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After a slow start to the year, US economic activity perked up during the second quarter of 2015.  Consumer 

spending, which was dormant during the first quarter, accelerated as better weather and improved labor 

market conditions boosted confidence and brought an end to the winter doldrums.  Manufacturing and 

service industries expanded as the resurgence in US consumption helped to offset weak overseas demand.  

As the consumer outlook brightened, businesses picked up the pace of hiring.  Nonfarm payroll growth 

averaged a respectable 221,000 during the second quarter, and the unemployment rate fell to a seven year 

low of 5.3% in June.  The housing market also thawed as improved job prospects and historically low 

borrowing costs gave first time homebuyers the courage needed to take the plunge into home ownership.  

While the upswing in US economic growth was encouraging, there is still plenty of room for improvement.  

Business investment remains subdued, bank credit remains tight, and labor force participation is low.  Most 

importantly, a sustained increase in wages is needed to kick the consumer machine into full gear and propel 

US growth forward in the second half of the year. 

 

While the US was enjoying an economic revitalization during the second quarter, the European Union was 

embroiled in a bitter battle with Greece over the fate of the country’s membership in the monetary union.  

With a June 30 debt payment to the IMF looming, Greek Prime Minister Tsipras dug in his heels against 

proposed austerity measures and walked away from negotiations on the latest bailout plan proposed by the 

Troika (IMF, ECB, and EC).  Tsipras called for a July 5th referendum to let the Greek people choose between 

austerity or exit.  With no deal in place and little money to spare, Greece closed its banks and implemented 

capital controls on June 29.  The uncertainty resulted in some market volatility at the close of the quarter, 

but the ECB’s pledge to do whatever it takes to contain the fallout from Greece’s financial crisis helped to 

curb contagion concerns.      

 

China also ended the quarter on a sour note.  After a massive run-up in the Shanghai and Shenzhen 

exchanges over the last year, China’s stock market began to sell-off in June.  After days of sustained drops 

in equity prices, the Chinese central bank cut interest rates on June 27 to stem the bleeding, but the market 

decline continued.  By the end of June, both stock exchanges had entered bear market territory, falling more 

than 20% from their June 12 peak.  The correction is another blow for the Chinese economy, which was 

already suffering from a housing market slump and export slowdown.           

 

The reemergence of global risk was not lost on the members of the Federal Reserve.  At the June FOMC 

meeting, participants acknowledged the pickup in US economic growth during the quarter but noted that 

the uncertainty surrounding Greece and the slowdown in China posed risks to the economic outlook.  

Despite the word of caution, the Fed appears prepared to begin the process of rate normalization if domestic 

data continues to improve.  The Committee kept its median estimate for the federal funds rate at 0.625% 

for year-end 2015, implying two quarter-point rate increases before the year is out.  The median forecast 

for 2016 and 2017 was lowered, however, signaling that subsequent rate increases are likely to be more 

gradual than originally anticipated.      

   

As we entered July, the overseas drama began to subside.  Greece reached a deal with its European creditors, 

and the Chinese government stepped up its efforts to stabilize the Chinese stock market.  While the 

immediate crises have been averted, global uncertainty remains and could complicate Yellen’s quest for 

monetary policy normalization.  The Fed appears to be leaning toward a September liftoff, but markets are 

pricing in December or later.  Which side will prevail?  Stay tuned…upcoming economic data will be key 

to determining the course of rates.    

 

      


