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The latest edition of the Quarterly Economic Digest (QED), updated with data from the third quarter of 2016, shows that the economy
continues to expand at a moderate pace. There are bright spots—real GDP rose at an annual rate of 3.2 percent during the third quarter,
average job growth exceeded 200,000 per month in the quarter, and the unemployment rate is now at its lowest level since August 2007.
Inflation remains low, and real income grew at a moderate rate.

There are also areas of concern—residential investment fell in the quarter, manufacturing employment shrank, and international headwinds
including slower growth in China and uncertainty surrounding the United Kingdom’s vote to leave the European Union continue to
constrain global growth. Low inflation and uncertain global growth prospects have led the Federal Reserve to keep holding interest rates
low, but the Fed now appears poised to raise rates.

The QED is organized into 10 sections:
e Job Growth and Openings: Job Growth Rebounds

e Employment: Trend Towards Full Employment Continues, But Some Slack Remains
e GDP Growth: Strong Growth Despite Slowing in Consumer Spending

e Private Investment: Business Investment Remains Virtually Unchanged

e Personal Income and Spending: Consumer Spending Slows, Still Solid

e Housing: Mixed Signals

e Global Economy: Uncertainties Continue to Put a Drag on Growth

e Financial Markets: Strong Post-Election Reaction

e Monetary Policy: A Rate Hike Appears to be Imminent

e Fiscal Policy: State and Local Government Spending Declines; Federal Spending Rises

For detailed economic data for all 50 states and the District of Columbia, the Joint Economic Committee also publishes the State Economic
Snapshots.
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QUARTERLY ECONOMIC DIGEST

JOB GROWTH AND OPENINGS: Job Growth Rebounds

Overall job growth picked up to an average of 212,000 per month in Q3, up from 146,000 in the
second quarter. Private sector job growth also picked up, from 128,000 in Q2 to 186,000 in Q3. Average Monthly Private Sector Job Change
Recent job growth has been more than sufficient to keep the unemployment rate from rising In thousands, by quarter, Q1 2006 to Q3 2016
while absorbing the flows of both new workers and those returning to the labor force. With the 400
economy fairly close to what the Fed and others consider to be maximum sustainable
employment, we should expect some slowing in the rate of growth in employment during the next 200
several years. . I| L
e Manufacturing employment remains a weak spot. Employment in manufacturing declined by an 'l | /
average of 7,000 jobs per month in the third quarter. Overall, manufacturing has recovered less 200 | -
than a third of the roughly 2.6 million jobs lost between 2006 and 2010. The current level is about jobs added per
5 million (29 percent) below where it was in 2000. 400 month in Q3
e Job openings edge lower: The Job Openings and Labor Turnover Survey (JOLTS) reports 5.5 o | b :E:'Sd:;fc‘::f":a
million job openings at the end of September. The number of job openings remains substantially e RA Y
higher than in the years immediately preceding the recession. On average, there were 1.4 800 L
unemployed workers and 2.8 underemployed workers for every job opening in the third quarter, 2006 2008 2010 2012 2014 2016
little changed from Q2 but down from the peak of the recession in 2009 when there were monthly Source: JE¢ Demeeratic staf calovlations using dats from the Bureau of Labor Statistics
highs of 6.6 unemployed and 11.7 underemployed workers per job opening.

EMPLOYMENT: Trend Towards Full Employment Continues, But Some Slack Remains

The unemployment rate averaged 4.9 percent in the third quarter, unchanged from the previous
quarter’s average. This is considered to be very close to full employment. In November, the
unemployment rate fell to 4.6 percent, its lowest level since 2007.

e Initial claims for unemployment insurance remained very low: Initial claims for unemployment

Unemployment and Underemployment Rates
January 2006 to November 2016

compensation continued to edge down in Q3 to an average of 259,000 per week. This indicates that 18:/" [ PR
very few people are currently losing jobs, and implies a minimal risk of imminent recession. ij; Sbeenrfipmmet Rt D)4
e Labor force participation rose: The share of adults that are in the labor force (those employed or 12% |
looking for work) rose 0.1 point to 62.8 percent in Q3. The participation rate for people ages 25 to 10% | Fo o,
54 (sometimes termed “prime working-age”) rose 0.2 points to 81.3 percent, its highest level since 8% P 9.3%
2012, more than offsetting the ongoing effects of the aging population. Although the participation 6% [ 47%
rate has increased since late 2015, the longer-term decline (beyond what can be explained by a% | RIRERRL i
aging) remains a concern. 2% |
o Part-time work is still elevated: The number of people employed part-time who would have X e s BGE %ib 00 3011 26 BilE 350K BHIE BiiG
preferred a full-time job averaged about 6.0 million in Q3, little changed from the previous quarter. Source: Bureau of Labor Statistics
Involuntary part-time employment has fallen by about a third from its peak of around 9 million in Fcesrihne et bl lanersesenil el i iimeerasr e

periods of recession as determined by the National Bureau of Economic Research

2010. Nonetheless, it remains significantly elevated compared with its pre-recession level (an
average of 4.3 million between 2005 and 2007).
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QUARTERLY ECONOMIC DIGEST

GDP GROWTH: Strong Growth Despite Slowing in Consumer Spending

Real GDP rose at an annual rate of 3.2 percent in Q3, based on the preliminary (second)
estimate. This was up from 1.4 percent in the second quarter. Although the growth of consumer

spending slowed, jumps in exports and in inventory investment boosted GDP growth. Business GDP Growth
investment was little changed, and residential investment declined. Annual rate adjusted for inflation, Q1-2008 to Q3-2016
o Consumption growth slowed: Consumer spending rose at an annual rate of 2.8 percent in Q3, 6%

down from 4.3 percent in the second quarter but close to its average growth rate in the past several a |

years.

e Investment rose: Business fixed investment edged up at a 0.1 percent annual rate in the third
quarter. Inventories, which had been a significant drag on growth during the previous 5 quarters,

2%

0%

contributed a positive 0.5 points to GDP growth in the third quarter. However, real residential 2%
investment fell at a 4.4 percent annual rate in the third quarter. 4% |
o Government spending was slightly higher: Government consumption expenditures and gross 6% |

investment rose at a 0.2 percent annual rate in Q3. State and local government spending fell ata 1.1
percent annual rate, while total federal spending rose at a 2.5 percent rate.
-10% -

e Net exports contributed significantly to growth: Real net exports rose by $37.5 billion, adding 0.9 ov08 2008 0l0 goil 2012 9018 Dbin 2015 201§
percentage point to real GDP growth. Led by a one-time surge in exports of soybeans, exports rose Source: Bureau of Economic Analysis
at a 10.1 percent annual rate from the previous quarter. Imports rose at a 2.1 percent rate, with
services accounting for most of the increase.

-8% |

PRIVATE INVESTMENT: Business Investment Remains Virtually Unchanged

Business (nonresidential) fixed investment rose marginally at a 0.1 percent annual rate in Q3, Real Business Fixed Investment Growth
down from a 1.0 percent increase in the second quarter. By Component, select time periods, Q4 2009 to Q3 2016
e Investment in structures rose: Structures investment rose at a 10.1 percent annual rate in Q3, as 10% -

8% | Real business fixed investment
growth over specified period (percent)

the rate of decline in investment in oil drilling and mining structures slowed, while the commercial/
health care and manufacturing categories showed considerable strength.

e Investment in equipment fell by 4.8 percent: Investment in equipment has declined for 4
consecutive quarters. Weak foreign demand and falling oil prices have weighed on equipment
investment, which is the largest component of business fixed investment.

e Investment in intellectual property products rose at a 1.0 percent rate: Investment in software
continued to grow rapidly, but spending on research and development declined at a 5.4 percent rate
in the third quarter after rising 17 percent in Q2.

6%

4% |

2% |

0%

2% |

Percentage points at annual rate

[ |

e Inventory investment rose by $17 billion: The increase in inventories added 0.5 percentage point -4% L
- A - A A 2009Q4-2011Q4 2011Q4-2014Q4 2014Q4-2015Q4 2015Q4-2016Q3
to GDP growth in Q3, as businesses chose to rebuild inventories rather than draw them down as - :
. N 3 tructures M Equipment Intellectual Property Products
they had been dOIng dUI’Ing the pI’EVIOUS 5 quarterS Source: JEC Democratic staff calculations using data from the Bureau of Economic Analysis
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PERSONAL INCOME AND SPENDING: Consumer Spending Slows, Still Solid

The growth of consumer spending, which accounts for about two-thirds of GDP, slowed to a still
healthy 2.8 percent rate in Q3, compared with 4.3 percent in the second quarter.

Slower growth in consumer spending: Spending on consumer durables (“big ticket” items such as
autos and furniture) rose at an 11.6 percent annual rate in Q3, its second consecutive quarter of
rapid growth. However, real spending on nondurable goods declined at a 0.6 percent rate, and the
growth of spending on services — by far the largest category of spending — slowed from 3.0 to 2.5
percent.

Real income growth has been solid: Real disposable personal income rose at a 2.7 percent annual
rate in Q3, slightly below the 2.9 percent growth rate in the second quarter (which was revised
significantly higher from what had earlier been reported).

Other key drivers of consumer spending remain supportive: Reductions in the amount of
household debt and low interest rates have together reduced households’ debt burden, helping to
boost consumer spending. Higher stock and house prices have also contributed. The Conference
Board’s measure of consumer confidence picked up in Q3, while The University of Michigan
index of consumer sentiment was little changed; both indicators remain at levels consistent with
ongoing expansion.

Real Personal Consumption Expeditures
Year-over-year percent change, Q1 2005 to Q3 2016
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HOUSING: Mixed Signals

Residential investment fell in the third quarter and housing starts were slightly lower. Existing
home sales were somewhat lower, but sales of new homes rose. House prices continued to
advance at a modest pace.

Real residential investment fell: Real residential investment fell at a 4.4 percent annual rate in the
third quarter, after falling at a 7.7 percent rate in Q2. Residential investment had risen 13.1 percent
in 2015 and by an average of 8.6 percent during the previous 4 years. Nonetheless, its current level
is almost a third below its peak during the housing bubble.

Housing starts dipped: Housing starts fell 1.2 percent in the third quarter. At about 1.15 million
units per year, housing starts remain well below not only the 2.1 million units per year average at
the height of last decade’s bubble but also the pre-bubble long-run average of about 1.5 million.
Single-family starts were virtually unchanged in the third quarter. Starts in the more volatile
multifamily category were lower, plunging in September (but fully recovering in October).

Home sales were mixed: New home sales rose 4 percent in the third quarter, and 21 percent year-
over-year. The much larger category of existing home sales fell 2.1 percent in the third quarter,
with the number of sales held down due to a limited supply of homes for sale.

House prices continued to rise: All of the major house price indexes (the FHFEA Purchase Only
Index, the S & P Case Shiller U.S. National and 20-city Indexes, and the CorelLogic Home Price
Index) were up between 5 and slightly more than 6 percent compared with a year earlier.

New Home Building
Private Units Started and New Permits Authorized,
Millions of units (annualized), Jan 1988 to Oct 2016
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Notes: Includes both single- and multi-unit structures; data are monthly and seasonally adjusted
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GLOBAL ECONOMY: Uncertainties Continue to Put a Drag on Growth

The global economy continued to grow at a moderate pace in Q3. Uncertainty surrounding Brexit and the future of the European Union and ongoing concerns
about the long-term health of China’s economy continue to restrain global growth. Oil prices were flat in Q3, but now appear likely to be rise.

e Uncertainty in UK and Europe: Thus far, the British economy has weathered the storm triggered by the June 23 vote to leave the European Union. A sharp
decline in the British pound has boosted exports and restrained imports in the United Kingdom, and accommodative monetary policy and easing of
restrictive fiscal policy have helped to prop up the UK economy. However, ongoing uncertainty about the terms of Brexit are likely to weigh particularly on
investment, causing growth to slow. In the Eurozone, preliminary estimates show that real GDP in Q3 grew at about a 1.6 percent rate, roughly in line with
recent growth rates and suggesting limited fallout thus far from Brexit. However, Italy’s prime minister is resigning after voters rejected proposed
constitutional reforms, and upcoming elections in France, Germany and the Netherlands are further amplifying uncertainty over the future of the European
Union.

e  China’s outlook is uncertain: GDP growth in China has slowed over the past several years from a double digit average over more than a decade to a 6.7
percent year-over-year growth rate in Q3. Although stimulus from infrastructure spending and from accommodative monetary policy have kept growth from
slowing further, weak private investment and falling exports have raised concerns about whether the current growth rate is sustainable.

e Oil prices are set to rise: The price of Brent crude oil averaged $46 per barrel during Q3, unchanged from Q2 and well below its level in recent years. At a
just-concluded meeting, however, OPEC members agreed to limit oil production; in response the price of oil has risen above $50 per barrel. If the
production cuts are sustained (which is far from a sure thing, especially if the latest price increase induces non-OPEC producers to boost production), oil
prices are likely to remain above recent levels in the coming months.

IMF October 2016 World Economic Outlook Projections
Real GDP Growth in Percent Change (Q4 over Q4)
Actual 2015 GDP 2016 2017
World 3.1 3.1 35
Advanced Economies 1.8 17 1.8
United States 1.9 2.0 1.9
Euro Area 2.0 16 1.6
UK 1.8 14 0.8
Japan 0.8 0.8 0.8
Canada 0.3 15 1.9
Emerging Markets 4.2 4.3 5.0
Brazil -5.9 -1.2 1.1
Mexico 2.4 1.8 2.4
China 6.9 6.4 6.1

Source: IMF Overview of the World Economic Outlook Projections
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 FINANCIAL MARKETS: Strong Post-election Reaction . .

Financial markets conditions improved modestly in the third quarter. Stock prices and bond
yields jumped following the U.S. presidential election.

e The stock market advanced: The S&P 500 rose about three percent in Q3, leaving it up about 6 ~ 10-Year Treasury Yield
Nominal yield at end of month, Jan 2006 to Nov 2016

percent since the beginning of the year. After losing ground in October, the stock market rose
sharply following the U.S. election, reaching record heights. By the end of November, stock prices 6%
were up about 1Y% percent from the end of the third quarter and about 7% percent year-to-date.

e The U.S. bond market experienced large post-election losses: Yields on US Treasury securities
were stable at very low rates throughout the third quarter. The yield on the 10-year Treasury %
averaged 1.56 percent in the third quarter, its lowest quarterly average ever recorded; by Election
Day it had edged up to 1.88 percent. At the end of November that yield stood at 2.37 percent, with
more than half of the increase occurring in the two days immediately following the election. % |

e The dollar exchange rate was little changed in Q3: The exchange rate as measured against a
broad index of currencies was virtually unchanged in the third quarter. Since the U.S. election,

5%

3%

however, it has appreciated about 4 percent, as expectations of a pending increase in U.S. interest 0% ; 3 ; ; ;
rates have firmed. The appreciation has been especially pronounced against the Mexican peso, 2006 2008 2010 2012 2014 2016
reflecting concerns about the impact of potential actions on trade and immigration under the Sogree S Treasdry

incoming administration.

MONETARY POLICY: A Rate Hike Appears to be Imminent

The Federal Reserve has continued to hold interest rates low as it awaits further evidence of
progress toward meeting its employment and inflation objectives. However, it has signaled a high
probability of a quarter point rate hike at its next meeting, to be held December 13-14. PCE Inflation Below FOMC Target

e There have been no rate hikes so far in 2016: In December 2015 the Fed increased the federal sl il e
funds rate by ¥ point to a range of ¥4 to % percent, the first rate increase since 2006. After hinting
that more increases may be imminent, the Fed has declined to further raise rates so far this year. 0%

e The FOMC is Signaling an Imminent Rate Hike: Minutes of the September meeting suggest that 2.0%
the decision not to raise rates was a close call, with below-target inflation the most decisive factor.
At the November meeting, uncertainty surrounding the upcoming election and potential reaction in
financial markets was an additional reason for restraint. However, mostly strong recent data 10% r
releases and the stock market’s upbeat reaction to the election suggest that a December rate hike 05% | PCE price index
remains on track. In her November 17 testimony before the Joint Economic Committee, Fed Chair
Yellen said that an increase could become appropriate “relatively soon.”

3.0%

FOMC target

1.5%

0.0% . : . .
2012-Q1 2013-Q1 2014-Q1 2015-Q1 2016-Q1
» Core inflation measures still running low: Low inflation over the past year has been due mostly to e G ol el

a a o o o . . . Note: PCE less food and energy excludes food and energy in order to measure the prices paid
falling prices of energy and imported goods. Energy prices were slightly higher in the third quarter, by consumers forgoods an services wihout the volatiy caused by moverments i food and
but core measures (those excluding food and energy) continued to run low. In October the core s ettt

PCE index rose just 0.1 percent.
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e eAGEL Contrbutions of Government Spendin
PENding rose, but Spending by g gnt'y Tower. to Real GDP Growth

e Overall government spen_dlng rose modestl_y: Real government sper_1d|_ng and investment rose at a Year over Year for Q4 2009 to Q4 2015; Quarterly for 2016
0.2 percent seasonally-adjusted annual rate in the third quarter, and is little changed so far this year. mmstate and Local
This is a significant drop from the 2.2 percent growth experienced in 2015. The increase in Federal Government Consumption and Gross Investment
government spending in Q3 added less than 0.1 percentage point to real GDP growth. 0.60 T —

o Federal spending was higher: Real federal spending rose at a 2.5 percent annual rate in the third i A0 L\ Ve 1
guarter. Nondefense spending rose by 3.0 percent, and defense spending rose by 2.1 percent. 2 020 7 ‘ ‘

o State and local spending edged lower: Real state and local government spending declined ata 1.1 g oo ‘ y
percent annual rate in Q3. State and local spending had risen by 2.5 percent in 2015, and at an g aadl k . [\ /
average annual rate of 0.5 percent in the first half of 2016. 040 T ' wi Quarterly

-0.60 k - Annual : Contributions
og0 L Contributions | (annual rate)
’ Q4-09 Q4-10 Q4-11 Q4-12 Q4-13 Q4-14 Q4-15 Ql-16 Q2-16 Q3-16
Source: JEC Democratic staff calculations using data from the Bureau of Economic Analysis
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