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’Tis but a scratch 
 
Consumption spending had its weakest showing of 
the past seven years in the first quarter of 2017, con-
tributing only 0.2 percentage points to growth, partly 
due to a large decrease in consumer spending on 
motor vehicles and parts. We believe the economy is 
stronger than the headline 0.7 percent annualized 
real growth rate of GDP would suggest, and we ex-
pect a short-term rebound in consumption of services 
and durables, as well as in the more volatile category 
of inventory investment. 
 
Full employment: Are we there yet? 
 
The U.S. economy is now near full employment. The 
headline unemployment rate, at 4.4 percent in April, 
has already matched its cyclical bottom from the pre-
vious expansion. After a slow 2016, broader 
measures of labor market slack, such as the number 
of long-term unemployed, those working part-time for 
economic reasons, and the U-6 unemployment rate, 
are showing a faster pace of labor market tightening 
in 2017.  
 
In recognition of the improving economy, the Federal 
Reserve raised the federal funds rate this past De-
cember and then again in March. In recent years, the 
Fed has avoided spooking markets with unexpected 
moves. 
 
We project two more increases in 2017, one at the 
June FOMC meeting and the other at the December 
meeting. For 2018, our economic forecast is con-
sistent with two additional federal funds rate hikes, 
one fewer than the Fed's March "dot plot" implies. 
 
Domestic shale oil bruises OPEC 
 
In late 2016, hoping to trim global stocks of crude oil 
and boost prices, members of the Organization of 
Petroleum Exporting Countries (OPEC) and Russia 
agreed to cut oil production by 1.5 million barrels per 
day. However, global stocks of crude remain signifi-
cantly elevated, supported by rising extraction of U.S. 
shale oil. Recent oil prices are only slightly higher 
than in September 2016, just before the announce-
ment of a possible OPEC deal to cut production.   

 
An extension of the OPEC production cut for the sec-
ond half of 2017 seems nearly certain, with Russia 
likely joining OPEC again.  If prices remain near their 
current levels, the pressure on OPEC to extend pro-
duction cuts into 2018 will be high.  By the end of 
2018, we believe that world economic growth will 
soak up the excess oil inventory and support modest 
oil price inflation. 
 
Obamacare remains the law of the land 
 
The top legislative priority for Congress and the 
White House has been healthcare reform. After one 
failed attempt, the House passed a version of the 
American Health Care Act, the Republican replace-
ment for the Affordable Care Act, in early May. Utiliz-
ing a procedure for budget reconciliation, Republi-
cans hope to pass a revised version of the bill with a 
simple majority in the Senate rather than the sixty-
vote majority needed to overcome a filibuster. 
 
We continue to assume that most of the budgetary 
impacts of Obamacare repeal will occur beyond our 
forecast window, but that the individual and employer 
mandates—which impose penalties if healthcare is 
not purchased or offered—will be repealed and Medi-
caid expansion will slow within our forecast horizon. 
 
The tax reform outline released by the White House 
is big on ideas but lacks details. The outline also 
places a slightly greater emphasis on corporate tax 
reform relative to individual tax reform compared with 
our interpretation of President Trump's tax reform 
agenda as a candidate. We have accordingly adjust-
ed our assumptions about the magnitude of tax cuts 
in favor of corporate taxes, at the expense of a 
smaller decrease in personal taxes. 
 
Tight housing market 
 
House price appreciation remains brisk, with several 
major housing price indices showing a 5–6 percent 
pace of year-over-year appreciation. Considerably 
higher mortgage rates should bring house price ap-
preciation back to earth soon. However, long delays 
in data releases, disagreement in the high-frequency 
data, and evolving seasonal patterns make it difficult 



 

 
        Actual            RSQE Forecast 

 2015 2016  2017 2018 
      

GDP (billions of current $) 18036.6 18569.1  19340.4 20216.5 
      

Real GDP (billions of chained 2009 $) 16397.2 16662.1  17026.3 17439.6 

% change: year-over-year 2.6 1.6  2.2 2.4 

% change: 4th-qtr-to-4th-qtr 1.9 2.0  2.3 2.2 
      

Nonfarm payroll employment (millions) 141.8 144.3  146.5 148.4 

Civilian unemployment rate (%) 5.3 4.9  4.4 4.3 

Capacity utilization, total industry (%) 76.8 75.7  75.9 75.9 
      

Inflation (private nonfarm GDP deflator, % change) 1.1 1.3  1.9 2.1 

Inflation (CPI-U, % change) 0.1 1.3  2.4 1.9 

Inflation (core CPI, % change) 1.8 2.2  2.1 2.1 
      

Light vehicle sales (millions) 17.4 17.5  17.2 17.1 

Private housing starts (thousands) 1108.2 1175.8  1270.4 1334.8 
      

3-month Treasury bill rate (%) 0.1 0.3  1.0 1.6 

10-year Treasury note rate (%) 2.1 1.8  2.5 3.0 

Conventional mortgage rate (%) 3.9 3.6  4.2 4.7 
      

Real disposable income (billions of chained 2009 $) 12343.2 12685.6  12988.6 13414.5 

% change 3.5 2.8  2.4 3.3 

Corporate profits after tax (billions of current $) 1583.8 1652.0  1722.0 1852.8 
      

Value of U.S. $ (FRB broad index), % appreciation 12.5 4.7  1.6 -0.4 

Current account balance (NIPA basis, billions of current $) 477.4 467.5  489.3 522.7 
      

Federal surplus (FY, NIPA basis, billions of current $) 589.7 629.0  661.8 804.4 
      

 

to tell whether home price inflation is slowing yet. 
Housing inventories have remained tight in the first 
quarter of 2017. The National Association of Realtors 
seasonally adjusted months' supply measure of exist-
ing single-family homes for sale ticked down to 4.1 
months in the first quarter of 2017. 
 
The 30-year conventional mortgage rate jumped in 
the aftermath of the election in November 2016, from 
3.5 percent in October to 4.2 percent in December. 
Mortgage rates have receded a bit since then, to an 
average of 4.0 percent in March 2017. We expect this 
dip to be temporary, with mortgage rates resuming 
their upward climb in the current quarter. We expect 
house price appreciation of 4.6 percent during 2017 
and 3.5 percent during 2018. 
 
Tapping the brakes 
 
Light vehicle sales are tapping the brakes in 2017 
after a roaring finish to 2016, which saw fourth-
quarter sales reach an average annualized pace of 
18 million units. Sales in the first quarter fell to a 
more sustainable pace of 17.2 million units. 
 
Both car and light truck inventories remain elevated, 
with the days' supply of domestic cars and light trucks 
in the 75–77 days' range for April. Incentives are like-
ly to remain generous as dealers attempt to free up 
space for next year's models. We project the shift 
away from autos and into light trucks to continue in 
2017 and 2018, as consumers are enticed by larger 
vehicles with improved fuel economy. 

The 2017–2018 outlook 
 

We expect all major components of domestic final de-
mand to expand at a respectable pace over our fore-
cast horizon. The rest of 2017 will see some catch-up 
growth in consumption and inventory investment after 
a very weak first quarter. Real GDP growth acceler-
ates from 2.2 percent in 2017 to 2.4 percent in 2018.  

 
The housing sector continues to contribute to overall 
economic growth as residential investment expands 
in response to higher prices. Annual housing starts 
grow at a decent pace, increasing from 1.18 million in 
2016 to 1.33 million in 2018. 

 
Employment and inflation 

 
The unemployment rate falls to an average of 4.4 
percent in 2017 and 4.3 percent in 2018. As the 
economy nears full employment, we expect average 
monthly job gains to slow to 174,000 in 2017 and 
147,000 in 2018. 

 
We expect core CPI inflation to be stable, at 2.1 per-
cent in 2017–18. Energy price growth will support 
headline inflation relative to core inflation in 2017. In 
2018, we expect all-item inflation to lag behind core, 
reflecting slow oil price appreciation. Headline CPI 
inflation rises to 2.4 percent in 2017 and slows to 1.9 
percent in 2018. 


