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Unemployment Drop, EM Jitters, Weather…   
 

Several factors—some transitory, some fundamental—with potentially conflicting implications 
for the near-term economic outlook made this forecast round difficult. The net result was that 
we lowered slightly our forecast for economic growth, but moved forward the expected date of 
the first Fed rate hike, and raised the path of long-term yields compared to last month’s 
forecast.    
� An unexpectedly strong pace of inventory building boosted GDP growth late in 2013 and points 

toward some drag from this source in early 2014.  
� Abnormally cold weather at the end of last year and early this year is expected to depress GDP 

growth in 2013:Q4 and 2014:Q1 and boost growth in 2014:Q2.  
 

More fundamentally, a recent deterioration in financial conditions and disappointing data on 
spending, employment, and production contributed to a weaker growth forecast with 
increased downside risks to the forecast. 
� The recent intensification of Emerging Market woes contributed to a deterioration of U.S. financial 

conditions including weaker equities, rising corporate risk spreads, and a stronger dollar, and 
argued for trimming the growth forecast.     

� In addition, recent weak reports for housing, two consecutive weak reports on nonfarm payroll 
employment, and soft recent indicators of the pace of business fixed investment suggested a 
more sluggish hand-off to 2014 than previously expected. 

� As a result, we lowered our forecast for GDP growth this year, from 3.1% to 2.8%, with similar 
downward revisions to our growth forecasts for 2015 and 2016, when we still expect growth at or 
slightly above 3%.1 

 
The most significant change in the forecast is the nearly ½ percentage point downward 
revision to the path of the unemployment rate. 
� The downward revision reflects the larger-than-anticipated declines in the unemployment rate in 

the last two employment reports.  
� In this month’s forecast, the unemployment rate reaches 6.5% this quarter, a year earlier than in 

our previous forecast. We now expect the unemployment rate to fall to 6¼% and 5¾% by the 
fourth quarters of 2014 and 2015, respectively. 
 

 
Given the lower path of the unemployment rate, we now expect the Federal Reserve to start 
raising the funds rate in 2015:Q2.    
� Our new funds rate call remains consistent with the FOMC2 rate guidance that the first rate hike 

could come “well after” the unemployment threshold is crossed.   
� We have not changed our views on tapering and still expect QE3 to be completed in the second 

half of this year. 
� Also contributing to a higher path of long-term rates, we now assume a somewhat quicker 

normalization of the term premium than in recent forecasts. 
 
We see core consumer price inflation (PCE) as having bottomed at 1.1% last year, and expect 
it to rise to 1.6% in 2014, 1.7% in 2015, and 2% in 2016. 

 

                                                      March 4, 2014 
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The Outlook in Full 
 
Upward Recent upward revisions to third-quarter GDP growth and a very solid advance estimate of 
fourth-quarter GDP growth paint a picture of a more buoyant 2013 than most thought possible not 
too many months ago; GDP growth over the second half was a robust 3.7% (annual rate) and 
for 2013 as a whole an above-trend 2.7%!   As 2013 closed it appeared the  U.S. economy would 
carry very solid momentum into 2014.  However, a large positive contribution from inventory building 
in the third and fourth quarters accounted for much of the strength over the second half of 2013, and 
could be expected to rob some growth from early in 2014.  

  
Several additional factors with potentially conflicting implications for the near-term outlook arose 
during the period between forecasts and on net resulted in a slight downward revision to our forecast 
of economic growth, an earlier expected date of the first Fed rate hike, and a higher path of long-
term yields, compared to last month’s forecast.  We now expect GDP growth in 2014 of 2.8%, rising 
to 3.1% in 2015 and 3.0% in 2016, and moved forward to the second quarter of 2015 the expected 
date of the first Fed rate hike.  Instrumental in the decision to move up the date of the expected first 
rate hike was the sharp and unexpected 1/2 percentage point drop in the unemployment rate that 
occurred between the completion of the last forecast (December 27) and this one (February 11). 

  
Factors impacting the near-term growth profile included the aforementioned unexpectedly strong 
pace of inventory building that boosted GDP growth in the third quarter and the fourth quarter.  By 
the fourth quarter we had expected a start to the correction in the pace of inventory building towards 
a more sustainable pace to have already begun.  However, as inventories continued to accelerate in 

Source: Federal Reserve Board; Macroeconomic Advisers, LLC; Forecast completed on February 11, 2014 
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the fourth quarter, it increased the expected drag from this source in early 2014, subtracting about 
1.2 percentage points from GDP growth in the first quarter and another six-tenths in the second 
quarter.  In addition abnormally cold weather at the end of last year and early this year is expected to 
depress GDP growth by roughly three-tenths of a percentage point in 2013:Q4 and four-tenths in 
2014:Q1 and boost growth by seven-tenths in 2014:Q2, if weather returns to seasonal norms.  As a 
result of the inventory drag  and weather effects, GDP is expected to grow at just a 1.9% pace in the 
first quarter, but jump to 3.1% in the second quarter as the temporary factors reverse or dissipate.   
Incoming data since we completed the model-based forecast suggests a somewhat slower pace of 
growth in the first quarter near 1.5%.   

  
More fundamentally, the recent deterioration in financial conditions and disappointing data on 
spending, employment and production contributed to a weaker forecast of growth and increased 
downside risks to that forecast.  The recent intensification of Emerging Market woes contributed to a 
deterioration of U.S. financial conditions including the sharp drop in equities since the beginning of 
the year, rising corporate risk spreads, and a stronger dollar, and argued for trimming the growth 
forecast. To be sure the recent apparent loss of momentum domestically also contributed to less 
supportive financial conditions.  In addition, recent weak reports for housing, two consecutive weak 
reports on nonfarm payroll employment, and soft recent indicators of the pace of business fixed 
investment  directly suggested a more sluggish hand-off to 2014 than previously expected.   
  
Parsing the growth effects of the abnormal weather and potential spillovers from the expected 
slowdown in stock building from a more fundamental slowing is difficult and suggests caution in 
revising the growth outlook until we see a couple more months of data (hopefully) under more 
seasonal weather. Moreover, some of the deterioration in financial conditions here that was arguable 
related to the intensification of the Emerging Markets issues has already reversed, faster than we 
had expected.  So there too, a wait-and-see approach is probably the best approach before reading 
too much into the softer incoming data and worsening financial conditions.  This sentiment has 
clearly come through in recent statements by Fed speakers and the minutes of the January 
meeting...despite some modest deterioration to outlook, the bar is high to moving off the expected 
pace of tapering, namely  trimming QE3 purchases by $10 billion per FOMC meeting. 
  
Although GDP is projected to accelerate little from 2013 to 2014 — from growth of just 2.7% to 2.8% 
— this is misleading regarding the expected improvement in the underlying momentum in the 
economy.  In the last forecast round, the upward revision to growth in the second half of 2013 was 
more than accounted for by faster inventory accumulation; because we are fairly confident that will 
reverse in 2014, this shifted two-tenths of GDP growth (measured fourth-quarter to fourth quarter) 
from 2014 into 2013.  More importantly and impressively, final sales to domestic purchasers is 
expected to step up  from 1.6% in 2013 to 3.6% in 2014.   
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Much of this acceleration is due to dramatically reduced fiscal drag. We estimate that drag on GDP 
growth from fiscal policy  (spending cuts and tax increases combined) last year was around 1 1/2 
percentage points, falling to a couple of tenths of a point this year. Much of that improvement — 
about two-thirds — stems from there not being any tax increases in 2014 to hold back consumer 
spending as we saw in 2013 with the expiration of the payroll tax holiday, the high-income-earner tax 
increases and the imposition of new ACA taxes. The expiration of “emergency extended 
unemployment benefits” remains a negative for growth, but the overall GDP impacts are estimated 

to be modest. 
 Assuring the absence of significant fiscal drag this year, the President signed the two-year 
bipartisan budget deal, thereby removing a major hurdle in the way of faster growth.  In addition, the 
Republicans in the House recently indicated there would be no showdown over the debt ceiling, 
removing the other potentially harmful fiscal policy faux pas from the outlook. We had previously 
assumed no shutdown or impasse over the debt ceiling and outlay levels broadly consistent with the 
approved budget, so these developments occasioned no change in the forecast. The reduced drag 
and the reduced uncertainty over policy compared to last year are a major plus for growth this year. 
  
The most significant change in the forecast from the prior forecast is the roughly ½ percentage point 
downward revision to the path of the unemployment rate. This reflects the larger-than-anticipated 
declines in the unemployment rate in the  employment reports for December and January, that were 
released between forecast rounds.  In December a two-tenths decline in the participation rate  and a 
modest rise in employment accounted for a three tenths decline in the unemployment rate, when we 
expected a rise in the participation rate to hold the unemployment rate steady at 7.0%.  In January, a 
sharp jump in civilian employed (a volatile series) pushed the unemployment rate all the way down 
to 6.6%. In this month’s forecast, the unemployment rate averages 6.5% this quarter, a full year 
earlier than in our previous forecast. We now expect the unemployment rate to fall to 6¼% and 5¾% 
by the fourth quarters of 2014 and 2015, respectively. 
  
Given the lower path of the unemployment rate, we now expect the Federal Reserve to start raising 
the funds rate in 2015:Q2.  Even though the job gains shown in the establishment survey were 
disappointing in both months (in part due to weather), and given all the reasons one should down-
weight the decline in the unemployment rate as an indicator of overall labor-market improvement, 
this was too large a change in our perception of labor-market slack to ignore.  As a result of reaching 
the 6½% unemployment rate threshold about a year earlier than previously expected, we moved up 
the expected date of the first Fed tightening by several months to the second quarter of 2015. This 
new funds rate call and unemployment rate forecast remains consistent with the FOMC rate 
guidance that the first rate hike could come “well after” the unemployment threshold is crossed. We 
have not changed our views on tapering and still expect QE3 to be completed in the second half of 
this year. Also contributing to a higher path of long-term rates, we now assume a somewhat quicker 
normalization of the term premium than in recent forecasts. 
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Inflation has remained subdued, roughly as expected. As a result, we are still projecting PCE 
inflation to remain below the Fed’s target for most of the next three years. We see core consumer 
price inflation as measured by the PCE price index as having bottomed at 1.1% last year, and 
expect it to rise to 1.6% in 2014, to 1.7% in 2015, and 2.0% in 2016.   
 
Despite the recent loss of momentum in the data — some of which is due to exceptionally cold 
weather and will be made up — and the financial spillovers from the intensification of the Emerging 
Markets issues, 2014 is likely to show real underlying improvement relative to 2013.  While downside 
risks remain, pre-conditions for a significant step-up in growth are falling into place.  
  
Financial conditions continue to improve, most visibly in the improvements to household sector 
balance sheets from the strong rise in home prices and equities.  With respect to the latter, even with 
the roughly 2% decline in the S&P 500 stock index we project for the first quarter, household sector 
net worth (nominal) is expected to be roughly flat over the quarter, thanks to offsetting increases in 
other asset prices (namely house prices) and personal saving. Over the four quarters of 2013, we 
estimate that household net worth jumped over $10 trillion or 14.3%, with about 60% of the increase 
due to equities, roughly 30% tied to gains in real estate tied to rising house prices, and the 
remainder accounted for by other financial assets and increases in the stocks of consumer durables.  
In addition, the sharp increases in house prices also add to the rising demand for housing, 
reinforcing the inevitable push from demographics.   
  
Other measures of financial conditions that we believe bear directly on key components of aggregate 
demand also continue to improve.  Corporate risk spreads relative to Treasury yields have continued 
their uneven improvement, and banks continue to show increased willingness to make consumer 
installment loans.  In addition, as outlined above, the significant fiscal drag from tax increases and 
spending cuts that restrained growth in 2013 by roughly 1½ percentage points is surely not going to 
be repeated in 2014. The absence of that drag and the uplift from improved financial conditions 
argue for a significant firming in growth of consumer spending, housing construction and business 
investment.   
  
There are three major contributors to the projected acceleration in GDP from 2013 to 2014.  (See the 
chart below showing the contribution to GDP growth from the major components of GDP.)  First, 
PCE will benefit from the absence of the tax increases (expiration of the payroll tax holiday, 
implementation of the high-earner marginal rate increase, ACA taxes) that slowed disposable 
income growth early in 2013, the dramatic improvement in balance sheets and the firming in 
employment and real income growth. The contribution from PCE to GDP growth will jump from 1.6 
percentage points in 2013 to 2.5 percentage points in 2014.  Second, we estimate that the direct 
contribution from government (combined federal and state & local) consumption and gross 
investment will swing from -0.4 percentage point of GDP growth in 2013 to +0.2 in 2014.  Third, the 
rise in housing construction is expected to get back on track, with its contribution to GDP growth 
rising from 0.2 percentage point in 2013 year to 0.4 percentage point in 2014.   

  

Contributions to Q4/Q4 GDP Growth
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The MA forecast is marginally more upbeat than the Blue Chip Consensus view.  For 2014, we 
expect GDP growth one-tenth higher than the Blue Chip panel. The primary reason we are more 
optimistic than the Blue Chip panel is that our forecast of consumer spending is much stronger than 
is the consensus, as we expect growth nearly a percentage point faster in 2014.   

  
We expect inflation to rise more slowly than does the Blue Chip consensus, but both forecasts are 
for inflation to remain well contained through 2015.  The elevated unemployment rate and low 
inflation keeps the Fed’s peddle to floor through at least 2014 in both our forecasts, resulting in no 
rise in the fed funds rate, and only a modest further rise in longer-term yields.   
  
The MA forecast for the 10-year note yield in 2014 is roughly 10 basis points below that of the Blue 
Chip panel indicating a slower expected normalization in the term premium and/or a slower pace of 
anticipated increases in the fed funds rate once tightening begins. 
  
Downside risks to this improving outlook remain, but appear to be diminishing in most dimensions.  
Such risks associated with the euro zone continue to fade as the recovery there unevenly continues 
to gain traction, but we are by no means out of the woods yet. Concerns over a hard-landing in 
China seem to wax and wane, but generally are receding, as have fears of wider conflict in the 
Middle East associated with the civil war in Syria. The intensification of Emerging Market issues is 
the most recent downside risk to flair in importance, although there, too, concerns seem to be 
receding. Waning uncertainty will permit a return of the kind of risk-taking activity that drives 
economic growth, such as decisions to hire, invest, and make large (durable goods and housing) 
purchase decisions. We place considerable importance on the reduction of uncertainty as a force 
that will allow growth to firm. 
  
Firming Growth of GDP: Less Uncertainty, Better Financial Conditions, Less Fiscal Drag 
As argued above, the pre-conditions for a significant step-up in growth are falling into place. 
Financial conditions continue to improve. The huge fiscal drag that restrained growth last year is not 
going to be repeated this year.  In addition,  the budget deal will resolve some uncertainty that we 
have argued has restrained business investment. The diminution of drag, uplift from improved 
financial conditions, and declining uncertainty argue for a significant firming in growth of consumer 
spending, housing construction, and business investment that together will facilitate a significant 
acceleration in GDP.   
  
Of course there are two sides to every coin. The improved momentum and growth prospects have 
already begun to encourage a rise in long-term Treasury yields.  Indeed a rise is in the offing even if 
there are no surprises because simply approaching the date of the expected start to Fed rate hikes 
raises the expected future average of short-term rates and thereby increases long-term yields.  
Confirmation that the outlook will evolve consistent with the market’s views of future Fed policy is all 
that is needed.  So the normal cyclical headwind of rising rates, which already has begun to blow, 

Macroeconomic Advisers' Forecast Vs. Blue Chip Consensus
Q4 to Q4 % change
or annual average

2013.3 2013.4 2014.1 2014.2 2014.3 2014.4 2013 2014 2015
GDP Growth
   Macroeconomic Advisers 4.1 3.2 1.9 3.1 3.0 3.3 2.7 2.8 3.1
   Blue Chip (February 10) 4.1 3.2 2.2 2.8 2.9 3.0 2.7 2.7 3.0

PCE Growth
   Macroeconomic Advisers 2.0 3.3 3.0 3.9 4.0 3.7 2.3 3.7 3.5
   Blue Chip (February 10) 2.0 3.3 2.7 2.8 2.9 2.9 2.3 2.8 2.8

Unemployment Rate*
   Macroeconomic Advisers 7.3 7.0 6.5 6.4 6.3 6.2 7.0 6.2 5.8
   Blue Chip (February 10) 7.3 7.0 6.7 6.6 6.5 6.4 7.0 6.4 5.9

GDP Price Inflation
   Macroeconomic Advisers 2.0 1.3 1.1 1.3 1.9 1.7 1.3 1.5 1.8
   Blue Chip (February 10) 2.0 1.3 1.6 1.7 1.9 1.9 1.3 1.8 2.0

3-month Treasury Bill Yield*
   Macroeconomic Advisers 0.03 0.06 0.03 0.03 0.07 0.10 0.06 0.10 0.64
   Blue Chip (February 10) 0.03 0.06 0.10 0.10 0.10 0.10 0.06 0.10 0.80

10-year Treasury Note Yield*
   Macroeconomic Advisers 2.71 2.75 2.74 2.87 3.11 3.33 2.75 3.33 3.93
   Blue Chip (February 10) 2.71 2.75 2.90 3.00 3.20 3.40 2.75 3.40 3.90

* Annual value s are  for fourth quar ter
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will continue to build strength. Our expectation is that the adverse growth effects from rising rates will 
be overcome by the positive forces identified above. 
  
We project that GDP will grow 2.8% this year. As noted above, this now appears as not much of an 
acceleration. GDP advanced at 3.7% annual pace in the second half of last year. This provides 
significant momentum heading into 2014, but not as much as appears on the surface as inventory 
investment rose to unsustainably high levels. Declines in the pace of stock building over the first half 
of 2014 are expected to trim nearly a percentage point (on average) from first half growth, with GDP 
expected to grow 1.9% in the first quarter, rising to 3.1% in the second.  Underneath the relative first-
quarter softness is quite solid growth of final sales of 3.2%.   
  
Personal Consumption Expenditures: 
Several factors account for the expected firming in consumer spending.  First, household net worth, 
after rising  9.3% in 2012, is projected to jump 14.3% in 2013 and 5.7% this year, driven mainly by 
gains in house prices and equities.  Our model of consumer spending suggests a long-run marginal 
propensity to consume of roughly $0.05 per dollar of wealth.  The full pass-though from a rise in real 
wealth to consumer spending takes several years. There is a relatively quick pass-through from non-
equity net worth, with much of the adjustment complete after three quarters.  The full response of 
consumption to changes in net worth held in the form of equities takes about four years. 

  
Second, consumer spending is benefitting from the release of pent-up demand for cars and light 
trucks. Since declining nearly 6% during the recession and its immediate aftermath, the stock of 
consumer motor vehicles and parts remains well below our estimate of the desired stock. This will 
contribute to rapid increases in light vehicle sales through the end of the short-term forecast, 
reflected in strong growth of expenditures on consumer durables.   

Personal Consumption Expenditures & Related (2005$)
percent change annual rate, unless noted

Q4 to Q4 % Change
2013.2 2013.3 2013.4 2014.1 2014.2 2014.3 2012 2013 2014 2015 2016

Personal consumption ex penditures 1.8 2.0 3.3 3.0 3.9 4.0 2.0 2.3 3.7 3.5 2.5
   Durable goods 6.2 7.9 5.9 5.8 11.7 10.4 7.8 6.4 9.4 7.9 4.0
      Motor vehicles and parts -0.9 5.0 0.7 2.0 6.7 16.9 7.1 2.5 10.1 10.8 2.5
      Other durable goods 10.0 9.4 8.6 7.8 14.3 7.3 8.2 8.5 8.9 6.4 4.9
   Nondurable goods 1.6 2.9 4.4 3.3 3.8 2.8 1.6 2.9 3.1 2.6 1.9
      Food -1.1 2.7 3.6 1.1 1.2 1.7 1.9 1.8 1.3 1.3 0.5
      Gasoline -0.9 3.2 1.5 1.1 0.2 0.9 -1.6 2.0 1.1 2.2 1.5
      Other nondurable goods 4.3 3.0 5.9 5.5 6.7 4.0 2.4 4.0 4.9 3.6 2.9
   Services
      Housing services 0.1 -2.5 1.1 0.5 -0.3 2.3 0.5 0.8 1.2 2.6 2.6
      Medical services 3.6 2.7 1.6 2.0 2.4 4.1 2.4 2.3 3.1 3.9 3.3
      Other services 0.6 1.5 3.9 3.8 4.6 3.7 1.2 1.4 3.8 3.1 1.9

Related Series:
Disposable personal income 4.1 3.0 0.8 1.0 2.5 2.8 3.6 -0.1 2.4 3.4 3.4
    Disposable labor income 3.4 2.2 1.5 1.2 2.0 2.3 3.7 -1.9 2.2 3.3 3.1
    Personal transfer income 0.9 2.6 0.4 1.2 2.4 1.9 1.8 2.3 2.0 2.9 2.6
Personal saving rate (%) 4.7 4.9 4.3 3.9 3.6 3.4 5.6 4.5 3.5 3.2 3.6

Light Ve hicle Sales (mils. units) 15.5 15.7 15.6 15.7 16.2 16.3 14.4 15.5 16.2 16.7 17.0
Civilian unemployment rate (%) 7.5 7.3 7.0 6.5 6.4 6.3 8.1 7.4 6.3 6.0 5.6
Will ingness to make cons. loans (index) 22.2 13.0 14.5 14.1 12.6 11.3 17.4 15.2 12.1 9.9 9.7

Household net worth* 7.6 10.6 21.4 -0.2 7.5 9.6 9.3 14.3 5.7 3.0 2.5
    Equities* 6.0 26.0 44.2 -8.7 14.6 21.3 13.9 29.0 8.7 1.6 -0.1
    Real Estate* 12.1 10.1 9.8 5.5 5.4 5.5 8.7 11.6 5.5 5.1 4.9
    Other NW* 5.0 -3.0 15.8 3.4 2.5 2.2 7.2 4.9 2.5 2.0 2.1

*Growth rates of nominal values

Source: Bureau of Economic Analysis; Macroeconomic Advisers, LLC; Forecast completed  on February 11, 2014 
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Third, household debt relative to income is shrinking. Credit market debt as a share of disposable 
income, the “debt ratio,” has declined from a pre-recession peak of 130% to 104% as of the third 
quarter of 2013. This was accomplished through the solid but temporary rise in the saving rate 
during the recession and in the immediate aftermath.  The personal saving rate briefly exceeded 7% 
then fell back to roughly 5½% averaged over 2012 and 4.3% in the fourth quarter of 2013.  To some 
extent, debt forgiveness also contributed to the decline in household debt. The debt ratio has 
returned to levels seen in early 2003, suggesting that household balance sheet deleveraging has 
come a long way. No one can say where this process will end, but we suspect it has nearly run its 
course. Where the debt ratio troughs in this cycle will depend in large measure on how quickly 
lenders of all sorts ease credit terms. 

  
Relatedly, the burden of household debt is falling. As a share of disposable personal income, 
household payments to service various types of debt and for various other commitments (e.g., 
leases, insurance, taxes) have dropped sharply since the end of the recession. While some of the 
decline in this financial obligations ratio reflects declines in debt from debt forgiveness, some also 
reflects the pay down of debt, record-low interest rates, and rising employment and income.   
Importantly, it suggests that a significant number of households may now be in a position to take on 
more debt to finance growth of consumption expenditures in excess of growth of disposable income. 
  
Fourth, delinquency rates on consumer loans have declined to effectively record-low levels. This 
suggests the prospect of continued easing of credit terms, increased bank willingness to make 
consumer loans, and further expansion of consumer debt that will provide additional support to 
consumer spending. 
  
Finally, labor income is expected to benefit from a modest additional firming of growth of payroll 
employment.  As GDP growth firms, payroll gains are expected to move up, averaging about 200 
thousand per month this year and about 215 thousand per month in 2015. The associated 
improvement in growth of labor income will support PCE. 
  
Housing Sector: 
 
Housing activity cooled off over the summer in response to the jump in mortgage rates, but we 
expect the resumption of a firming trend in the months to come. The housing sector is benefiting 
from strong investor interest, a continued release of pent-up demand by current and potential home 
owners, modest loosening of mortgage credit terms, and renewed builder optimism. We look for 
housing starts to rise from 928 thousand in 2013, to 1,043 thousand this year, 1,400 thousand in 
2015, and 1,608 thousand in 2016 — the trend in starts is firming.   
 

Source: Macroeconomic Advisers, LLC; Forecast completed on February 11, 2014 
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Over the last several years, housing starts had been held down by elevated vacancies, tight lending 
conditions, and declining home prices. These sources of drag are giving way to more favorable 
conditions, allowing housing starts to move up.  Our analysis of the long-term prospects for housing, 
based upon a careful analysis of demographic trends and a return to normal vacancy, demolition, 
and conversion rates, suggests that the level of housing starts during the 2012-2021 period should 
average about 1.55 million units per year. Given that we built homes in 2013 at just over a 900 
thousand pace, housing starts clearly have a long way to rise, and there will likely be some over-
shooting of the 1.55 million pace at some point over the next decade. 

 
The recent and prospective rise in home prices remains key to a sustained and strong recovery in 
home construction.  The CoreLogic house price index  (nsa) rose 8.8% last year (December to 
December).  Similar indexes from FHFA and S&P/Case-Shiller rose at annual rates of 14.7% and 
7.7%, respectively, through November. Recent readings on home prices have decelerated, as we 
have been expecting, but are still expected to show a healthy rise for the next few years.  We expect 
the CoreLogic home price index to rise a healthy 4.7% over 2014, 3.9% in 2015, and 3.5% in 2016.   
  
Falling/rising home prices create a vicious/virtuous cycle. Potential buyers, typically asked to put 
down 20% or more, risked seeing their equity wiped out in a year or two when home prices were 
declining at a 10% to 20% rate. With home prices now rising from exceptionally affordable levels, 
buyers are enticed into the market, both because prices are low and because they are rising!  Rising 
housing equity supports an increase in demand for housing and leads to more strength in home 
sales, which supports additional increases in home prices and further stokes an improvement in 
demand. The expectation of rising prices reduces the user cost of owning a home and boosts the 
demand for housing while also improving the environment in which decisions for mortgage finance 
are undertaken.   

Source: CoreLogic; Macroeconomic Advisers, LLC; Forecast completed on February 11, 2014 

Housing and Construction
Percent change annual rate, unless noted

Q4 to Q4 %ch, or  Ann. Avg.
2013.2 2013.3 2013.4 2014.1 2014.2 2014.3 2012 2013 2014 2015 2016

Pvt. housing starts (thous. units) 869 882 1002 958 987 1060 783 928 1043 1400 1608
   Single family 598 596 661 640 662 725 537 621 711 1037 1206
   Multifamily 270 287 340 318 325 336 247 306 333 363 402
      2-4 family 12 14 13 13 13 17 12 14 16 31 47
      5+ family 258 273 327 305 312 319 235 293 317 332 355

Real Residential Investment
Residential investment 14.2 10.3 -9.8 4.6 12.7 17.1 15.5 6.3 13.1 19.8 10.7
   Single family 12.5 3.8 -4.8 18.9 5.1 23.8 31.0 9.3 22.6 47.4 13.3
   Multifamily 38.2 14.4 43.6 12.2 14.4 10.1 58.4 35.1 13.1 9.7 12.5
   Other 13.0 13.5 -16.5 -3.5 17.2 14.1 6.5 2.4 7.9 3.6 8.1

Real value per unit 
   Single family 5.2 10.4 -17.0 4.7 0.5 1.2 3.7 -1.7 1.9 1.2 1.2
   Multifamily 11.3 21.8 25.8 -8.7 8.2 1.2 15.7 9.6 0.3 1.2 1.2

Other factors affecting housing:
Residential mortgage rate (%) 3.69 4.44 4.30 4.33 4.43 4.64 3.66 3.98 4.56 5.25 5.79
Existing home prices (CoreLogic) 12.8 10.3 9.1 4.8 4.7 4.7 9.0 11.2 4.7 4.0 3.5

Rental prices of investment (%)
   Single family 5.9 4.8 3.6 2.7 1.8 1.7 9.1 5.3 2.0 1.5 0.2
   Multifamily 4.5 5.0 4.8 5.3 5.9 5.7 4.1 4.7 5.6 6.3 5.7

Housing Market Index, Expectations 54.7 66.3 61.0 60.0 59.0 58.0 40.5 57.9 58.6 56.3 53.3
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Exports, Imports and Net Exports: 
 
Net exports are not expected to be a major factor in the growth of GDP over the forecast horizon.  
The recent rise in the dollar contributes to modest drag from net exports over the next two years, but 
a resumption of the decline in the real dollar eventually leads to a modest upturn in net exports in 
2016. The broad, nominal dollar trended unevenly higher in 2013, reaching a fourth-quarter average 
of 101.6 from 98.9 averaged over the fourth quarter of 2012. This increase outpaced foreign 

(relative) prices, so the real dollar rose about 1% over this period. Going forward, we look for the 
nominal dollar to drift modestly higher and for foreign (relative) prices to rise faster, leaving a 
downward drift in the real dollar (a 1.1% average annual decline over the next three years). 
  
Both exports and imports are expected to accelerate in 2014. After rising 5.4% in 2013, real exports 
of goods and services are forecast to rise nearly 6% averaged over the next 3 years. This occurs as 
the trade-weighted measure of foreign GDP growth rises from an estimated 2.5% in 2013 to 3.1% 
this year and to 3.3% in 2015 and 2016. Real imports of goods and services also accelerate from 
growth of 2.7% in 2013 to 7% averaged over 2014 and 2015. Accelerating imports reflect firming 
domestic demand.  Imports rise more than exports (in absolute terms) over the next two years, and 
real net exports decline enough to subtract three-tenths from GDP growth in 2014 and six-tenths in 
2015. In 2016, imports decelerate to growth of 4.4% and real net exports rise enough to add two-
tenths to GDP growth then. 

 
  
 
 

Exports, Imports, Net Exports & Related (2005$)
percent change annual rate, unless noted

Q4 to Q4 %ch, or  Ann. Avg.
2013.2 2013.3 2013.4 2014.1 2014.2 2014.3 2012 2013 2014 2015 2016

Net Exports (bils. of  2005$) -381 -376 -329 -322 -330 -345 -387 -366 -341 -425 -440

Exports 8.0 3.9 11.4 2.2 5.6 5.4 2.4 5.4 4.8 5.8 6.7
   Merchandise 9.4 5.6 15.1 1.0 5.6 5.0 1.4 6.6 4.4 6.1 7.3
      Nonagricultural 13.5 3.2 10.2 3.7 5.9 5.3 2.0 5.8 5.4 6.4 7.6
      Agricultural -24.6 33.7 75.4 -21.3 2.4 2.5 -4.0 15.1 -4.0 3.1 3.5
   Services

Imports 6.9 2.4 0.9 0.5 6.3 7.5 0.1 2.7 5.7 8.4 4.4
   Merchandise 7.5 2.4 0.8 0.3 6.5 8.0 0.0 2.6 6.0 9.2 4.7
      Nonpetroleum 9.9 3.5 2.7 3.1 7.0 9.6 2.5 4.6 7.8 10.9 5.6
      Petroleum & Products -3.6 -3.1 -8.0 -12.9 4.0 0.0 -9.8 -6.4 -2.8 -1.1 -1.6
   Services

Related Series:
Trade-weighted foreign GDP growth 3.1 2.8 2.4 3.0 2.7 3.2 2.2 2.5 3.1 3.3 3.3
Trade-weighted exch. rate (broad, index) 101.0 102.1 101.6 103.3 103.5 104.2 99.8 101.1 104.0 106.1 106.2
Real exchange rate (index) 158.0 160.3 158.6 160.6 159.8 159.8 157.1 158.4 160.0 159.4 156.7

Current account balance (bils. $) -386 -379 -312 -323 -332 -338 -440 -374 -334 -367 -323
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Change in Private Inventories: 
The pace of inventory-building (Change in Private Inventories or CIPI) is expected to moderate 
through the end of 2014 before turning up over 2015 and 2016.  The moderation through the end of 
this year reflects a couple of factors. First, as farm output recovered from the 2012 drought, farm 
inventories built rapidly in 2013, propping up total inventory investment. The pace of farm inventory 
investment drops from $18.5 billion in the fourth quarter of last year to roughly zero by the fourth 
quarter of this year, contributing to the slowing in total inventory-building this year.   
  
Second, and more broadly, a deceleration of final sales from growth of 2.5% in 2012 to 1.9% in 2013 
contributed to a sharp rise in nonfarm inventory investment to what we view to be an unsustainably 
high level over the second half of 2013.  Declines in CIPI over the first and second quarters are 
expected to restrain GDP growth significantly. Beginning in 2015, when the dynamic in farm 
inventories has largely run its course, total inventory investment rises to reflect firming growth of final 
sales. 
  
Business Fixed Investment: 
Growth of spending on business equipment and intellectual property products combined (EQ&IPP) 
moderated somewhat in 2013, but is expected to firm over the balance of the short-term forecast, 
rising nearly 5% through 2016.  Following 3.9% growth over the four quarters of 2012, EQ&IPP 
slowed to 2.9% in 2013. The moderation in growth reflects rising borrowing costs and fiscal 
uncertainty.  In 2014, growth of EQ&IPP is projected to rise to 4.5%, as the positive effects of firming 
growth of output outweigh the negative effects of rising borrowing costs and the expiration of bonus 
expensing provisions at the end of last year.  For 2015 and 2016, growth of EQ&IPP is forecast at 
5.0% and 4.8%, respectively.  This moderately strong growth reflects continued firming in the growth 
of output, narrowing risk spreads, and the absence of drag from the special factors (noted above) 
that held down growth the past couple of years. 

  
Commercial real estate markets are improving slowly, and structures investment is responding. 
Commercial vacancy rates, both office and industrial, have been trending down since mid-2010.  
After languishing near cyclical lows from 2010 through early 2011, real spending on business 
structures has rebounded sharply.  This is due at least in part to the tightening of commercial real 
estate markets.  It also reflects the spread of fracking that has added to spending on mining and 
exploration. As this continues, and as commercial real estate markets continue to tighten, we expect 
real spending on business structures to rise at a moderate rate.  Through the end of 2016, business 
spending on structures is forecast to rise at a 3.3% average annual rate.  While similar to last month, 
this is about 1 1/2 percentage points faster than in recent forecasts, reflecting a narrowing of risk 
spreads which have  reduced the cost of capital relative to recent forecasts, and upward revisions to 
our GDP growth forecasts which have also helped to pull up the growth of structures investment.  
Nominal spending on business structures as a share of nominal GDP edges higher only slightly over 
the short-term forecast. 
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Employment Gains to Firm in the Forecast 
 
We continue to expect that payrolls gains will trend up to about 200 thousand per month or higher, 
despite unexpectedly small increases of just 74 thousand in December and 113 thousand in 
January. We view the smaller-than-expected increases as something of an aberration that may have 
been influenced by abnormal weather.  With GDP growth projected to rise to average a little over 3% 
beginning later this year and continuing through 2016, we expect average monthly payroll gains to 
rise from an average of about 185 thousand during the second half of 2013, to about 200 thousand 
this year and approximately 215 thousand in 2015 and 2016. Relative to last month’s forecast, we 
have trimmed average payroll gains in 2015 and 2016 by an average of about 25 thousand per 
month to reflect slightly slower output growth, especially in the nonfarm business sector, the primary 
determinant of labor demand in the private sector. We project that growth in nonfarm business 
output will edge up from 3.3% in 2013 to 3.4% in 2014 and 3.6% in 2015, before easing to 3.4% in 

2016.  Those forecasts are three-tenths, two-tenths, and four-tenths lower, respectively, than in last 
month’s forecast. 
  
Our forecast for payroll employment also reflects the workweek and productivity.  We expect 
productivity growth (output per hour in the nonfarm business sector) to ease to just 1.4% in 2014, 
then improve slightly to still-moderate rates of 1.6% in 2015 and 1.5% in 2016.  We trimmed an 
average of two-tenths from our productivity growth forecast this month, largely because of less 
robust output growth.  As in the past, we assume a very small net increase in the workweek over the 
next couple of years, from about 32.4 hours late last year to 32.5 hours.  

  

Employment, Hours, and Labor Force
percent change annual rate, unless noted

Q4 to Q4 %ch, or  Ann. Avg.
2013.2 2013.3 2013.4 2014.1 2014.2 2014.3 2012 2013 2014 2015 2016

Civi lian unemployment rate (%, level) 7.5 7.3 7.0 6.5 6.4 6.3 8.1 7.4 6.3 6.0 5.6

Civi lian labor force 0.4 -0.2 -1.5 1.7 1.0 1.0 0.9 -0.3 1.2 1.1 1.2
Labor force participation rate (%, level) 63.4 63.2 62.8 63.0 63.0 63.0 63.7 63.2 63.0 63.1 63.3
Working age population 0.9 1.0 1.0 0.9 1.0 0.9 1.6 1.0 0.9 0.9 0.9

Civi lian employment 1.3 1.0 -0.2 3.5 1.8 1.4 1.9 0.6 2.0 1.5 1.5
   Private nonfarm business emp. 1.9 1.8 1.5 1.8 2.2 1.7 2.0 1.7 1.9 1.8 1.8
   Federal  civi lian emp.
   State & local emp. 0.4 0.3 0.3 -0.5 0.1 0.3 -0.3 0.2 0.1 1.0 1.0
   Agricultural  emp 4.8 25.5 -0.5 -1.6 0.0 0.0 -6.7 3.3 -0.4 0.0 0.0
   Households & institutions emp. -3.6 -12.5 -23.1 52.4 0.6 0.0 9.7 -12.7 11.3 0.0 0.0

Establishment e mployment 1.8 1.6 1.8 1.4 1.9 1.7 1.7 1.8 1.7 1.8 1.9
Nonfarm Est. Emp. (avg. mon. chg., thous.) 207 182 167 196 205 212 0 0 0 0 0

Addenda:
Military employment (%ch) -0.9 0.0 -2.2 -0.3 0.0 0.0 -2.0 -1.1 -0.1 0.0 0.0
Private nonfarm workweek (%ch) -0.5 -0.1 0.2 -0.2 0.2 0.2 0.0 -0.1 0.1 0.1 0.1
Private nonfarm hours (%ch) 1.4 1.7 1.7 1.6 2.4 2.0 1.9 1.6 2.0 1.9 1.9
Pvt. nonfarm output per hour 1.8 3.6 3.2 0.5 1.6 1.6 0.9 1.7 1.4 1.6 1.5
Pvt. nonfarm business output 3.3 5.4 4.9 2.2 4.1 3.6 2.8 3.3 3.4 3.6 3.4



 
Zacks Investment Research                                          Page 13                                                             www.zacks.com 

The unemployment rate is projected to decline gradually, from 6.6% in January, to 6.2% by the 
fourth quarter of this year, and to 5.8% and 5.5% in the fourth quarters of 2015 and 2016, 
respectively. The jump-off for the unemployment rate is five-tenths lower than in last month’s 
forecast to reflect the latest monthly data, but the gradually declining trend in the unemployment rate 
is similar to previous forecasts. Nevertheless, given the lower jump-off, we now expect the 
unemployment rate to reach 6.5% in the first quarter of 2014, one year earlier than in last month’s 
forecast. 
  
The participation rate has trended down in recent years in response to a variety of factors, including 
a long period of weak and then only slowly improving labor markets, including still-high average 
duration of unemployment; increases in the number of workers who receive disability benefits; 
increasing levels of educational involvement; and population-aging.  As labor markets continue to 
heal gradually, “cyclical” forces that have depressed the participation rate will gradually reverse, 
offsetting continuing downward pressure from demographics.  We expect that the reversal of cyclical 
factors will (slightly) prevail, resulting in a modest increase in the participation rate from 63.0% in 
January, to 63.4% in the second half of 2016.   
  
Core Inflation Expected to Slowly Grind Higher 
 
In the wake of the Great Recession, core PCE inflation has averaged a subdued 1.4%. On a twelve-
month change basis, this measure of inflation has reached as low as 0.9% at the end of 2010 and as 
high as 2.0% in early 2012. More recently it has remained at 1.1% or 1.2% in each month since April 
2013. This is consistent with the twelve-month change in the market-based core PCE price index, 
which has also remained at 1.1% or 1.2% over the past nine months. 

  
Elevated slack (high unemployment) and a strengthening dollar, which contributes to soft import 
prices, combine to restrain inflation, while stable inflation expectations (at 2.0%) gradually pull 
inflation up toward that pace. With diminishing slack in our forecast and inflation expectations 
assumed to remain anchored at 2%, we expect the core PCE price index to rise by 1.6% in 2014, 
1.7% in 2015, and 2.0% in 2016, respectively.   
  
Our forecast that the trend in core inflation will rise gradually is a product of our model of inflation.  
Our approach to modeling inflation explains the rate of change in core PCE prices with lagged 
inflation, forward-looking inflation expectations, and labor market slack—the “gap” between the 
unemployment rate and the NAIRU.  We test for and employ a restriction that imposes the condition 
that there is no long-run trade-off between inflation and the unemployment rate. We also allow for 
shock terms, typically sharp moves in non-energy import prices or pass-thru from energy price 
shocks (in some specifications), to play a role as well. The lagged inflation terms represent inertia in 
the inflation process. A reading on inflation tends to persist for a while until its influence fades.  The 
forward looking inflation expectations measure we use is from the Philly Fed Survey of Professional 
Forecasters. It has been very steady around 2% since the late 1990s.  Economic slack as measured 

Inflation and Related Measures
Percent change at annual rate, unless noted

Q4 TO Q4 % Change
2013.2 2013.3 2013.4 2014.1 2014.2 2014.3 2012 2013 2014 2015 2016

GDP price index 0.6 2.0 1.3 1.1 1.3 1.9 1.8 1.3 1.5 1.8 2.0
Consumer price index (all urban) 0.0 2.6 0.9 1.8 1.5 2.2 1.9 1.2 1.7 1.6 2.0
CPI, e xcl. food & e nergy 1.4 1.8 1.6 1.8 1.9 1.8 1.9 1.7 1.8 1.9 2.1
PCE price -0.1 1.9 0.7 1.3 1.1 1.9 1.7 0.9 1.4 1.6 1.9
    PCE excl. food & energy 0.6 1.4 1.1 1.4 1.5 1.6 1.7 1.1 1.6 1.7 2.0
    PCE, energy goods and services -11.9 11.8 -5.0 -0.8 -5.1 6.5 2.1 -2.5 -0.5 -2.3 -1.1
    PCE, food 0.5 1.2 0.1 0.9 1.0 1.8 1.2 0.8 1.3 2.0 2.6

Producer price index (finished goods) -1.6 3.7 0.3 1.1 0.1 0.3 1.7 0.7 0.4 0.6 1.1
Price index, farm output -19.7 -15.7 -20.6 -17.0 -10.5 -10.1 12.6 -7.3 -11.8 -6.6 -2.8

Exchange rate  (broad nominal, level) 101.0 102.1 101.6 103.3 103.5 104.2 99.8 101.1 104.0 106.1 106.2
   Percent change at annual rate 4.6 4.5 -2.0 6.9 0.8 2.6 -0.4 2.4 3.2 1.5 -0.4
Foreign consumer prices 4.4 1.9 1.1 2.7 3.3 2.7 2.5 2.7 2.8 2.8 2.7
Price index, nonpetrol. imports -1.8 -3.8 0.6 0.1 0.3 -0.2 0.0 -1.1 -0.1 0.2 2.0

Price of oil  - WTI ($/b) 94 106 97 96 96 93 94 98 94 86 81
Price index, petroleum imports -23.2 24.1 -7.4 0.0 -2.5 -2.9 -1.8 -2.8 -2.4 -4.3 -3.7

Unit labor cost (nonfarm bus.) 2.0 -2.0 -1.6 1.5 0.1 1.3 4.4 -1.3 1.0 1.8 2.0
Compensation per hour (nonfarm bus.) 3.8 1.6 1.5 2.1 1.7 2.9 5.3 0.4 2.4 3.5 3.6

Addenda:
Unemployment gap (pe rcentage points) 2.0 1.8 1.6 1.5 1.3 1.2 2.6 1.9 1.3 0.9 0.4
Long-term PCE inflation expectations 2.0 2.0 2.0 2.0 2.0 2.0 2.2 2.0 2.0 2.0 2.0
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by the unemployment gap is considerable (although there is more than the usual amount of 
uncertainty over how large is the gap) and has been exerting downward pressure on 
inflation…relative to the 2% “anchor.”   
  
After declining 1.1% in 2013, nonpetroleum import prices are expected to be relatively stable in 2014 
(declining 0.1%) and 2015 (increasing 0.2%). This coincides with a strengthening of the broad, 
nominal, trade-weighted index of the dollar which is projected to rise 3.2% in 2014 and 1.5% in 2015.  

In 2016, the dollar changes only slightly (declining 0.4%) and nonpetroleum import prices are 
projected to increase 2.0%. 
  
We are often asked about the current degree of slack in the economy and if the NAIRU has risen 
because of the Great Recession. While difficult to estimate, we have adopted a path for the NAIRU 
that rose on the backside of the recession to reflect significant dislocations in the construction and 
vehicle manufacturing sectors. We believe that a rise in the effective NAIRU from roughly 5% to 
6½% is broadly consistent with evidence from Beveridge curves (the relationship between job 
vacancies and unemployment), which show a modest rightward shift, i.e., more vacancies for any 
given level of unemployment. We expect that the NAIRU has since declined from its recent peak and 
will remain around 5½% through 2016. 
  
Fiscal Policy Assumptions in the Wake of the BBA 
The President signed the Bipartisan Budget Act of 2013 (BBA-2013) at the end of December, 
removing a major hurdle in the way of faster growth.  We had previously assumed no shutdown or 
impasse over the debt ceiling and outlay levels broadly consistent with the approved two-year 
budget. As a result, the budget deal had little impact on our fiscal assumptions relative to our 
previous forecast. In addition, we continue to assume a “doc” fix and that emergency unemployment 
benefits will not be extended. While the budget deal was broadly consistent with our previous 
assumptions for total outlays, it did lead us to re-align the composition within discretionary spending.  
  
The recent news that the House Republicans will allow an unencumbered increase in the debt 
ceiling removes the other major fiscal-policy-related hurdle that risked a spike in uncertainty over 
whether a showdown would result in a potentially large disruption to the economy. 
 
Financial Conditions: On Balance, Not Much Different  
 
Jitters in emerging markets spilled over recently into global equity markets (which moved lower) and 
a general shift in investor sentiment toward safe-havens such as U.S. Treasuries.  From the end of 
the year to the time we completed this forecast, the S&P500 lost nearly 2%; corporate risk spreads 
widened slightly, as did investment-grade CDS spreads; the broad, nominal, trade-weighted value of 
the dollar rose roughly 1¼%; and the 10-year Treasury yield was roughly 30 basis points lower.  A 
stronger dollar, weaker equities, and modestly higher risk spreads are less favorable for the near-
term forecast. However, the reduction in long-term Treasury yields, which is also reflected in lower 
mortgage rates and lower yields on investment-grade corporate bonds, could stimulate some 
interest-sensitive spending, particularly associated with high-rated borrowers. From the end of the 
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year to the time we completed this forecast, the Baa corporate bond yield  declined roughly 20 basis 
points, while the conventional 30-year mortgage rate eased nearly 30 basis points. Nevertheless, on 
balance, recent events in financial markets are less favorable for the outlook. 
  
Our forecast is predicated on the assumption that the spillover of EM-linked financial jitters will 
reverse, allowing for a rebound in broad equity indices such as the S&P500, while also supporting a 
gradual reversal of recent declines in term Treasury yields.  For example, we assume that the 
S&P500 will rise 10% over the balance of this year, resulting in a full-year gain of about 8½%, 
followed by much smaller changes in 2015 and 2016 of 2% and 0%, respectively.  By 2016, the level 
of the S&P500 index is only about 2½% lower than in last month’s forecast.   
  
The yield on the 10-year Treasury Note is projected to average 2.74% in the first quarter, close to 
recent daily readings, then gradually drift up as growth improves. Term yields are also pushed up in 
the forecast by Fed tapering and the approach of Fed tightening. The 10-year yield is projected to 
reach 3.33% in the fourth quarter of 2014, followed by 3.93% and 4.44% in the fourth quarters of 
2015 and 2016, respectively. Term yields for high-grade borrowers are also expected to drift up with 
the rise in Treasury yields. The Baa corporate bond yield is projected to average 5.14% in the first 
quarter, down from 5.37% at the end of last year, then drift up to 5.67% in the fourth quarter of 2014, 
followed by 6.14% and 6.54% in the fourth quarters of 2015 and 2016.  Similarly, the conventional 
mortgage rate is projected to rise from 4.33% in the first quarter to 4.84%, 5.44%, and 5.98% in the 
fourth quarters of 2014, 2015, and 2016, respectively.   
  
One of the more important developments in recent weeks has been the strengthening of the broad, 
nominal, trade-weighted index of the dollar. After a sideways waffle in 2012 and a gradual firming in 
2013, the broad index rose 1.6% between the end of December and the end of January.  We had 
expected the dollar to strengthen gradually in previous forecasts in response to increases in real 
interest rates, but the dollar has strengthened more swiftly than anticipated.  Looking ahead, we do 
expect that rising interest rates, improving growth at home, and concerns about the strength of some 
overseas — especially emerging — markets will support a stronger dollar.  We assume the broad, 
nominal dollar will rise to 106.4 in the fourth quarter of 2015, then ease slightly to just under 106 in 
2016.  On average, the path of the broad, nominal dollar is about 1½% higher than in last month’s 
forecast. 
  
Monetary Policy: An Earlier Start to Funds Rate Hikes 
 
The 6½% unemployment rate threshold embedded in the FOMC rate guidance will likely be crossed 
over the next couple of months, substantially earlier than projected in our previous forecast. As a 
result, we now assume that the FOMC will start raising the funds rate target in the second quarter of 
2015, several months earlier than assumed in our previous forecast. We see our new funds rate call 
as consistent with the FOMC rate guidance, which states that the first rate hike could come “well 
after” the unemployment threshold is crossed. 
  
We have not changed our views on tapering and QE3. We still assume that the FOMC will continue 
to taper its monthly asset purchases gradually, completing QE3 in the second half of 2014. By then, 
we expect the size of the Fed’s balance sheet to be close to $4½ trillion.  
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U.S. ECONOMIC PROJECTIONS 
 

History

2013.4 2014.1 2014.2 2014.3 2014.4 2015.1 2015.2 2012 2013 2014 2015 2016

Real GDP & Components % change annual rate

GDP 3.2 1.9 3.1 3.0 3.3 3.0 3.1 2.0 2.7 2.8 3.1 3.0

Personal Consumption Expenditures 3.3 3.0 3.9 4.0 3.7 3.7 3.7 2.0 2.3 3.7 3.5 2.5

Business Fixed Investment 3.8 1.0 5.5 5.3 5.4 4.7 4.7 5.0 2.1 4.3 4.7 4.4

Real Activity quarterly averages, unless noted

Private Housing Starts (thous units) 1002 958 987 1060 1168 1275 1370 783 928 1043 1400 1608

Light Vehicle Sales (mil units) 15.6 15.7 16.2 16.3 16.5 16.5 16.7 14.4 15.5 16.2 16.7 17.0

Industrial Production (% ch, a.r.) 6.8 4.0 3.3 3.3 3.8 3.6 3.5 2.8 3.6 3.6 3.7 4.1

Manuf. Capacity Util. (%) 76.9 76.9 77.2 77.4 77.7 77.9 78.1 75.8 76.3 77.3 78.2 79.0

Unemployment Rate (%) 7.0 6.5 6.4 6.3 6.2 6.1 6.0 8.1 7.4 6.3 6.0 5.6

Prices, Productivity, & Costs % change annual rate, unless noted

CPI (all urban) 0.9 1.8 1.5 2.2 1.4 1.5 1.5 1.9 1.2 1.7 1.6 2.0

Core CPI (all urban) 1.6 1.8 1.9 1.8 1.8 1.8 1.9 1.9 1.7 1.8 1.9 2.1

PPI (finished goods) 0.3 1.1 0.1 0.3 0.2 0.3 0.4 1.7 0.7 0.4 0.6 1.1

Compensation Per Hour 1.5 2.1 1.7 2.9 3.1 3.5 3.5 5.3 0.4 2.4 3.5 3.6

Output Per Hour 3.2 0.5 1.6 1.6 1.8 1.5 1.8 0.9 1.7 1.4 1.6 1.5

Price of WTI Crude Oil ($/barrel) 97.4 96.4 95.8 92.9 90.6 88.4 86.6 94.2 97.9 93.9 85.9 80.8

Selected Interest Rates quarterly average (%)

Federal Funds Rate 0.09 0.15 0.15 0.16 0.18 0.20 0.26 0.14 0.11 0.16 0.45 1.95

10-Year Treasury Bond Yield 2.75 2.74 2.87 3.11 3.33 3.55 3.67 1.80 2.35 3.01 3.74 4.25

Baa Corporate Bond Yield 5.36 5.14 5.27 5.48 5.67 5.84 5.93 4.93 5.10 5.39 5.99 6.40

Incomes & Related Measures % change annual rate, unless noted

Corporate Profits 6.8 -7.1 4.3 4.5 5.3 4.8 6.3 2.7 5.6 1.6 5.8 5.9

HH Net Worth, Equities (qrtrly rate) 9.6 -2.3 3.5 5.0 2.4 1.6 0.6 13.9 29.0 8.7 1.6 -0.1

Federal Surplus (FY, Uni, bils $) -694 -953 71 -623 -698 -895 -68 -1089 -680 -550 -555 -554

Source: Macroeconomic Advisers, LLC
SM

annual avg.

q4/q4

q4/q4

annual avg.

q4/q4

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
1 Unless otherwise noted, all quarterly growth rates are expressed as compound annual rates, all expenditure components of GDP are chained 2005 

dollars, and all annual growth rates are stated as fourth-quarter over fourth-quarter. 

  
2 The Federal Open Market Committee (FOMC) is the Fed's main policy-making body comprised of the seven governors of the Federal Reserve and 

presidents of 8 of the 12 Federal District banks on a rotating basis.  

 

 


