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THOUGHTS FROM OUR ECONOMICS TEAM

“Most officials saw conditions for a rate hike nearing,” read the 
headline this week after the release of the minutes of the July Federal 
Open Market Committee (FOMC) meeting.

But a lot can change in three weeks.

On the one hand, international developments, namely the Chinese 
currency move and weaker commodity prices (oil is down 17% since 
the July FOMC meeting), have many investors convinced that a rate 
hike could be delayed once again. The more bearish global economics 
sentiment was bolstered on Friday morning when the first look at 
Chinese manufacturing data for the month of August, the “flash” 
Purchasing Managers Index (PMI), fell to 47.1—the lowest reading 
on the manufacturing activity gauge in more than six years. A sub-50 
reading denotes a contraction and corroborates the view that economic 
activity in China is weaker than some investors had expected. If US 
monetary policymakers weren’t confident enough in July to pull the 
trigger on lift off, would they be more confident today after the rout 
in global markets? Perhaps not, as the international developments 
bleed into the domestic mandate. Several policymakers at the July 
FOMC worried about “further downward pressure on inflation from 
international developments.”

But, on the positive side, the US economic data has tilted toward the 
upside since the FOMC met during that last week of July, which should 
give them comfort and allay some of the downside risks discussed in 
the minutes. Economic growth picked up to 2.3% at an annual rate in 
the second quarter GDP report. We expect that Q2 GDP figure to be 
revised closer to 3% in the second iteration of the report due out later 
this month. July also saw another strong nonfarm payroll employment 
number (+215k) and a rebound in retail sales.

Even a stronger US dollar should not alter the US inflation outlook 
all that much. First, the prices of imported goods have been falling 
for some time and goods imports comprise less than 10% of core 
CPI. Second, other factors, such as rapidly rising rents, make a much 
bigger impact on the Consumer Price Index. In the July CPI report 
(released Wednesday morning), rents rose at an annualized rate of 
4.0%! Altogether, core CPI remained stable at 1.8% year-over-year 
in July. We think the index could rise further as we head into the 
fall, perhaps reaching 2% year-over-year as soon as September. Our 
favorite inflation gauge, the median CPI tabulated by the Cleveland 
Fed, printed at 2.3% year-over-year and has been above 2% for 47 
months, a continuing signal that inflation is low, but stable.

Further, remember that the argument for a near-term rate hike in the 
US is not based on signs of an overheating US economy typified by 
accelerating inflation gauges. Nor is the case for a rate rise accompanied 
by a  disregard for risks posed to the outlook from international woes. 
Instead, the argument is that with inflation stable near 1.5-2% on 
most core measures and the unemployment rate nearing 5%, an 
“emergency level” of the federal funds rate is no longer warranted.

That said, it matters less what we think and more what policymakers 
believe. The minutes of the July FOMC meeting reveal a lack of consensus 
across a range of issues. In particular, policymakers are less sure of the 
inflation outlook and the recent international developments will add 
to that uncertainty. We still think all the coming FOMC meetings are 
“on the table,” but given the international developments over the last 
three weeks, our confidence in a September liftoff is lower. A rate hike 
does not seem as imminent as the initial headline suggested.

Three Weeks Later
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