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  FALL ECONOMIC PREVIEW: More Muddling Through 
 
Let’s recap events since we last published in early August and outline what we can expect for the 
economy this fall and into 2017. In a word, more: 
 
• More mixed indicators, as the economy just can’t seem to fire on all cylinders at the same time. 
• More slow growth overall, with GDP continuing to underperform its potential, though likely 

accelerating over the anemic first-half growth. 
• More heated discussion by economists over what’s holding back productivity and wage growth. 
• More speculation about when the Fed will next hike rates and start normalizing monetary policy. 
• In short, more muddling through. 
 
To start with some positives, the latest forecast from the well-regarded GDPNow model published by the 
Atlanta Fed pegs third-quarter GDP growth at a robust 3.5%, compared to growth over the past four 
quarters averaging just 1.2%. A similar, if less bullish, forecast of 2.7% comes from the Wall Street 
Journal’s latest survey of economists. 
 
However, both forecasts were released prior to the latest Purchasing Managers Index (PMI) for 
manufacturers, which fell 3.2% to just 49.4% (indicating modest contraction), and then the services PMI 
plunged 4.2% to 51.4% (still expanding, but at the slowest rate in the current expansion). These figures 
suggest GDP growth in line with its recent slow pace. It’s also fair to point out that the GDPNow model 
has overestimated GDP growth in each of the past three quarters, and at this point in 2Q16 (that is, a 
month before the end of the quarter), the model was pointing to a growth of about 2.5% (versus the 
ultimate actual of 1.1%). 
 
What’s the problem? Not consumers, who are the largest and strongest sector of the economy.   Last 
month consumer confidence jumped to its highest level in a year, as short-term expectations for business 
conditions, employment and personal income all rose. This positive sentiment, along with modest income 
growth, helped fuel the fourth straight month of consumption gains, even as the savings rate rose. 
 
Meanwhile, payrolls grew by a solid 151,000 jobs in August while the unemployment rate held steady at 
4.9% for the third consecutive month. August growth fell a bit short of expectations, but the three-month 
average stands at a robust 232,000 job gains—all the more impressive for an economy nearing full 
employment. More disappointing, however, has been the continued weakness in wage growth, as 
average hourly earnings were up only 2.4%, its smallest gain since March, and barely ahead of inflation. 
 
 
 
 
 

https://www.frbatlanta.org/cqer/research/gdpnow/?panel=1
http://projects.wsj.com/econforecast/#ind=gdp&r=20
https://www.instituteforsupplymanagement.org/ismreport/mfgrob.cfm
https://www.instituteforsupplymanagement.org/ismreport/nonmfgrob.cfm
https://www.conference-board.org/data/consumerconfidence.cfm
http://www.bea.gov/newsreleases/national/pi/2016/pi0716.htm
http://www.bls.gov/news.release/empsit.nr0.htm


But that could change. The July 
“JOLT” report —which tracks job 
openings and labor turnover and 
is closely watch by the Fed—
reveals a healthy labor market 
trending toward tight. The job 
openings rate (as a share of total 
employment) hit a record high in 
July (blue line), indicating 
employers seek to increase their 
hiring, as well as their difficulty in 
finding qualified workers. At the 
same time, the quit rate is near 
its high for the last decade 
(green line), indicating strong 
worker confidence that they can 
find a new and presumably 
better (or better-paying) job. On the other hand, the “discharge” rate (layoffs and other terminations) is at 
a record low (red line), meaning employers are reluctant to part with their workers, whether for poor 
performance or weak business conditions. In sum, the JOLT report suggests that we should expect 
continued job growth and more upward wage pressure in the coming months. 
 
Finally, trade is another positive, if surprising, recent indicator. The U.S. trade deficit shrank in July, as 
exports of goods grew almost 3% while imports fell. The export gain and import drop both represent sharp 
reversals of recent trends that bode well for GDP growth if sustained—though the sharp drop in the 
export component of both the manufacturing and services PMIs suggests these gains might be short 
lived. 
 
So what’s not to like? Chiefly three related items: shrinking business investment, falling corporate profits, 
and declining worker productivity. Business investment has now fallen for three consecutive quarters, in 
part due to low wages, which makes adding workers relatively more affordable than adding new 
machinery and infrastructure, and partly because businesses seem to have less confidence in the future, 
arguing against making long-term investments in plant and machinery. Also blame the drop in corporate 
profits, which has fallen year-over-year for five consecutive quarters, reducing funds available for new 
investment—though to be fair, profits as a share of GDP actually remain at historically high levels, further 
demonstrating corporate America’s reluctance to invest in the future. 
 
In turn, the drop in investment then helps explain the weak productivity trends. Our economy hasn’t 
experienced strong productivity growth since the tech bubble burst in 2000, and productivity gains in this 
expansion have been notably week. Productivity actually fell in the second quarter as GDP growth was 
weak and firms continued to add workers. Since productivity is what ultimately fuels economic growth and 
pays for wage increases, this trend has ominous implications for our long-term economic growth 
prospects and prosperity unless reversed. I expect to cover this vital topic in greater detail in coming 
newsletters, but for now it’s worth asking how much longer firms will continue adding workers if profits and 
productivity continue to slide. 
 
In summary, economic indicators continue to be mixed, as they have throughout this muted economic 
expansion. Optimists and pessimists, bulls and bears, and all stripes of political persuasion can find 
ample data to support their particular temperament. My own view is that we should expect to see more of 
the same moderate and inconsistent growth in the coming quarters, with the expansion continuing on but 
also continuing to disappoint. Which is to say, more muddling through. Which also means the Fed will not 
be raising rates this month, but perhaps in December, after the election. Perhaps. 
 
Finally, as we near our eighth year of moderate growth, it seems increasingly unlikely now that the 
economy will ever fully take flight in this cycle and that we’re in the late stages of this run. The WSJ 
forecast survey mentioned above found that three quarters of economists believe that economic risks 
over the next year are weighted to the downside while only 18% think there’s much upside potential. That 
sounds about right. 

http://www.bls.gov/news.release/jolts.nr0.htm
http://www.bea.gov/newsreleases/international/trade/tradnewsrelease.htm
http://www.usnews.com/news/articles/2016-07-29/surprisingly-soft-gdp-report-whiffs-on-inventories-investment
http://www.bloomberg.com/news/articles/2016-08-26/corporate-profits-cloud-u-s-investment-hiring-outlook-chart
http://www.bloomberg.com/news/articles/2016-08-26/corporate-profits-cloud-u-s-investment-hiring-outlook-chart
http://www.bls.gov/news.release/prod2.nr0.htm


 

   ANALYSIS OF RECENT ECONOMIC NEWS 
 
ISM Manufacturing for August; July Construction Spending (cnbc.com) “The manufacturing sector 
saw activity contract in August after five consecutive months of expansion, the Institute for Supply 
Management said. In a separate report, U.S. construction spending was unexpectedly flat in July.” 
 
U.S. Services Firms Register Slowest Growth Since 2010 (cnbc.com) “U.S. services companies grew 
last month at the slowest pace in more than six years, a private survey found. The Institute for Supply 
Management says its services index fell to 51.4 last month from 55.5 in July. The August reading was the 
lowest since February 2010. That was much weaker than expected, said Jim O'Sullivan, chief U.S. 
economist at High Frequency Economics. Still, anything above 50 signals growth, and services firms 
have now expanded for 79 straight months.” 
 
U.S. Revised Q2 Productivity Down 0.6% vs Preliminary Reading of Down 0.5% (cnbc.com) “U.S. 
labor costs grew much faster than initially thought in the second quarter while worker productivity 
slumped, which could pressure corporate profits and business spending. The Labor Department said on 
Thursday that unit labor costs, the price of labor per single unit of output, increased at a 4.3 percent 
annual rate as opposed to the 2.0 percent pace reported last month. The combination of weaker 
productivity and rising labor costs hurts corporate profits and could also fan inflationary pressures.” 
 
GDP Sinks Lower Despite Spending Uptick (usnews.com) “America's economic growth was even 
weaker than previously believed in the second quarter of the year, as the country's gross domestic 
product ticked up an underwhelming 1.1 percent in April, May and June. U.S. GDP was revised down 
slightly from a previously reported 1.2 percent annualized rate, according to a report published Friday by 
the Bureau of Economic Analysis. That's a modest step up from the lackluster 0.8 percent expansion 
seen in the first three months of the year and the 0.9 percent uptick registered in the final three months of 
2015. But the period between October and June still maintained the slowest average quarterly growth 
rate America had seen since its economy nearly stalled out at the end of 2012.” 
 
 

   OTHER WORTHWHILE READS 
 
ECONOMIC NEWS AND VIEWS 
 
The Tide of Globalization is Turning (FT.com) “Globalization has reached a plateau and, in some 
areas, is in reverse. An analysis from the Peterson Institute for International Economics argues that ratios 
of world trade to output have been flat since 2008, making this the longest period of such stagnation since 
the second world war. According to Global Trade Alert, even the volume of world trade stagnated 
between January 2015 and March 2016, though the world economy continued to grow.” 
 
U.S. Consumer Spending Rose in July (WSJ) “Consumer spending rose for the fourth straight month 
in July, a sign that domestic consumption could continue to drive U.S. economic growth over the second 
half of the year. Four consecutive months of solid spending pointed to continued confidence on the part of 
the consumer, supported by steady job gains and low interest rates and gasoline prices.” 
 
This Status Quo Jobs Report Shows the Economy Isn’t Overheating (The New York Times) 
“Nearly everything about the latest data from the Labor Department on Friday aligns with the basic 
trajectory the economy has been on for years now. We have been seeing steady improvement without 
signs of overheating. The new numbers fit that story precisely. Indeed, the report is so consistent with the 
longstanding evidence of how the economy is doing that we probably wouldn’t care much at all about the 
August numbers if the Federal Reserve weren’t on the precipice of raising interest rates at its September 
policy meeting.”  
 

http://www.cnbc.com/2016/09/01/ism-manufacturing-for-august;-july-construction-spending.html
http://www.cnbc.com/id/103917201
http://www.cnbc.com/2016/09/01/us-revised-q2-productivity-down-06-vs-preliminary-reading-of-down-05.html
http://www.usnews.com/news/articles/2016-08-26/gdp-sinks-lower-despite-spending-uptick
https://www.ft.com/content/87bb0eda-7364-11e6-bf48-b372cdb1043a?desktop=true
http://www.wsj.com/articles/u-s-consumer-spending-rose-in-july-1472473898
http://www.nytimes.com/2016/09/03/upshot/this-status-quo-jobs-report-shows-the-economy-isnt-overheating.html?em_pos=small&emc=edit_up_20160905&nl=upshot&nl_art=5&nlid=842539&ref=headline&te=1&_r=0
http://www.nytimes.com/2016/09/03/upshot/this-status-quo-jobs-report-shows-the-economy-isnt-overheating.html?em_pos=small&emc=edit_up_20160905&nl=upshot&nl_art=5&nlid=842539&ref=headline&te=1&_r=0


U.S. Consumer Confidence Climbs to Highest Level in Nearly a Year (WSJ) “A gauge of U.S. 
consumer confidence rose to the highest level in nearly a year in August, suggesting that household 
spending will remain a key support for the economy. The Conference Board’s consumer-confidence index 
climbed to 101.1 in August from 96.7 in July, the group said Tuesday. That was the highest reading since 
September 2015. “Consumers’ assessment of both current business and labor market conditions was 
considerably more favorable than last month,” said Lynn Franco, the group’s director of economic 
indicators.” 
 
What Will Government Do When the Next Financial Crisis Hits? (Brookings Institution) “When the 
next financial panic happens—and it will, despite promises to the contrary—the government will be faced 
with the age-old quandary: should it take politically unpopular steps to intervene and try to stem the 
panic? There is renewed debate over whether the constriction of regulatory authority outweighs the 
progress made in Dodd-Frank, which it does not as overall, Dodd-Frank substantially improved regulators’ 
options. Where restrictions continue to occur on regulators, it is important to appreciate the political 
context as to why they were put in place.” 
 
Hanjin Shipping’s Troubles Leave $14 Billion in Cargo Stranded at Sea (WSJ) ”The financial woes of 
one of the world’s biggest shipping lines have left as much as $14 billion worth of cargo stranded at sea, 
sending its owners scurrying to try to recover their goods and get them to customers, according to 
industry executives, brokers and cargo owners. Since Hanjin Shipping Co. of South Korea filed for 
bankruptcy protection there last week, dozens of ships carrying more than half a million cargo containers 
have been denied access to ports around the world because of uncertainty about who would pay docking 
fees, container-storage and unloading bills. Some of those ships have been seized by the company’s 
creditors.”  
 
 
PROPERTY MARKETS 
 
REITs: Moving House (FT.com) “The desire to own a place of your own is powerful. And as of this 
month, property shares no longer have to put up with roommates or landlords. Property-related shares 
now have their own sector within the indices constructed by MSCI and S&P. Previously they dossed in 
the financial sector’s spare bedroom. The new accommodations may have increased valuations already 
stretched by yield-chasing—but real estate is no simple play on low rates.” 
 
CRE Price Growth Holding Steady Amid Robust Deal Activity, Healthy Fundamentals (CoStar) 
“The CoStar Commercial Repeat-Sale Indices (CCRSI) began the second half of 2016 on a strong note 
as a combination of healthy market fundamentals, low interest rates and steady availability of capital 
continued to fuel CRE price growth during July. Both the CCRSI equal- and value-weighted national 
composite price indices advanced in July. The value-weighted U.S. Composite Index, influenced by high-
value trades, increased 1.3% from the previous month and 10.1% from the prior 12-month period, 
propelling the index 25% above its prerecession peak level.” 
 
U.S. Home Prices Continued Strong Gains in June (WSJ) ”Home prices continued to make strong 
gains in June, as continued price run ups put a damper on demand. The S&P CoreLogic Case-Shiller 
Indices, covering the entire nation, rose 5.1% in the 12 months ended in June, identical to the increase 
reported in May. Price growth did show some sign of slowing in the country’s largest cities. The 10-city 
index, which includes some of the country’s largest cities, gained 4.3% from a year earlier, down slightly 
from 4.4% last month. The 20-city index gained 5.1% year-over-year, down from a 5.3% increase in May.  
Despite that slight deceleration, economists said the market remains challenging for buyers.”  
 
2016 Could Signal a Cyclical Peak in Commercial Construction (nreionline.com).  “Commercial 
developers have been busy in 2016. Construction starts saw a hearty boost this year, fueled by 
multifamily, office and lodging sectors. But analysts expect rates of new construction to taper off through 
2020. Private non-residential construction increased 7.0% year-over-year, according to Moody’s Investor 
Service. Cincinnati-based construction data firm ConstructConnect, formerly CMD Group, meanwhile 
tabulated year-over-year growth of 8.1% across all commercial property types. Low interest rates here 
and abroad, coupled with softened global economic conditions, mean foreign investors are increasingly 
looking to invest in new construction projects in the United States.” 

http://www.wsj.com/articles/u-s-consumer-confidence-climbs-to-highest-level-in-nearly-a-year-1472566221
https://www.brookings.edu/opinions/what-will-government-do-when-the-next-financial-crisis-hits/?utm_campaign=Brookings+Brief&utm_source=hs_email&utm_medium=email&utm_content=33624478
http://www.wsj.com/articles/billions-in-cargo-remains-stranded-at-sea-1473285117
https://www.ft.com/content/35325b3c-7152-11e6-9ac1-1055824ca907?desktop=true
http://www.costar.com/News/Article/CRE-Price-Growth-Holding-Steady-Amid-Robust-Deal-Activity-Healthy-Fundamentals/184604?RPT=1
http://www.costar.com/News/Article/CRE-Price-Growth-Holding-Steady-Amid-Robust-Deal-Activity-Healthy-Fundamentals/184604?RPT=1
http://www.wsj.com/articles/u-s-home-prices-continued-strong-gains-in-june-1472562010
http://m.nreionline.com/development/2016-could-signal-cyclical-peak-commercial-construction


Disparity in Mall Values Driven by Powerful Combination of Forces (CoStar)  “The news that Macy’s 
plans to close another 100 stores prompted more speculation over the future of department stores and, 
by extension, the future of shopping malls. But as several analysts point out, store closures are a 
symptom of larger ills affecting retailers right now, ranging from the growth of online shopping to the 
oversaturation of retail space per shopper, flawed business plans and changing consumer behavior.” 
 
 
 

 CHART OF THE WEEK   
“Broad demographic shifts in marital status, educational 
attainment and employment have transformed the way 
young adults in the U.S. are living, and a new Pew 
Research Center analysis of census data highlights the 
implications of these changes for the most basic 
element of their lives—where they call home. In 2014, 
for the first time in more than 130 years, adults ages 18 
to 34 were slightly more likely to be living in their 
parents’ home than they were to be living with a spouse 
or partner in their own household.” 
 
 
Source: For First Time in Modern Era, Living With 
Parents Edges Out Other Living Arrangements for 18- 
to 34-Year-Olds (Pew Research Center) 

http://www.costar.com/News/Article/Disparity-in-Mall-Values-Driven-by-Powerful-Combination-of-Forces/184590?rpt=1
http://www.pewsocialtrends.org/2016/05/24/for-first-time-in-modern-era-living-with-parents-edges-out-other-living-arrangements-for-18-to-34-year-olds/
http://www.pewsocialtrends.org/2016/05/24/for-first-time-in-modern-era-living-with-parents-edges-out-other-living-arrangements-for-18-to-34-year-olds/
http://www.pewsocialtrends.org/2016/05/24/for-first-time-in-modern-era-living-with-parents-edges-out-other-living-arrangements-for-18-to-34-year-olds/
http://www.pewsocialtrends.org/2016/05/24/for-first-time-in-modern-era-living-with-parents-edges-out-other-living-arrangements-for-18-to-34-year-olds/
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