
 

 

Economic Research 
Published by Raymond James & Associates 

 

 

© 2017 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved. 
All expressions of opinion reflect the judgment of the Research Department of Raymond James & Associates, Inc. (RJA) as of the date stated above and are subject to change.  Information has been obtained from third-party 
sources we consider reliable, but we do not guarantee that the facts cited in the foregoing report are accurate or complete.  Other departments of RJA may have information that is not available to the Research Department about 
companies mentioned in this report.  RJA or its affiliates may execute transactions in the securities mentioned in this report that may not be consistent with the report's conclusions. This is RJA client releasable research 

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

Scott J. Brown, Ph.D., (727) 567-2603, Scott.J.Brown@RaymondJames.com November 30, 2017 

Monthly Economic Outlook ______________________________________________________________________________________  
 
Zip! Bam! Powell! 
 Recent economic data reports have remained consistent 
with a moderate pace of growth in the near term. 

 As with much of the rest of the world, U.S. economic 
growth is still expected to be restrained by a tightening labor 
market, but faster productivity growth ought to provide a lift. 

 The monetary policy outlook is expected to be little 
changed through the leadership transition at the Fed (still 
gradual, still data-dependent), but the focus will turn away 
from monetary policy and toward regulator policy. 
 
 Real GDP rose at a 3.3% annual rate in the 2nd estimate for 
3Q17 (vs. +3.0% in the advance estimate).  The hurricanes had 
mixed effects on growth, although it’s hard to estimate with 
any precision.  Hurricanes Harvey, Irma, and Maria restrained 
consumer spending, business fixed investment, and residential 
homebuilding to some extent.  They also increased inventory 
growth and reduced the trade deficit.  The faster pace of 
inventory growth added 0.8 percentage point to GDP growth in 
3Q17, while net exports (a smaller trade deficit) added 0.4 
percentage point.  These effects should reverse in 4Q17. 
 

  
 Financial market participants have traditionally focused on 
Gross Domestic Product as the key measure of growth in the 
economy.  However, Private Domestic Final Purchases (PDFP) is 
a better measure of underlying domestic demand.  The change 
in inventories and net exports are relatively small components 
of GDP, but they account for more than their fair share of 
volatility in the headline growth estimate.  PDFP is consumer 
spending plus business fixed investment plus residential fix 
investment (“the meat and potatoes” of the economy), or 
equivalently, GDP less government, the change in inventories, 
and foreign trade.  PDFP is less erratic than GDP on a quarterly 
basis, and has been trending faster than GDP in recent years.  
The hurricanes slowed PDFP to a 2.3% annual rate in 3Q17. 
 

  
 October’s rebound in nonfarm payrolls fell short of 
expectations, but the job market figures are subject to revision  
The underlying trend in payroll growth, which seemed to have 
flattened in the first half of 2017, is likely lower (as in the last 
couple of years), reflecting the continued tightening in overall 
labor market conditions.  The demographics suggest that a 
monthly pace of a little less than 100,000 would be consistent 
with the growth in the working-age population.  We can add 
more jobs than that now because we are still taking up the 
slack that was generated during the financial crisis.  The 
number of involuntary part-time workers has continued to 
trend lower.  The employment/population ratio for prime-age 
workers in nearing its pre-recession level.  The Fed’s most 
recent Beige Book, the summary of anecdotal conditions from 
around the country, noted that “reports of tightness in the 
labor market were widespread.”  Employers “were having 
difficulties finding qualified workers across various skill levels,” 
and “this was a key factor restraining hiring plans.”   
 
 Tighter job market conditions are normally associated with 
faster wage growth.  For the three months ending in October, 
average hourly earnings were up 2.6% from the same three 
months in 2016 – a moderate pace, but not especially strong (in 
past periods where the unemployment rate was as low as it is 
now, average hourly earnings were rising 3.5-4.0% per year).  
The Employment Cost Index, a more comprehensive measure 
which includes benefit costs, rose 2.5% over the 12 months 
ending in September.  The moderate pace of wage growth 
likely reflects a decades-long shift in bargaining power (lower 
union membership, a greater concentration of large firms).  The 
Beige Book noted that “wage growth was modest or moderate” 
in most areas of the country, although “wage increases were 
most notable for professional, technical, and production 
positions that remain difficult to fill.”  For high-skilled positions, 
firms are offering better wages, signing bonuses, and non-wage 
benefits to retain and attract employees.   
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 Reduced immigration, legal or otherwise, will compound 
the strains from lower labor force growth.  However, in the 
near-term, an increase in capital spending should add to 
productivity growth.  Higher output per worker will help to 
partly offset the impact of slower labor force growth and limit 
the inflationary impact of faster wage growth.  A good chunk of 
this year’s increase in capital spending has been in energy 
exploration, which is rebounding from a sharp contraction in 
2015 and early 2016.  However, business optimism improved 
after the presidential election last year, likely related to 
expectations of a reduction in corporate tax rates.  Note that 
productivity growth also appears to be picking up outside the 
U.S., following a general slowing in recent years. 
 

  
 Inflation is expected to remain relatively low.  Commodity 
price pressures have been building this year, but (except for 
energy) it takes a gigantic increase in the prices of raw 
materials to have much of an impact at the consumer level.  
The labor market is the widest channel for inflation pressures, 
and pressures are likely to vary considerably across industries. 

 President Trump has nominated current Fed Governor 
Jerome “Jay” Powell to follow Janet Yellen as Fed chair (Yellen’s 
four-year term as chair ends on February 3, 2018).  Powell is a 
lawyer, not an economist, but has plenty of experience in 
banking and the financial markets.  There are other slots to fill 
on the Fed’s Board of Governors.  The Fed’s leadership is 
normally made up of individuals with different backgrounds 
(academia, Wall Street, community banking, etc.) and the staff 
is excellent.  However, non-economist Powell seems unlikely to 
lead on monetary policy and it’s unclear who will.  President 
Trump has nominated Marvin Goodfriend, an economics 
professor at Carnegie Mellon University, for a term of 14 years 
from February 1, 2016.  Goodfriend was on the wrong side of 
much of the monetary policy debate in the early years of the 
recovery.  He wanted the Fed to raise short-term interest rates 
in 2011 and argued against further quantitative easing.  Bond 
market participants may see the Fed’s leadership shift as more 
hawkish.  However, views can change once in power and the 
staff economists at the Federal Reserve will provide good 
support for monetary policy decision-making. 
 
 Given the importance of monetary policy, financial market 
participants have traditionally looked to the Fed for every little 
clue on rates (the dot plot, the FOMC minutes, speeches, etc.).  
However, for the markets, the central role of the Fed is shifting.  
Following the financial crisis, the Fed was made the systemic 
regulator.  While the Fed had some supervisory authority over 
the banks, no organization had been in charge of policing the 
entire financial system.  With great power comes great 
responsibility – and a political role.  Given the economy’s 
performance, Janet Yellen should have been easily reappointed 
as Fed chair.  However, she had spoken out against unwinding 
many of the rules and regulations put in place since the 
financial crisis.  Hence, market participants will likely look more 
to the Fed’s soft regulatory stance, than to monetary policy.    
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 1Q17 2Q17 3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19  2016 2017 2018 

GDP ( contributions) 1.2 3.1 3.3 2.5 2.3 2.2 2.0 1.9 1.9 1.9  1.5 2.2 2.0 

  consumer durables 0.0 0.6 0.6 0.2 0.3 0.2 0.2 0.2 0.2 0.2  0.4 0.4 0.2 
  nondurables & services 1.3 1.7 1.0 1.5 1.2 1.2 1.1 1.1 1.1 1.1  1.5 1.4 1.2 
  bus. fixed investment 0.9 0.8 0.6 0.7 0.6 0.5 0.4 0.4 0.4 0.4  -0.1 0.5 0.4 
  residential investment 0.4 -0.3 -0.2 0.4 0.1 0.2 0.1 0.1 0.1 0.1  0.2 0.0 0.1 
Priv Dom Final Purchases 3.1 3.3 2.3 3.4 2.5 2.4 2.1 2.1 2.1 2.1  2.3 2.8 2.2 
  government -0.1 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1  0.1 0.0 0.1 
   exports 0.9 0.4 0.3 0.3 0.4 0.4 0.4 0.4 0.4 0.4  0.0 0.4 0.4 
   imports -0.6 -0.2 0.2 -0.6 -0.5 -0.4 -0.4 -0.4 -0.4 -0.4  -0.2 -0.5 -0.4 
Final Sales 2.7 3.0 2.5 2.7 2.2 2.1 1.9 1.9 1.9 1.9  1.9 2.3 2.0 
  ch. in bus. inventories -1.5 0.1 0.8 -0.3 0.1 0.1 0.1 0.0 0.0 0.0  -0.4 -0.1 0.1 
               
Unemployment, % 4.7 4.4 4.3 4.1 4.0 4.0 4.0 4.1 4.1 4.1  4.9 4.4 4.0 
NF Payrolls, monthly, th. 166 187 121 185 140 135 130 125 121 118  187 165 133 
               
Cons. Price Index (q/q) 3.1 -0.3 2.0 3.6 2.4 2.0 2.0 2.0 2.0 2.0  1.3 2.1 2.3 
  excl. food & energy 2.5 0.6 1.7 2.2 2.0 1.9 1.9 2.0 2.0 2.0  2.2 1.8 1.9 
PCE Price Index (q/q) 2.2 0.3 1.5 2.7 2.0 1.9 1.9 1.9 1.9 1.9  1.2 1.7 1.9 
  excl. food & energy 1.8 0.9 1.4 2.0 1.8 1.8 1.8 1.8 1.8 1.8  1.8 1.5 1.8 
               
Fed Funds Rate, % 0.70 0.94 1.16 1.21 1.41 1.44 1.66 1.71 1.91 1.92  0.39 1.01 1.56 
3-month T-Bill, (bond-eq.) 0.6 0.9 1.0 1.3 1.4 1.4 1.6 1.7 1.9 1.9  0.3 1.0 1.5 
2-year Treasury Note 1.2 1.3 1.5 1.8 1.8 1.9 2.0 2.1 2.1 2.1  0.8 1.4 1.9 
10-year Treasury Note 2.5 2.3 2.2 2.4 2.6 2.8 2.9 3.0 3.0 3.1  1.8 2.3 2.8 


