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Steady, or Not 

The second estimate of real GDP growth in 2017q2 
was 3 percent at an annual rate. While this was the 
strongest reading since 2015q1, it was mainly a re-
bound from a lackluster first quarter. Real GDP growth 
in the first half of 2017 averaged 2.1 percent—on par 
with the average from 2010 to 2016. Relative to the 
past three years, the first half of 2017 saw slower con-
sumption growth and experienced a significant drag 
from slow inventory investment, but benefited from an 
improved trade balance and strong business fixed in-
vestment growth. The consumption weakness was 
largely due to slowing new vehicle sales, while the 
boost to fixed business investment was brought on by 
the long-awaited recovery in oil exploration activity. 

In recent weeks, Hurricanes Harvey and Irma struck 
the continental United States in quick succession, 
which will likely cause sizeable near-term swings in 
key monthly economic data. The hurricanes′ impact on 
GDP, however, is likely to be quite muted. The GDP 
effects of Hurricanes Katrina and Sandy suggest that 
inventory investment will be affected the most. Re-
building efforts will likely boost GDP somewhat in the 
coming quarters, but those effects will be hard to dis-
entangle from regular growth. 

Crossover Takeover 

The light vehicle sector has had a mixed year so far, 
with light truck sales holding up fairly well but car sales 
taking a beating. Even taking into account a possible 
drag on the annualized light vehicle sales pace due to 
Hurricane Harvey, the August reading of 16 million 
units was the weakest since early 2014. Major manu-
facturers′ restraint in incentive growth, willingness to 
control inventory via production cuts, and reduced em-
phasis on fleet sales are likely behind the recent vehi-
cle sales slowdown.  

We do not expect vehicle sales to linger too low for 
much longer. We expect the sales pace to approach 
17 million in the fourth quarter, as buyers who delayed 
their purchases because of the hurricanes and those 
who are looking to replace damaged cars help the 
market. The light truck share rises from 60.6 percent 
in 2016 to 64.1 percent in 2017. 

OPEC Shenanigans 

Oil prices have remained stubbornly low despite pro-
duction cuts by OPEC members. Recent news reports 
suggest that OPEC members cut production to meet 
their quotas, but they did not reduce exports. In July, 
Saudi Arabia announced it would decrease its oil ex-
ports, and urged other members to follow. The upcom-
ing partial privatization of Saudi Aramco, the state-
owned oil company, is likely to make Saudi Arabia 
push harder for higher oil prices.  

Wageless and Price-less Recovery 

Labor markets continue to improve, but at a slower 
pace as the economy has approached full employ-
ment. The unemployment rate has remained at 4.3–
4.4 percent in every month since April. The civilian la-
bor force participation rate has fluctuated in a narrow 
band between 62.7 and 63.0 percent since January. 
After reaching 2.8 percent in February, the year-over-
year growth of average private hourly earnings stalled 
around 2.5 percent in recent months. 

Inflationary pressures have diminished recently. Year-
over-year inflation in the overall PCE price index 
peaked at 2.2 percent in February and has deceler-
ated since then to the latest reading of 1.4 percent in 
July. Core PCE inflation, excluding food and energy, 
has also decelerated from its recent peak of 1.9 per-
cent year-over-year in January to 1.4 percent in July. 
As labor markets tighten and resource utilization picks 
up, we expect inflationary pressures to build in the me-
dium term and approach the Fed’s 2 percent target. 

Ready, Set,… Normal? 

The first phase of monetary policy normalization be-
gan in December 2015, when the FOMC first raised 
the federal funds rate from the zero lower bound. The 
second phase of normalization will involve the imple-
mentation of the Fed′s balance sheet normalization 
plan, which we expect will begin in October 2017. 

We expect a measured pace of two interest rate hikes 
per year in 2018–19, with the next hike slated for 
March 2018. While not impossible, we consider a De-
cember hike unlikely due to continuing weakness in 



 
         Actual                 RSQE Forecast 

 2016  2017 2018 2019 
      

GDP (billions of current $) 18624.5  19349.0 20186.1 21047.1 
      

Real GDP (billions of chained 2009 $) 16716.2  17081.9 17519.8 17904.3 
% change: year-over-year 1.5  2.2 2.6 2.2 
% change: 4th-qtr-to-4th-qtr 1.8  2.4 2.3 2.1 

      

Nonfarm payroll employment (millions) 144.3  146.5 148.6 150.4 
Civilian unemployment rate (%) 4.9  4.5 4.3 4.1 
Capacity utilization, total industry (%) 75.7  76.4 77.0 78.0 
      

Inflation (private nonfarm GDP deflator, % change) 1.3  1.7 1.7 2.0 
Inflation (CPI-U, % change) 1.3  1.9 1.5 2.0 
Inflation (core CPI, % change) 2.2  1.8 1.7 2.1 
      

Light vehicle sales (millions) 17.5  16.9 16.9 16.9 
Private housing starts (thousands) 1177.3  1202.5 1305.1 1332.0 
      

3-month Treasury bill rate (%) 0.3  0.9 1.5 2.0 
10-year Treasury note rate (%) 1.8  2.3 2.7 3.2 
Conventional mortgage rate (%) 3.6  4.0 4.4 4.8 
      

Real disposable income (billions of chained 2009 $) 12608.7  12806.1 13207.1 13632.5 
% change 1.4  1.6 3.1 3.2 

Corporate profits after tax (billions of current $) 1687.9  1798.4 1954.1 2138.0 
      

Value of U.S. $ (FRB broad index), % appreciation 4.7  −0.6 −2.9 −0.1 
Current account balance (NIPA basis, billions of current $) −460.9  −506.2 −544.6 −598.7 
      

Federal surplus (FY, NIPA basis, billions of current $) −660.8  −673.3 −774.0 −901.6 
      

 

measures of inflation and some deceleration in labor 
market improvement.  
 
The composition of the FOMC and hence the conduct 
of monetary policy is in flux. There will be only three 
governors in place at the October/November meeting 
of the FOMC. Consequently, the five voting regional 
Fed presidents will have the greatest weight in the 
conduct of monetary policy in decades. There have 
been three FOMC meetings since 1936 at which only 
eight members voted – in 1937, 1949, and 1950.  
 
Back to the Drawing Board  
 
Eight months into the Trump presidency, the Afforda-
ble Care Act is still the law of the land. Despite the dra-
matic collapse of the repeal-and-replace attempt in 
late July, Senate Republicans are currently making 
one last go at ACA repeal before the end of Septem-
ber. We think a repeal is unlikely and that the ACA will 
stay for the duration of our forecast. 
 
Up until Hurricane Harvey made landfall in Texas in 
late August, the September legislative session was 
shaping up to be quite contentious for the U.S. Con-
gress and the odds of a government shutdown were 
high. In a surprise move, President Trump negotiated 
a deal with congressional Democrats that authorized 
disaster relief funds, funded the federal government 
roughly at fiscal 2017 levels through early December 
2017, and suspended the debt ceiling for the same pe-
riod all at once. Raising the debt ceiling will likely be-
come necessary again sometime in the spring of 2018.  

The 2017–2019 Outlook 
 
All major components of domestic final demand make 
positive contributions to growth over our forecast hori-
zon, with consumption being the primary driver of 
growth. Real GDP is expected to grow at a 2.6 percent 
pace in 2018 and a 2.2 percent pace in 2019.  
 
Weak multi-family housing starts in the South in June 
and July, along with the effects of Hurricanes Harvey 
and Irma, imply softness in multi-family housing starts 
in 2017q2 to 2017q4. As rebuilding gains traction, an-
nual housing starts increase from 1.20 million units in 
2017 to 1.31 million in 2018 and 1.33 million in 2019. 
 
We project light vehicle sales to decrease to 16.9 mil-
lion units in 2017 and then to stay flat in 2018–19. The 
share of foreign-made vehicles stays roughly flat over 
the forecast, averaging 22.3 percent. 
 
Employment and Inflation 
 
The unemployment rate falls slowly from 4.5 percent 
in 2017 to 4.1 percent in 2019. As the economy ap-
proaches full employment, average monthly nonfarm 
payroll job gains slow from 182,000 jobs in 2017 to 
173,000 in 2018 and 157,000 in 2019.  
 
We expect low oil prices to keep headline CPI inflation 
muted in 2017. As energy prices pick up slowly, head-
line inflation increases from 1.5 percent in 2018 to 2.0 
percent in 2019. Core inflation remains slightly above 
the headline figure through our forecast horizon.  
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