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Economists Expect Tamer Infla on, Slower Job Growth, Lower Interest Rates; but … Rate Hikes 
 
The June 2017 Bloomberg Survey of Economists showed a con nua on of the recent trends which seem to defy logic.  Economists 
kept their 2017 growth forecasts unchanged, lowered their infla on forecasts, and lowered their job growth projec ons while also 
dropping their unemployment rate forecasts.  They expect the Fed to con nue with its rate hikes but expect 2- and 10-year Treasury 
yields to be lower than in their May projec ons.  It appears counterintui ve to lower unemployment forecasts, yet project even low-
er infla on and interest rates.  However, such has been the reality for this economy for several years.   

The economy is s ll expected to expand 3.0% in 2Q, rebounding from 1Q’s weak growth. For the full year, GDP is projected to run at 
2.2%, the same forecasts as seen in the last two surveys.  A er falling to 4.29% in May, the unemployment rate is now projected to 
end 2Q at 4.4% and average 4.4% for the full year, down from 4.5% in the previous survey.  An even larger drop is expected for 2018 
with economists projec ng the rate will average 4.2% during the year, down from 4.4% in the May survey.  Payroll growth is now 
projected to average 167k per month in 2018 and 150k in 2018, down from 172k and 154k, respec vely.  Given the weaker expecta-

ons for job growth, the lower unemployment rate projec on is necessarily the result of weaker expected par cipa on, a trend that 
has re-emerged in recent months.  Ironically, despite the ghter expecta ons for the labor market, infla on is expected to grow at 
an even slower pace.  CPI infla on is now projected to run slower in each of the next four quarters, coming in at 2.2% by the end of 
Q217 and averaging 2.3% for the full year.     

Even with job growth and the rate of infla on expected to simultaneously slow, economists con nue to project another rate hike in 
2017 and two more in the first half of 2018, in-line with the FOMC’s projec ons.  Treasury yields, however, are now projected to be 
lower than in the previous survey.  The 2-year Treasury yield is projected to end 2017 at 1.76%, down from 1.80% in the May survey 
and 1.89% in the March survey.  The 10-year yield is now projected to end the year at 2.72%, down from 2.80% in the May survey 
and 2.90% in the March survey.  If economists’ projec ons are correct, the spread between the Fed Funds rate and the 2-year Treas-
ury will be 30 bps by the middle of next year and the spread between the 2-year and 10-year Treasurys will be just 82 bps.   
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