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A Clouded, But Optimistic Outlook 
January economic data are relatively unreliable, but recent 

figures paint a fairly consistent picture of where we are headed 
in the near term.  While there is reason to be optimistic, it’s still 
a mixed bag, with some concerns about what we’ll see coming 
out of Washington over the next several months. 
 

The economy shed nearly three million jobs in January, a bit 
less than we saw a year ago.  Construction fell by 241,000, retail 
by 546,000, couriers by 184,000, and education (public and 
private) by 683,000.  None of this seems out of line.  The bigger 
question is what will happen over the next few months.  The 
hiring outlook is strong, but may be restrained.  

  
Labor force participation picked up in January, but one should 

take that with a grain of salt.  Judging by the 
employment/population ratio, there is likely some slack 
remaining in the job market.  However, demographic changes 
and increased educational enrollment make it difficult to 
compare where we are now with where we were a decade ago. 
 

  

Fed officials see an economy that is nearing full employment.  
We should hear more of that when Fed Chair Janet Yellen 
delivers her monetary policy testimony to Congress on February 
15.  Note that tight labor markets are usually reflected in faster 
wage growth.  Average hourly earnings rose a meager 0.1% in 
January, up just 2.5% from a year earlier (the same pace as we 
saw in the 12 months ending January 2016).  However, the 
monthly figures are often uneven, seasonal adjustment is 
difficult, and there appeared to be an odd quirk in finance  
(-1.0% m/m, perhaps as income was shifted into 1Q17 to take 
advantage of an expected drop in personal tax rates). 
 

For the household sector, real (that is, inflation adjusted) 
income is what matters.  The impact of lower gasoline prices is 
fading, leaving much slower growth in real wages.  Moreover, 
the middle class has faced higher rents and healthcare costs.   
 

  
The personal income and spending figures for December 

showed good momentum at the end of the year.  However, unit 
motor vehicle sales fell in January, and the softening in real 
wage growth suggests more moderate gains in consumer 
spending into the early part of 2017.  Increased consumer 
confidence isn’t going to help if the household sector doesn’t 
have the cash (or ability to borrow) to spend. 
 

In contrast, orders and shipments of capital goods appear to 
be picking up.  Business fixed investment should add to overall 
economic growth in the near term, likely enough to offset a 
moderate slowing in consumer spending growth. 
 

Financial market participants will focus on Washington.  Tax 
cuts and a rollback of regulations are encouraging for investors, 
but the timing, size, and character of tax cuts are uncertain.  
Business leaders are concerned about trade policy.  There’s a 
clear need to rework how foreign earnings are taxed, but there 
are major risks if Washington gets it wrong – especially at a time 
when the global economy appears poised for improvement.   
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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 

1/06/17 0.52 0.59 0.81 1.18 1.45 1.87 2.36 3.01 1.056 1.231 116.85 1.322 5521.06 2276.98 19963.80 
1/27/17 0.52 0.64 0.84 1.21 1.48 1.92 2.48 3.09 1.069 1.253 115.16 1.311 5660.78 2294.69 20093.78 
2/03/17 0.51 0.64 0.81 1.21 1.47 1.92 2.48 3.10 1.078 1.247 112.70 1.303 5666.14 2297.42 20071.46 

 

Recent Economic Data and Outlook 
The Fed provided no real clues about the pace of rate increases.  
Economic data continued to show an economy in good shape. 
 

 
 
The Federal Open Market Committee left short-term interest 
rates unchanged, as expected, and tweaked the wording of the 
policy statement slightly.  There were no solid clues as to the 
timing of the next increase in short-term interest rates, but 
officials noted the recent improvement in consumer and 
business sentiment and were more confident that inflation 
“will” increase to the Fed’s 2% goal. 
 
The January Employment Report was strong.  Nonfarm payrolls 
rose by 227,000, more than anticipated, but November and 
December were revised down by a net 39,000 (making the 
three-month average, at +183,000, about a wash relative to 
expectations).  Unadjusted, payrolls fell by 2.948 million.  The 
unemployment rate edged up to 4.8%, reflecting an increase in 
labor force participation.  Average hourly earnings edged up 
0.1% (+2.5% y/y), but there appeared to be some seasonal noise 
in finance (reported down 1.0% m/m). 
 
The ADP Estimate of private-sector payrolls rose by 246,000 in 
January.  Gains were relatively broad-based across industries. 
 
Personal Income rose 0.3% in December (+3.5% y/y).  Wages 
and salaries rose 0.4% (+3.6% y/y).  Rental income rose 1.0% 
(+7.3% y/y).  Interest income rose 0.5% (+4.9% y/y).  Dividend 
income fell 0.6% (+0.9% y/y), likely reflecting a shift into 2017.  
Farm income sank 9.7% (-37.5% y/y).  Disposable income rose 
0.3% (+3.7% y/y), up 0.1% adjusting for inflation (+2.1% y/y and 
+1.4% y/y per capita).  Personal Spending rose 0.5% (+4.5% y/y), 
reflecting gains in autos and higher gasoline prices.  Adjusted for 
inflation, spending rose 0.3% (+2.8% y/y).  The PCE Price Index 
rose 0.2% (+0.158% before rounding, +1.6% y/y), up 0.1% 
(+0.112% before rounding, +1.7% y/y). 
 

Motor Vehicle Sales fell to a 17.5 million seasonally adjusted 
annual rate in January, down from 18.3 million in December and 
17.8 million a year earlier.  Sales of domestically built vehicles 
slowed to 13.6 million (vs. 14.2 million in December). 
 
The Conference Board’s Consumer Confidence Index slipped to 
111.8 in January, vs. 113.3 in December and 109.4 in November.  
Respondents were a bit more positive regarding the current job 
market, but were a little less enthusiastic about the future. 
 
The ISM Manufacturing Index rose to 56.0 in January (vs. 54.5 
in December).  New orders and production remained strong.  
Employment picked up.  Input price pressures increased further.  
In their comments, purchasing managers remained upbeat. 
 
The ISM Non-Manufacturing Index was little changed at 56.5 in 
January (vs. 56.6 in December).  Business activity and new 
orders continued to advance at a relatively strong pace.  
Employment picked up.  Price pressures increased.  The 
comments of supply managers ranged from flat to strong. 
 
The Employment Cost Index rose 0.5% over the three months 
ending in December, up 2.2% y/y (vs. +2.0% y/y in December 
2015).  Wages and salaries rose 0.5% (+2.3%), while benefit 
costs rose 0.4% (+2.1% y/y). 
 
Factory Orders rose 1.3% in December (+3.6% y/y), with durable 
goods orders down 0.5% (+1.7% y/y).  Orders for nondefense 
capital goods excluding aircraft rose 0.7%, while shipments 
advanced 1.0% – suggesting that business fixed investment is 
picking up following a sluggish period of several months. 
 

Economic Outlook (1Q17): GDP growth near a 2.0% annual rate. 
 
Employment:  The pace of job gains has slowed (still moderately 
strong), likely reflecting tighter job market conditions.  
Consumers:  Job growth and moderate wage increases are 
supportive for consumer spending, but real wage growth is 
slowing as lower gasoline prices fade.  Higher rents and medical 
care have been a restraint for middle income households.  
Manufacturing:  Mixed across sectors, but relatively lackluster 
overall.  A strong dollar makes it more difficult for U.S. 
exporters, but helps firms that import raw materials.  Trade 
disputes could interrupt supply chains.  
Housing/Construction:  Job growth has remained supportive, 
but higher home prices and rising mortgage rates are a restraint 
for first-time buyers.  Tax cuts are expected to help fuel the 
demand for vacation homes and second homes in 2017.  
Prices:  Ex-food & energy, the PCE Price Index has continued to 
trend below the Fed’s 2% target.  There is little inflation in 
consumer goods.  Inflation in consumer services has been 
boosted by higher rents.  Wage gains are moderate, but rising. 

Interest Rates:  The Fed remains in tightening mode, but is 
expected to proceed cautiously as it normalizes policy.   
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This Week:     forecast last last –1 comments 
         Monday 2/06  no significant data     Aaron Burr, Sir (b. 1756) 
         Tuesday 2/07 8:30 Trade Balance, $bln Dec -44.8 -45.2 -42.4 seen slightly narrower 
      goods only  -66.3 -66.6 -63.2 higher imports and exports 
  10:00 JOLTS: hiring rate Dec NF 3.9 3.9 trending flat 
   JOLTS: quit rate  NF 2.4 2.3 only slightly higher than a year ago 
  1:00 Treasury Note Auction     3-year notes 
         Wednesday 2/08 1:00 Treasury Note Auction     10-year notes 
         Thursday 2/09 8:30 Jobless Claims, th. 2/04 248 246 260 still trending low 
  1:00 Treasury Bond Auction     30-year bonds 
         Friday 2/10 8:30 Import Prices Jan NF +0.4% -0.2% oil prices account for most of the volatility 
     ex-food & fuels  NF -0.1% -0.1% trending lower 
  10:00 UM Consumer Sentiment  97.8 98.5 98.2 some modest pullback likely 
         Next Week:         
         Monday 2/13  no significant economic data     Happy Birthday, Peter Tork 
         Tuesday 2/14 6:00 Small Business Optimism Jan NF 105.2 98.4 still enthusiastic 
  8:30 Producer Price Index Jan +0.2% +0.3% +0.4% moderate 
     ex-food & energy  +0.2% +0.2% +0.4% moderate 
     ex-f, e, & trade services  +0.2% +0.1% +0.2% moderate core inflation 
  10:00 Yellen Mon. Pol. Testimony     to Senate Banking Committee 
         Wednesday 2/15 8:30 Consumer Price Index Jan +0.3% +0.3% +0.2% some mild pressure in gasoline 
        year-over-year  +2.4% +2.1% +1.7% picking up 
     ex-food & energy  +0.2% +0.2% +0.2% moderate core inflation 
        year-over-year  +2.3% +2.2% +2.1% seen a little higher 
  8:30 Real Hourly Earnings  -0.0% +0.1% -0.3% nominal earnings rose 0.1% 
  8:30 Retail Sales  Jan 0.0% +0.6% +0.2% unit auto sales fell 
     ex-autos  +0.1% +0.2% +0.3% modest 
     ex-autos, bld mat, gasoline  +0.2% 0.0% +0.3% lackluster core sales 
  8:30 Empire St. Manf. Index Feb NF 6.5 7.6 choppy, but likely to be moderate 
  9:15 Industrial Production Jan +0.4% +0.8% -0.7%  
   Manufacturing Output  +0.4% +0.2% -0.1% aggregate manufacturing hours rose 0.3% 
   Capacity Utilization  75.8% 75.5% 74.9% no bottleneck production pressures 
  10:00 Yellen Mon. Pol. Testimony     to House Financial Services Committee 
  10:00 Business Inventories Dec +0.4% +0.8% -0.1% higher in 4Q16 
  10:00 Homebuilder Sentiment Feb 66 67 69 less enthusiastic? 
         Thursday 2/16 8:30 Jobless Claims, th. 2/11 246 248 246 still trending low 
  8:30 Building Permits, th. Jan 1.190 1.228 1.212 mixed, but a moderate trend 
      % change  -3.1 +1.3 -3.8 seasonal adjustment adds noise 
   Housing Start  1.200 1.226 1.102 volatile and unreliable 
      % change  -2.1 +11.3 -16.5 watch for revisions 
  8:30 Philadelphia Fed Index Feb NF 23.6 19.7 strong in recent months 
         Friday 2/17 10:00 Leading Econ. Indicators Jan +0.5% +0.5% +0.1% another strong gain 

  

This Week… 
This will be a very quiet week for economic data.  Stock market 
participants will remain focused on earnings reports, and the 
bond market may look to the stock market for direction (on a 
day-to-day basis).  There’s also likely to be some back and forth 
regarding expectations of tax policy changes. 

Monday 
No significant data. 

Tuesday 
Trade Balance (December) – The Advance Economic Indicators 
report showed relatively little change in the merchandise trade 
deficit in December.  Exports rose, with strength concentrated 
in capital goods.  Imports also advanced, which is a sign of a 
strong domestic economy. 
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Job Opening and Labor Turnover Survey (December) – The hiring 
rate has roughly flattened, likely reflecting labor market 
constraints.  The quit rate has been trending higher, suggesting 
that workers are feeling more confident.  

 

Wednesday 
No significant data. 

Thursday 
Jobless Claims (week ending February 4) – Claims have continued 
to trend near a four-decade low.  

 

Friday 
Import Prices (January) – The strong dollar pushed import prices 
lower in the last couple of years.  The global economic outlook 
now looks brighter, which has led to expectations of commodity 
price increases over the next couple of years.  However, there’s 
a lot of uncertainty, especially related to global trade and the 
possibility of protectionist measures.  

 
 

Next Week … 
You’d think they could spread things out bit.  Everything piles up 
on Wednesday.  We’ll get the important mid-month economic 
reports (CPI, retail sales, and industrial production).  Granted, 
these are figures for January, which can be distorted.  So 
investors should take them with a grain of salt.  More 
importantly, Fed Chair Janet Yellen will present her monetary 
policy testimony to Congress.  She is unlikely to tell us anything 
we don’t already know.  Policy decisions will remain data-
dependent and Fed officials expect a gradual normalization of 
short-term interest rates over the next few years.  There’s 
nothing in the recent data to suggest that the Fed needs to step 
up the pace.  However, most Fed officials believe that the 
economy is nearing full employment (or is already there).  Still, 
there are a number of uncertainties in the outlook.  Yellen is 
smart enough to not get dragged into any debate about fiscal 
policy, but regulation is now one of the central bank’s chief 
responsibilities – and she will likely have something to say about 
that.  Investors should pay close attention. 
 

Coming Events and Data Releases 

February 20 Presidents Day (markets closed) 

February 22 FOMC Minutes (January 31-February 1) 

February 28 Real GDP (4Q16, 2
nd

 estimate) 

March 1 ISM Manufacturing Index (January) 

March 10 Employment Report (February) 

March 15 FOMC Policy Decision, Yellen press conference 

May 3 FOMC Policy Decision (no press conference) 

June 14 FOMC Policy Decision, Yellen press conference 
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