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Economists Adjust Forecasts for Infla on and Interest Rates Lower
The July 2017 Bloomberg Survey of Economists shows that economists collec vely expect the unemployment rate to con nue running well below the FOMC’s natural rate, job growth to be slightly be er, but infla on to run at an even slower pace than previously
expected. With the lower rate of infla on and despite the be er outlook for the labor market, economists are now projec ng a
slower pace for rate hikes and lower quarter-end rates for both the 2-year and 10-year Treasurys.
Overall economic growth expecta ons were revised only frac onally lower with the biggest adjustment to the 2Q17 and full-year
2018 GDP projec ons. The economy is now expected to grow 2.8% in 2Q17 versus 3.0% in the June survey. However, the economy
is s ll expected to expand 2.2% for the full year. Growth expecta ons for the full-year 2018 were revised lower from 2.4% to 2.3%,
perhaps reflec ng economists’ lower expecta ons for a boost from fiscal policy. The biggest change in the economic projec ons
came in the infla on forecasts. Infla on is now projected to end 3Q17 at 2.0% (revised down from 2.3%) and end Q417 at 1.9%
(revised down from 2.2%). For the full year, CPI infla on is now expected to average just 2.1% in 2017 (revised down from 2.3%) and
2.1% in 2018 (revised down from 2.3%). The lower infla on expecta ons are not the result of forecasts for a weaker labor market.
Unemployment rate projec ons were actually revised lower for 3Q17 and 1Q18 while nonfarm payroll growth projec ons were revised higher for the next three quarters. For all of 2017, nonfarm payroll growth is now projected to average 172k per month versus
167k in the June survey.
With infla on expected to slow, economists finally revised their interest rate forecasts accordingly. Economists, on average, no longer expect a rate hike in 3Q17, pushing the next hike out to 4Q17. They also expect another hike in 1Q18 but no longer expect a hike
in 2Q18. As such, economists forecasts for the Fed Funds Target Range have moved closer in-line with market expecta ons (as determined by Fed Funds Futures Contracts). Based upon a slower rate path and less infla on, economists subsequently revised their
2– and 10-year Treasury forecasts lower. Beginning with 3Q17, the average 2-year yield forecast was revised down 10 bps, 6 bps, 8
bps, 9 bps, and 11 bps each quarter. The 2-year is now expected to end 2017 at 1.70%, down from 1.76% in the June survey. The 10
-year yield forecasts were also revised lower by similar magnitude. The 10-year yield is now projected to end 2017 at 2.60% (down
from 2.72% in June projec ons).
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