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Where is the Economy Headed?
I. The National Economy: Jobs, the Fed and Interest Rates

a. Economic Growth and the labor market: It looks like the economy may have actually contracted in the first quarter.  Is this the start of a new economic slowdown?

i. The winter and the West Coast port strike created major problems with the economic data.  Growth was artificially depressed.
ii. Jobs are growing and incomes are rising and that points to better consumer spending ahead.

iii. Spending on big-ticket items such as motor vehicles and houses is already improving and the housing market, including home prices, is getting better.
iv. In the short-term, low energy prices have hurt as energy companies cut back hiring and investing, but as consumers start spending their extra money, that should turnaround.  

v. Unemployment rates are near full employment and jobless claims are at record lows and suggesting an even firmer job market going forward.

b. The Federal Reserve and Interest Rates: In light of the recent employment reports, conditions are nearly in place for growth to accelerate and the Fed to raise rates.
i. The Fed is worried about the sustainability of growth when it starts raising rates and the first quarter slump has set back the date of the first rate hike.

ii. The firmer job market is leading to rising wages and that could put pressure on prices.

1. The Fed looks not just at consumer prices but worries about the future course of inflation so members look at other things such as commodity costs, worker compensation and measures of the tightness of the labor market.

iii. The Fed is likely to start raising rates by the fall, though the timing is unclear given the problems that the winter and other factors have had on economic data.

1. When rates start going up, the Fed is likely to increase fairly consistently, though the hikes will not be large.  

2. The Fed will monitor growth and speed up or slowdown the rate of rate increases depending upon how the economies in the U.S. and around the world react to rising rates.
Summary: Economic growth is likely to improve as we go through the spring and the remainder of the year should be solid.  That should lead to the Federal Reserve raising rates during the second half of the year.  

II. The New Jersey Economy: Will it continue to fall behind?

a. The state has lagged the nation as the unemployment rate is well above the U.S. average and job gains have been limited.
b. The housing market remains moribund as the overhang from distressed homes is one of the highest in the nation.  

i. New Jersey is a judicial state when it comes to bankruptcies and that has lengthened the time it takes to clear out the supply of distressed properties.

c. It is unclear what sector will lead New Jersey out of its slowdown.

Summary:  Growth should accelerate in New Jersey as we move through the year, but don’t expect a surge in economic activity.
