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Economic momentum continues at a slower pace in the first quarter 

The economy is attempting to turn the corner toward a bit faster growth, but momentum has been slower than ex-
pected. For the first months of the year, the economy was weak to moderate, similar to the first quarter in the last 
few years. No single factor dominated this year’s slower start. The rate of improvement in the labor market continues 
in a roller coaster pattern, but it is moving in the right direction. Payrolls increased by 235,000 in February and net job 
gains were revised upward by 9,000 for the two previous months combined. In the past three months, employment 
growth averaged 209,000 jobs per month, a pickup over the monthly pace of 187,000 jobs recorded in 2016. The aver-
age workweek for all employees on private, non-farm payrolls was unchanged at 34.4 hours in February but average 
hourly earnings increased 2.8 percent over the same month a year ago. One of the challenges within the labor market is 
that wage inflation has yet to gain traction despite a significant number of job openings and firms reporting a shortage 
of qualified workers. Until wage gains accelerate, overall economic demand and retail sales are expected to continue 
on a moderate path.   

Complicating the outlook are policy uncertainties due to the wrangling of issues by the administration and Congress. 
Nonetheless, the Federal Reserve says “economic activity will expand at a moderate pace and labor market conditions 
will strengthen somewhat further.” With that in mind, the Fed raised short-term interest rates by one quarter of one 
percentage point in March. While future rate changes will depend on incoming data, the Fed expects at least two addi-
tional changes in 2017.     

While the economy depends on the pace of household spending, the housing and the manufacturing sectors are ex-
pected to provide added strength this year. Both sectors have been spotty, however. The housing sector has been im-
proving by most measures since 2011. Existing home sales fell in February but new home sales were better than ex-
pected. Job and income growth should generate underlying strength in the economy, thereby supporting housing de-
mand. Business spending at the beginning of the year was not commensurate with recent elevated business optimism 
readings. Non-defense capital goods orders, excluding aircraft, posted a decline in February. Interestingly, manufactur-
ing saw its third monthly gain in February, adding 28,000 jobs, the largest increase since mid-2013. The marked im-
provement in manufacturing employment should translate into real economic activity in the coming months. Spending 
paints a mixed picture at this juncture but these sectors are all poised to improve throughout the year.     
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GDP GROWTH 

INCOME AND CONSUMPTION 

 

 

Year-over-year retail sales growth has in-
creased over the last several months. Con-
sumer sentiment remains strong and signals 
ongoing prospects for retail spending.  

Real GDP grew at a 1.9 percent annualized rate 
in the fourth quarter and 1.6 percent for all of 
2016. First quarter growth for 2017 is expected 
to be slightly less than 2 percent. 

Strong February payroll gains suggested that 
the economy continues on its positive track 
and supports the case for near-term consumer 
spending.   

EMPLOYMENT 

CONFERENCE BOARD INDEX 

While the gain in total U.S. employment in 
February was stronger than expected, retail 
employment slowed down by 26,000 jobs. Yet 
there are plenty of retail jobs to fill.  

Aggregate income includes job gains and average 
hours worked. As an indicator of consumer 
spending, it is consistent with continued eco-
nomic expansion.   

The Leading Economic Index saw another 0.6 
gain in February, implying that the economy 
should advance at a healthy pace in the com-
ing months.  
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At a 2.7 percent year-over-year rate, the Con-
sumer Price Index reached its highest annual 
growth since March 2012. Trend core inflation has 
firmed and points toward a higher pace.  

HOME SALES 

Home sales continue on an erratic path. New 
home sales show strength, but higher prices 
and mortgage rates and a lean supply are 
holding back existing home sales.   
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