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Economic Analysis

Weekly Focus: A Glimpse into 2016

Kim Chase

Strong Domestic Consumption Rolling into the New Year

It's a quiet week on the economic calendar and therefore a good time to look ahead to life in 2016. Despite some
risks to growth, domestic consumption continues to shine, putting the focus on the consumer sector to drive
activity into next year. While private consumption remains the key supporter of domestic growth, private
nonresidential fixed investment is expected to remain relatively subdued throughout the next year. The pace of
growth is likely to hold slightly lower than in previous expansionary periods given the structural damage from the
crisis as well as lingering uncertainty in the global economy. Businesses remain hesitant to significantly expand
their workforce and ramp up production due to a variety of unknowns, including the speed at which interest rates
will rise and the full extent of weak global demand. Furthermore, the prolonged period of low oil prices limits the
upside for investment in the energy sector. Lower investment in oil and gas structures will continue to be a
burden and could drag down GDP growth by another 10 basis points between 4Q15 and 1Q16, on top of the
45% decline already seen since 4Q14.

The global slowdown appears to be having a more prolonged impact on domestic activity, particularly when it
comes to export-oriented industries, and this will likely heighten internal risks if the spillover intensifies. Thus,
domestic risks are heavily intertwined with weakness from abroad and include steep disinflation, rapid USD
appreciation, financial overheating, and further delays in the Fed’s policy normalization plan. At the same time,
upside risks to the U.S. economy would come from stronger-than-expected domestic consumption and
investment despite any spillover from the weak global economy. A stronger pickup in inflation would encourage
the Fed to increase rates at a faster pace, translating to a more optimistic outlook for the U.S. economy.
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BBVA USA Weekly Activity Index
(3 month % change)
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BBVA USA Monthly Activity Index & Real GDP
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BBVA USA Surprise Activity Index & Dow Jones
(Index 2009=100 & eop)
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U.S. Treasury Yield Curve
(% p.a)
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Week Ahead Economic Calendar

Date Event Period BBVA  Consensus Previous
28-Dec  Dallas Fed Manufacturing Outlook Level Of General Business Activity DEC -6.10 -7.00 -4.90
29-Dec  S&PICase-Shiller Composite-20 City Home Price Index SA MOM % Change OoCT 1.42 0.55 0.61
29-Dec  S&PICase-Shiller Composite-20 City Home Price Index YoY OCT 6.27 5.60 5.45
29-Dec  Conference Board Consumer Confidence SA 1985=100 DEC 93.50 93.80 90.40
30-Dec  US Pending Home Sales Index MoM SA NOV 0.50 0.60 0.19
31-Dec  US Initial Jobless Claims SA 26-Dec 268.00 270.00 267.00
31-Dec  US Continuing Jobless Claims SA 19-Dec 2201.00 2200.00 2195.00
31-Dec  MNIChicago Business Barometer (sa) DEC 49.50 50.25 48.70

Economic QOutlook

2015 2016

0 2 Q 0 2014 2015 2016 2017
Real GDP (% SAAR) 39 20 26 1.9 24 25 25 24
CPI(YoY %) 0.0 0.1 0.7 22 16 0.2 18 1.9
CPI Core (YoY %) 18 18 1.9 1.9 17 18 18 1.9
Unemployment Rate (%) 5.4 5.2 5.0 5.0 6.2 5.3 49 4.6
Fed Target Rate (eop, %) 0.25 0.25 0.50 0.50 0.25 0.50 1.00 2.00
10Yr Treasury (eop, % Yield) 2.36 2.17 2.33 2.43 221 2.33 251 3.21
US Dollar/ Euro (eop) 1.12 112 1.10 1.05 1.23 1.10 112 1.16
Core Logic Home Prices (YoY %) 4.99 5.24 6.59 5.82 7.66 5.39 4.99 2.45
Fun Fact
Americans spent about $1.16bn on Christmas trees in 2013, up from $1.01bn in 2012. (Statista, December
2015)
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