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Vindication for the Fed 

The Federal Open Market Committee (FOMC) sanctioned an increase in 

the federal funds rate yesterday for the first time in more than nine years. 

Fed Chair Yellen noted that the economy was “performing well and 

expected to continue to do so,” thus making a 25 bps increase appropriate. 

Today’s solid print in the LEI largely corroborates Chair Yellen’s narrative. 

The index rose 0.4 percent in November, while the year-over-year growth 

rate was little changed at 3.4 percent. Over the past six months, the LEI has 

risen at an annualized pace of 3.0 percent (top chart). While this represents 

a modest slowdown from last year, it remains consistent with continued 

solid growth in domestic demand. Moreover, the strengths in the index 

remain more widespread than the weaknesses.    

Growth in the LEI was led by building permits, which contributed  

0.3 percentage points to the headline figure (middle chart). Perhaps no 

other component of the index has been more of a rollercoaster ride than 

permits this year; the permits component has been among the top three 

positive contributors to the index in seven of the 11 months so far this year 

but has been among the most significant detractors in the other four 

months. Stock prices were also among the most significant positive 

contributors to growth in November, adding 0.1 percentage point, while the 

Leading Credit Index posted a similar contribution.  

Interestingly, despite the drop in gasoline prices and rise in equity prices 

over the month, the consumer expectations component was more or less 

flat. This likely reflects the fact that most of the decline in gasoline prices 

and rise in stock prices occurred in the latter half of the month, after most 

of these surveys were conducted. Meanwhile, jobless claims subtracted 

about 0.1 percentage point from the headline figure. We do not believe this 

is cause for alarm, however, as the four-week moving average of claims rose 

only slightly from the 40-year low seen in October.   

Factory Sector Can’t Manufacture a Recovery 

The ISM new orders index was the largest negative detractor from LEI 

growth in November, subtracting just over 0.1 percentage point, while core 

capital goods orders also posted a modest negative contribution. 

Meanwhile, in a separate report, we learned that the Philly Fed 

Manufacturing Index unexpectedly fell to -5.9 in December (bottom chart). 

Weakness in manufacturing has been corroborated by a number of other 

regional indicators, in particular the Empire State Manufacturing Survey. 

Moreover, as indicated by the dip in the ISM manufacturing index to 48.6 

in November, manufacturing activity is in contractionary territory at the 

national level. Given the FOMC’s decision to raise interest rates yesterday, 

it appears the committee does not believe that the weakness in 

manufacturing is enough to derail the broader economic expansion. We 

agree, although it bears close monitoring.      
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Housing Market Lifts Leading Index in November 
The Conference Board’s Leading Economic Index (LEI) rose 0.4 percent in November, led by a surge in 
building permits and a boost from stock prices. Manufacturing indicators continue to weigh on the index.   
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