings rose 0.1% in February (0.0% y/y). 
 
The Producer Price Index rose 0.3% in February (+2.2% y/y), 
reflecting a 1.6% increase in electricity.  Ex-food & energy, the 
PPI rose 0.3% (+1.5%), and up 0.3% (+1.8% y/y) if you also 
exclude trade services.  Pipeline pressures were building.  
Unprocessed intermediate goods rose 1.4% (+18.6% y/y), while 
core processed intermediate goods rose 0.5% (+3.0% y/y). 
 
Industrial Production was flat in February (+0.3% y/y), reflecting 
unseasonably warm temperatures.  The output of utilities fell 
5.7% (following -5.8% in January, -7.0% y/y).  Manufacturing 
output rose 0.5% (+1.4% y/y). 
 
Building Permits fell 6.2%, to a 1.213 million seasonally adjusted 
annual rate in February (+4.4%), reflecting a sharp drop in the 
volatile multi-family sector.  Single-family permits rose 3.1% 
(+13.5% y/y).  Housing Starts rose 3.0%, to a 1.288 million pace 
(+6.2% y/y), with single-family up 6.5% (+3.2% y/y). 
 
Homebuilder Sentiment rose to 71 in March, vs. 65 in February. 
 
The Index of Small Business Optimism edged down to 105.3, 
still near a 12-year high).  The general business outlook and 
sales expectations edged back slightly, still elevated following 
the November election.  The earnings trend remained weak (but 
not as bad as a few months ago).  Hiring plans moderated a bit.  
Capital spending remained moderate. 
 
The Index of Leading Economic Indicators rose 0.6% for the third 
consecutive month, consistent with a moderate pickup in growth. 
 

Economic Outlook (1Q17): 1.5-2.0% GDP growth, reflecting a 
wider trade deficit (not a sign of weakness). 
 
Employment:  Job growth has remained relatively strong, 
although the pace should slow as the job market tightens.  
Consumers:  Job gains and wage growth are supportive for 
spending, but the increase in gasoline prices (relative to a year 
ago) has reduced purchasing power.  Debt levels are 
manageable, with few signs of strain at the aggregate.  
Manufacturing:  Improving in the near term, reflecting good 
weather, strengthening capital goods orders, and a somewhat 
better global economic outlook.  Auto sales and production are 
expected to plateau.  
Housing/Construction:  Job growth has remained supportive, 
but higher home prices and higher mortgage rates are a 
restraint for first-time buyers.  Tax cuts are expected to help fuel 
the demand for vacation homes and second homes.  
Prices:  Ex-food & energy, the PCE Price Index has continued to 
trend below the Fed’s 2% target, but not by a lot.  There is little 
inflation in consumer goods.  Inflation in services has been 
boosted by higher rents.  Wage gains are moderate, but rising. 

Interest Rates:  The Fed remains in tightening mode, and is 
expected to be more aggressive in raising rates in 2017 than in 
2016 and 2015, but policy will remain data-dependent.   
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This Week:     forecast last last –1 comments 
         Monday 3/20 8:30 Chicago Fed Nat Act Index Feb NF -0.05 +0.18 seen higher 
     3-month average  NF -0.03 -0.02 growth near its historic trend 
         Tuesday 3/21 8:30 Current Account, $bln 4Q16 -129.1 -113.0 -118.3 wider 
     % of GDP  -2.7 -2.4 -2.6 still moderate 
         Wednesday 3/22 10:00 Existing Home Sales, mln. Feb 5.70 5.69 5.51 seen little changed 
      % change  +0.2 +3.3 -1.6 helped by mild weather 
         Thursday 3/23 8:30 Jobless Claims, th. 3/18 235 241 243 some weather impact 
  8:45 Yellen Opening Remarks     (at Fed conference) not market-moving 
  10:00 New Home Sales, th. Feb 560 555 535 likely a bit higher 
      % change  +0.9 +3.7 -7.0 but these data are noisy 
  1:00 TIPS Auction     re-opened 10-year TIPS 
         Friday 3/24 8:30 Durable Goods Orders Feb +0.6% +2.0% -0.9% some noise in aircraft orders 
     ex-transportation  +0.5% 0.0% +0.9% moderate, helped by mild weather 
     nondef cap gds ex-aircraft  +0.6% -0.1% +0.8% a moderate trend higher 
         Next Week:         
         Monday 3/27 1:00 Treasury Auction     2-year notes 
         Tuesday 3/28 8:30 Advance Econ Indicators Feb    merchandise trade and inventory data 
  10:00 CB Consumer Confidence Mar 113.4 114.8 111.6 moderating?  (still strong) 
  1:00 Treasury Note Auction     5-year notes 
         Wednesday 3/29 10:00 Pending Home Sales Index Feb +2.8% -2.8% +0.8% likely to rebound 
  11:30 FRN Auction     re-opened 2-year FRNs 
  1:00 Treasury Note Auction     7-year notes 
         Thursday 3/30 8:30 Jobless Claims, th. 3/25 245 235 241 rebounding from weather drag 
  8:30 Real GDP (3

rd
 estimate) 4Q16 +1.9% +3.5% +1.4% +1.9% in advance and 2

nd
 estimates 

   Priv Domestic Final Purch  +2.6% +2.1% +2.4% +2.6% in the advance estimate 
         Friday 3/31 8:30 Personal Income Feb +0.5% +0.4% +0.3% good growth in wages and salaries 
   Personal Spending  +0.2% +0.2% +0.5% retail sales were soft 
   PCE Price Index ex-f&e  +0.2% +0.3% +0.1% core CPI rose 0.206% 
  9:45 Chicago PM Index Mar NF 57.4 50.3 choppy, but likely strong in February 
  10:00 UM Consumer Sentiment Mar 97.2 96.3 98.5 97.6 at mid-month 
  12:00 Industrial Production     annual benchmark revisions 

 

This Week… 
It’s a thin week for economic data.  Home sales figures for 
February will be subject to seasonal noise.  Note that existing 
home sales and the Pending Home Sales Index (both from the 
National Association of Realtors) have diverged in recent 
months.  Durable goods orders are normally choppy from month 
to month and aircraft orders are especially quirky, but investors 
are likely to focus on the data for nondefense capital goods ex-
aircraft.  Improvement in capital goods shipments would be 
consistent with a further pickup in business fixed investment. 

Monday 
Chicago Fed National Activity Index (February) – The CFNAI is a 
composite of 85 economic indicators, scaled so that zero 
represents trend.  In recent months, the index has suggested 
that economic activity has been near its long-term trend. 

Tuesday 
Current Account (4Q16) – The current account, the broadest 
measure of U.S. foreign trade, is the trade balance in goods and 
services, the balance on investment income, and unilateral 
transfers, but mostly it’s the trade balance in goods and 
services, which widened in the fourth quarter.  As a percentage 
of nominal GDP, the current account deficit is at a moderate 
level, implying no significant pressure on the dollar.  It had risen 

to 6.3% of GDP in 4Q05, reflecting an unstable balance (little 
known fact: capital was flowing into the U.S., increasingly in the 
mortgage market, helping to fuel the housing bubble).   

 

Wednesday 
Existing Home Sales (February) – Sales of existing homes (which 
measure closings) have strengthened over the last several 
months.  However, the Pending Home Sales Index (which 
measures initial transactions) has been trending lower and 
weakened sharply in January.  Still, these are February figures 
and are subject to weather and other types of noise.  

-11

-10

-9

-8

-7

-6

-5

-4

-3

-2

-1

0

1

-220

-200

-180

-160

-140

-120

-100

-80

-60

-40

-20

0

20

1980 1990 2000 2010

U.S. Current Account Balance, quarterly

$billion (left axis)

% of GDP (right axis)

Source: Bureau of Economic Analysis



Raymond James  Economic Research 

© 2017 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 4 

 

Thursday 
Jobless Claims (week ending March 18) – Unadjusted claims have 
continued to trend below year-ago levels.  Snowstorms may 
depress the total for the latest week.  

  
New Home Sales (February) – The Bureau of Census data 
measures initial transactions (a down payment or a signed 
contract).  Mild weather may have been a plus last month.  Job 
growth has been supportive.  Fear of higher mortgage rates may 
have been a factor prompting action, but affordability issues 
remain a serious constraint at the low end of the market.  

 

Friday 
Durable Goods Orders (February) – Aircraft orders can be 
squirrelly, which is why we usually focus on the ex-
transportation numbers.  Orders for nondefense capital goods 
ex-aircraft had turned the corner in June, but took another leg 
higher after the November election.  Business sentiment has 
improved and that is expected to drive capital investment 
higher in the near term.  However, consumer demand will have 
to show up to validate that investment at some point.  Mild 
weather is likely to have been a plus in February (fewer delays), 
but these data are often choppy (so take with a grain of salt).  

 
 

Next Week … 
The 3

rd 
estimate of fourth quarter GDP growth is expected to be 

little changed, but this is ancient history for the markets (which 
are focused on the future).  Friday’s personal income and 
spending numbers will help to fill in the picture of 1Q17 GDP.  
The following week’s data will be more important, as 
information on March begins to arrive. 
 

Coming Events and Data Releases 

April 3 ISM Manufacturing Index (March) 
NCAA Men’s Championship 

April 5 ISM Non-Manufacturing Index (March) 
FOMC Minutes (March 14-15) 

April 7 Employment Report (March) 

April 14 Good Friday Holiday (markets closed) 
Consumer Price Index (March) 
Retail Sales (March) 

April 28 Real GDP (1Q17, advance) 

May 3 FOMC Policy Decision (no press conference) 

June 14 FOMC Policy Decision, Yellen press conference 

July 26 FOMC Policy Decision (no press conference) 

September 20 FOMC Policy Decision, Yellen press conference 

November 1 FOMC Policy Decision (no press conference) 

December 13 FOMC Policy Decision, Yellen press conference 
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