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Domestic Economic Data
Support First Fed Tightening

The horrific events in Paris instill more than terror, as
the terrorists know; they also cut into Parisian street life
and by extension impact the level of commerce in national
capitals and major cities worldwide. At the same time, such
events no longer shock and surprise as the events of 9/11
did 15 years ago. Even while mourning the victims and com-
mending leaders to be more resolute in meeting the terror
threat, the public finds a kind of accommodation (though
never acceptance) with each terror event. It seems increas-
ingly evident that a global response is required, and that will
take some time to coalesce.

Even while global citizens think globally in a world
made more fraught by terror, they continue to act locally in
locales that for the most part are physically untouched by
such events. Economic data reported across the U.S. in the
first half of November shows the economy expanding much
as it has across the multi-year recovery from the housing
crisis and recession. That is, growth is tepid but generally
positive; even as the level of activity fails to impress, it con-
tinues to grow.

STOCKS RISE INTO THE JOBS REPORT….
The brightest parts of the economy are those subject to con-
sumer-durables spending: housing and automotive. Con-
struction spending grew 0.6% month-over-month in Sep-
tember, following up on 0.7% growth in August. Auto sales
in October jumped 13% year-over-year. We note, though,
that the year-over-year change across the first 10 months of
2015 was just 6%, suggesting that the multi-year explosion
in auto and light truck sales may finally be tapering down.

Consistent with our “two economies” thesis, the in-
dustrial economy is not doing nearly as well as the con-
sumer economy in the United States. The October manu-
facturing purchasing managers’ index (PMI) ticked to 50.1%,
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barely remaining in expansionary territory. The Institute for
Supply Management noted some growth in new orders and
production, but also a slowing in supplier deliveries and con-
traction in inventories. ISM’s non-manufacturing PMI for
October was much healthier at 59.1% and featured a new
orders index at 62%.

Factory orders declined 1.0% in September, falling for
a second consecutive month. The decline reflected weak en-
ergy infrastructure spending as well as competitive impacts
on overseas trade from a strong dollar. New orders, however,
rose for the first time since May. It is too soon to call a bot-
tom in this series, given ongoing weakness in commodity
prices. But slightly improving data out of China, the most
important customer for commodities, could be a first step in
revitalizing the U.S. and global manufacturing performance.
The jobs outlook got a boost on 11/4/15 thanks to the 182K
private sector jobs added in October, according to ADP. But
that number lulled investors who were then dazzled two days
later by the 271,000 nonfarm payroll gain for October. The
U3 (headline) unemployment rate ticked down to 5.0% from
5.1%; average hourly wages and average workweek both
showed healthy growth.

…AND DECLINE AFTER NONFARM PAYROLLS
The nonfarm blowout number, released early in the month,
coincided with the near-term stock market recovery peak and
with newly bullish feelings about the economy. The data since
then has been more mixed, and it has come amid profit-tak-
ing in the market and a worsening in the geo-political envi-
ronment.

U.S. wholesale inventories increased 0.5% in Septem-
ber, the best showing in three months (June) and well ahead
of cautious consensus expectations. Additionally, August in-

(continued on next page)

®



- 2 -

ventories were revised to rising 0.3%, after an initial report of
0.1% growth. The advanced GDP growth rate for 3Q15 was
reported at 1.5%; inventories cut more than one percentage
point from 3Q GDP growth. This one data point may act to
push expectations higher for the first revision in 3Q15 GDP.

The producer price index for October declined 0.4%
month-over-month, reflecting the latest step-down in energy
prices. But even core PPI, which excludes food and energy,
declined 0.3% from September. Over the past 12 months, core
PPI has declined by 0.3%.

Retail sales for October were subpar, rising 0.1% against
0.5% expectations; the weakness should not have been a sur-
prise. Consumers sometimes rein in spending in anticipation
of the holiday blow-out. Unseasonably warm national weather,
perhaps influenced by El Nino, is leaving coats, hats and scarves
untouched on retailers’ shelves.

Consumer sentiment appears to be looking past any mod-
eration in formerly super-strong data points such as car sales,
retail sales and housing activity. The University of Michigan
Consumer Sentiment survey came in at a solid 93.1 for No-
vember, representing a rebound from 87.2 for October. Given
growing uncertainty in the outlook, analysts had been looking
for a 91.5 reading. It is worth noting, however, that this series
was in the high to mid-90s for most of the first half of 2015.

Yet to be reported in November are industrial production
and capacity utilization; housing starts and permits; new and
existing home sales; and leading economic indicators, all for
October. While none of those data points in and of themselves
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will change the investing climate, together they will help shape
investing attitudes heading into the market’s historically stron-
gest month of December.

CONCLUSION
Of all the data reported in November, the nonfarm payrolls
report argues most forcefully for a first rate hike. The com-
bination of low U3 unemployment, rising wages, and rising
workweek together suggest the Fed should not just raise rates,
but do so in December. The Fed, however, seems to add more
and more factors to its calculus, perhaps because it is pru-
dent or perhaps because it is most comfortable on the fence.

If the Fed chooses not to act, any one of several ex-
cuses will be at hand. The U.S. cannot police the world’s
currency exchange rates, particularly if other developed
economies in Europe and Japan are committed to ever-more-
accommodative monetary policy. But the Fed must track in-
flation trends. And, mostly because of global factors, infla-
tion remains quiescent, giving the Fed the excuse it needs to
remain on hold.

The Fed may fear misjudging the timing of its first rate
hike, whether it occurs in December 2015, March 2016 – or
even after the Presidential election is decided. But much more
than miscalculation, the market hates inaction and the un-
certainty it spawns. The clouds overhanging the global
economy, worsened by the terror events of this autumn, give
rise to uncertainty and paralysis. U.S. investors would wel-
come some kind of certainty in the form of a first rate hike.

Jim Kelleher, CFA,
Director of Research
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