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THE WEEK IN REVIEW
Federal Reserve officials explicitly said they might raise short-term interest
rates in December, pushing back against investors who were betting the
central bank would not move this year. On Wednesday, the Fed held its
benchmark rate unchanged near zero, prolonging the wait for the first
increase in nine years. In the Federal Open Market Committee's latest policy
statement, it said the U.S. economy was expanding at a "moderate pace" as
consumer spending and business capital investment rose at "solid rates." In
the absence of a press conference and forecast updates, attention was
squarely on the Fed's language. While most economists still expect the Fed to
wait until next year, the statement outlined what it would take to raise rates
in December. The difference between the September and October
statements was a switch from determining how long to maintain low rates,
to whether an increase would be appropriate. The Fed said in deciding
whether to raise rates at its next meeting it would “assess progress—both
realized and expected—toward its objectives of maximum employment and
2% inflation.”
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The U.S. economy slowed in the third quarter, with gross domestic product
growing at 1.5% compared to 3.9% growth in the second quarter. Although
the slowdown was anticipated, the reading was slightly weaker than
consensus expectations for 1.7% growth. The largest drawdown of inventories
in three years led the cool down as companies cut back on production,
especially for goods destined for export, amid mounting global economic
uncertainty. Consumer spending grew at a 3.2% annual pace, while business
spending was more cautious. Consumers are spending heavily on durable
goods, such as cars and trucks, a sign they are confident in the direction of
the economy.
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The pace of new home sales fell 11.5% in September from August to a
seasonally adjusted annual rate of 468,000. The decline was unexpected as
analysts were forecasting sales to increase to a rate of 550,000, up from a
downwardly revised 529,000 in August. Contributing to the decline was a
sharp drop-off in sales in the Northeast region, as well as an overall increase
in home prices, which were 13.5% higher in September than one year ago.
With the drop in sales, supply of homes surged, which could put downward
pressure on prices and encourage more purchases going forward. The
homeownership rate for the third quarter increased to 63.7% from 63.4%,
but still remains well below highs seen before the recession. The
homeownership rate for those under 35 was the only area to show a
significant rise in the quarter, increasing to 35.8% from 34.8%, the biggest
increase for this demographic in 11 years.
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UPCOMING WEEK
Next week will be relatively quiet in terms of economic releases, with Friday being
the most important day for data with the release of October employment numbers.
The ISM Manufacturing Composite Index and construction spending will be released
on Monday. Wednesday follows with the ISM non-manufacturing Composite Index.
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