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No, you’re not out of your head, or out of your mind……I will try to explain it, but
what can I say…it’s complicated…..
Actually, it’s not that complicated. The U.S. economy has quite a bit of momentum
as the year began. This morning’s trio of economic reports adds a little more impetus
for the Fed to move this quarter. Still not our call but it is becoming all very
interesting . . .
1) U.S. retail sales ….. nice!
Headline rose for the 5th consecutive month, with January’s 0.4% lifting sales up
5.6% above year-ago levels, the most since March 2012.
Revisions can go both ways but this time, they were upward….December’s 0.6%
gain was revised to +1.0%, which could push Q4 GDP up over 2% a.r. (currently
estimated at +1.9%).
By sector, the gains were broad-based (a couple of flat readings). Only the auto
sector saw a pullback, which is in line with what we’ve seen for unit sales. Excluding
autos, sales were up bigly…..+0.85, the most since April.
Core sales (which subtract autos and gas and
building materials) were up 0.4% again, or 4%
Retail Sales
above a year earlier. This is one of three months for
United States
the quarter but we are off to a good start, and
supports our forecast of ~3% annualized growth in
Retail Sales
real consumer spending for Q1.
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2) U.S. consumer prices …..heating up!
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Stronger economic growth is putting pressure on
inflation….even with an “excessively overvalued”
currency. Go figure.
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Headline CPI rose 0.6%, above expected and
alluded to by yesterday’s PPI report. That is the
largest jump in four years (or since February 2013).
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Higher energy costs added to the headline but it
wasn’t just gas. Apparel costs jumped 1.4%, the
biggest increase since February 2009!
Food costs remained very mild, up just 0.1% but
that is the first increase since last April.
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Core prices grew 0.3%, largest since August. From a year ago, that’s up 2.3%, the
15th consecutive month above 2%, the most since August and at the top of the recent
range.
3) Empire State Manufacturing…..doing just fine, thank you very much
The index surged 12.2 pts to 18.7, the largest increase in nine months and the highest
level since September 2014.
On an ISM-adjusted basis…..that comes in at 54.4, highest since July 2014.
This is one region only and this is only the first reading for January…..but that is a
solid start! Let’s see how the other areas play out.
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