BBVA U.S. Weekly Flash

10 August 2015

Economic Analysis

Weekly Focus: Retail Sales & Industrial Production

Amanda Augustine

With Income Gains and Low Oil Prices, Retail Sales Expected to Rise

Following a disappointing decline in June, we expect that July’s retail sales report (Thursday) will indicate a
strong start to 3Q15 with a broad-based increase in retail sales. The exception could lie in gasoline sales; as
crude oil prices were on a steadily downward trend in July, gas station receipts likely suffered as a result.
However, last week’s motor vehicle sales report for July could indicate a rebound in the auto component of the
retail sales report. Last week’s employment situation report was also promising, with a 0.2% increase in average
hourly wages. Stronger gains in income should boost consumer spending as we head into 3Q15. As
consumption has recently hovered at low levels, producers have struggled to put a check on inventory growth in
response to less demand. We expect to see lower inventory levels in this week’s wholesale trade (Tuesday)
and business inventories (Thursday) releases.

Industrial Production Up Despite Weakness in Manufacturing and Mining

We expect that July’s industrial production reading (Friday) should be positive for the second month in a
row, after five months of consecutive negative readings earlier in the year. Manufacturing should show a slight
recovery, but will continue to experience the negative effects of the continued strength of the dollar and weak
global demand. The ISM manufacturing index for July indicated slow activity in the sector, but the new orders
index was at its highest level since 2014, supporting our expectations for a better outcome in July. Last month’s
reading for mining represented the largest MoM increase for the sector since December 2014, largely due to an
increase in crude oil extraction in June. On a YoY basis however, industrial production in mining experienced its
largest decline since 2010, as coal production tumbled for the third consecutive month. For July, the EIA
reported a slowdown in domestic crude oil production, but this could be somewhat offset by the rebound in coal
production during that month. We expect that mining will decline, but at a slower pace than earlier this year.
Capacity utilization has not shown great volatility this year and is expected to stay relatively consistent.
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Week Ahead Economic Calendar

Date Event Period BBVA Consensus Previous
11-Aug  NFIB Small Business Optimism Index JuL 96.00 95.10 94.10
11-Aug  US Output Per Hour Nonfarm Business Sector QoQ SA 2QP 1.40 1.60 -3.10
11-Aug  US Unit Labor Costs Nonfarm Business Sector QoQ % SAAR 2QP 211 0.00 6.70
11-Aug |Merchant Wholesalers Inventories Total Monthly % Change JUN 0.33 0.40 0.80
12-Aug  US Job Openings By Industry Total SA JUN 5379.00 5290.00 5363.00
13-Aug |US Initial Jobless Claims SA AUG 8 276.20 270.00 270.00
13-Aug  US Continuing Jobless Claims SA AUG 1 2249.00 2245.00 2255.00
13-Aug  Adjusted Retail & Food Services Sales SA Total Monthly % Change JuL 0.47 0.60 -0.30
13-Aug  Adjusted Retail Sales Less Autos and Gas Stations SA MoM Percent Change JuL 0.28 0.40 -0.20
13-Aug  US Import Price Index by End Use All MoM NSA JuL -1.00 -1.20 -0.10
13-Aug  US Manufacturing & Trade Inventories Total MoM SA JUN 0.20 0.30 0.30
14-Aug US PPI Final Demand MoM SA JUL 0.06 0.10 0.40
14-Aug  US PPl Final Demand Less Foods and Energy MoM SA JuL 0.10 0.10 0.30
14-Aug  US Industrial Production MOM SA JuL 0.30 0.30 0.23
14-Aug  US Capacity Utilization % of Total Capacity SA JuL 78.03 78.00 77.82
14-Aug | US Industrial Production Industry Groups Manufacturing MoM SA JuL 0.20 0.40 -0.10
14-Aug  University of Michigan Consumer Sentiment Index AUG P 93.76 93.60 93.10

Economic Outlook (revisions pending)

10 22015 30 40 2014 2015 2016 2017
Real GDP (% SAAR) 0.6 2.3 3.6 3.3 24 25 2.8 2.8
CPI (YoY %) -0.1 0.0 0.6 1.4 16 0.5 18 21
CPI Core (YoY %) 1.7 1.8 17 1.8 1.7 1.7 1.8 2.0
Unemployment Rate (%) 5.6 5.4 5.2 5.1 6.2 5.3 4.9 4.6
Fed Target Rate (eop, %) 0.25 0.25 0.50 0.50 0.25 0.50 1.50 2.50
10Yr Treasury (eop, % Yield) 2.04 2.36 243 2.53 221 2.53 2.72 3.64
US Dollar/ Euro (eop) 1.08 1.12 1.05 1.07 1.23 1.07 1.13 1.20
Core Logic Home Prices (YoY %) 5.00 6.14 6.05 5.85 7.48 5.76 4.40 2.45

Fun Fact

The 10 candidates that appeared in the first GOP presidential debate for the 2016 elections also happened to be
the top 10 candidates searched for on Google in the last week. (Google Trends, August 2015)
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