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THE WEEK IN REVIEW
Stocks fell this week as a 9.97% plunge in China’s Shanghai Composite Index
dragged down global markets. Multiple factors pressured Chinese stocks this
week; these factors included weak manufacturing and non-manufacturing
data, Friday’s originally scheduled expiration of a previously implemented
policy that prevented shareholders owning 5% or more of a company from
selling, and the Chinese central bank’s decision to fix the yuan at its weakest
level in five years. Trading in China’s stock market was suspended on Monday
and Thursday after triggering a new circuit breaker system which suspends
daily trading after a 7% intra-day decline. After the markets closed Thursday,
Chinese regulators suspended the use of circuit breakers, saying it did not
work as expected and exacerbated stock losses. Regulators also revised their
policy on large shareholders to allow them to sell up to 1% of their holdings
over the next three months.
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U.S. car sales set a new record in 2015 with 17.47 million vehicles, breaking
the previous record of 17.41 million vehicles in 2000. Low gasoline prices,
low interest rates, and moderate economic growth helped car sales increase
5.7% in 2015. Some forecasters are predicting 2016 to be another record year
and it is anticipated sales will begin to decline in 2017 due to the expectation
of higher interest rates and excess supply of quality used cars.
Two important economic indicators released this week were the Institute of
Supply Management (ISM) manufacturing and non-manufacturing reports on
business conditions. On Monday, the markets learned that the overall
manufacturing sector contracted for a second consecutive month declining to
48.2 from 48.6 a month earlier. December's report was the lowest reading of
2015 and recent trends indicate that the direction of the overall index is
contracting at a faster rate; however, the index indicates that the overall
economy advanced for a 79th consecutive month. Two days later, the nonmanufacturing report was modestly more upbeat. The biggest drag on the
index in December was supplier deliveries, which dropped to 48.5 from 53.0
last month indicating that deliveries are occurring at a faster pace. Overall,
both reports continue to indicate growth in overall U.S. GDP and nonmanufacturing ISM of 55.3% correspond to annualized real GDP of 2.6% and
2.8%, respectively.
Also released this week was the Bureau of Labor Statistics (BLS) payroll
employment report. The report showed nonfarm payroll employment
increased by 292,000 and the unemployment rate remained at 5.0%. The
increase in employment far exceeded consensus estimates of 200,000.
Average hourly earnings accelerated on a year-over-year basis, rising at a
2.5% rate versus 2.3% in November.
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UPCOMING WEEK
Earnings season for the fourth quarter of 2015 will begin next Monday when Alcoa
(AA) reports after the close. Earnings for the S&P 500 are expected to be down 7.3%
from a year earlier and revenue down 4.6%. If analyst expectations are correct, it will
be the third straight quarter of earnings declines. Next Friday will be a busy day for
economic data with releases on retail sales, consumer sentiment, industrial
production, and producer prices. Retail sales for December will likely receive the
most attention.
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THE WEEK IN REVIEW
Job openings rose and overall hiring was up in November. The Job Openings
and Labor Turnover Survey (JOLTs) showed 5.43 million job openings for
November, up from 5.34 million in October. Additionally, 5.20 million people
were hired, up from 5.17 million, and 2.83 million quit their jobs, signaling
workers’ confidence in the current job market. Initial jobless claims, which
provide more up-to-date data, rose by 7,000 for the first full week of January
to 284,000. While slightly less positive than numbers in the JOLTs report,
any number less than 300,000 is generally regarded as a sign of a healthy
labor market, and it’s possible the increase could be related to the release of
seasonal holiday workers.
Retail sales fell 0.1% in December, slightly better than the 0.2% decline
economists were expecting. With the drop, retail sales grew at just 2.1% for
the full year, the slowest pace since 2009 and comparable to the 5.1% annual
average from 2010 to 2014. Falling gasoline sales accounted for a large
portion of the slowdown in performance, as sales rose 3.9% excluding the
volatile commodity. Producer prices fell 0.2% in December as measured by
the Producer Price Index, in line with analysts’ expectations. Producer prices
were down 1.0% for the full year, again largely related to the fall in the price
of gasoline, and excluding this, prices were up 0.3%. Finally, industrial
production fell 0.4% in December, more than the 0.2% economists were
expecting, led by cutbacks in mining and utilities.
Stocks around the globe endured another rough week. The S&P 500 closed
down 2.2%, marking the third consecutive week of losses, the Shanghai
Composite recorded an 8.8% loss on the week, and the FTSE 100 sank more
than 2%. This was the first week since China suspended its newly
implemented circuit breaker system originally designed to help stabilize the
stock market.
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UPCOMING WEEK
Investors continue to be scared off by weak global markets and oil. Many of
these indexes have been following the lead from China and crude oil, which
dropped to 12-year lows at below $30 a barrel. This was likely due to weak
manufacturing data out of China, who consumes about 12% of the crude oil
in the world, and a continuing oversupply of oil. China was demanding
510,000 barrels per day last year, compared to 300,000 per day this year.
The IAEA is expected to lift sanctions against Iran, who plans on surging their
oil exports to upwards of 500,000 barrels per day shortly after their
sanctions are lifted.

Markets are closed on Monday in observance of the Martin Luther King, Jr. holiday,
and economic releases will be light for the remainder of the week. The Consumer
Price Index for December is out Wednesday and expectations are for a drop of 0.1%,
versus unchanged in November. Core CPI, excluding the more volatile components
of energy and food, is expected to increase 0.1%. Housing starts are also out on
Wednesday with expectations for an increase to a 1.19 million annual rate. Existing
home sales are due out Friday and are also expected to increase, up to a 5.15 million
annual rate from 4.76 million in November.

The slide in oil prices and equities has led to a flight to safety, as U.S. 10-year
Treasury yields briefly dropped below 2% Friday, the lowest level since early
October. This is in large part due to the perceived safety that U.S.
government debt gives global investors.
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THE WEEK IN REVIEW
Comments from European Central Bank president, Mario Draghi, and a
recovery in oil prices shifted investor sentiment and triggered a rebound in
global stocks Thursday and Friday. Earlier in the week, continued turmoil in
China’s stock market and oil prices falling to the lowest level since 2003
weighed heavily on stocks as Japan’s Nikkei 225 Index and the U.K.’s FTSE 100
Index fell into bear market territory. On Thursday, Draghi said the ECB will
need to review and reconsider its monetary policy at its March meeting as
downside risks have increased in 2016. Speculation that Draghi’s comments
indicated the ECB could increase its stimulus measures helped spark a rally in
stocks.
China’s economic growth rate slowed to 6.8% in the fourth quarter and 6.9%
for 2015, the slowest quarterly growth since the first quarter of 2009, and
the slowest annual growth in 25 years. The slowdown in China and the
impact of low commodity prices on export-oriented developing countries
prompted the International Monetary Fund to cut its global growth forecast
to 3.4% in 2016 and 3.6% in 2017. The IMF projects strong growth in India
and some parts of emerging Asia, whereas the recessions in Brazil and Russia
are projected to be deeper than previously forecasted.
The U.S. housing market wrapped up its best year since before the recession
with a big rebound in sales. Existing-home sales rose 14.7% in December to a
seasonally adjusted annual rate of 5.46 million, according to the National
Association of Realtors. Inventory of existing homes for sale fell 12% to 1.79
million and at 3.9 months’ worth of supply, inventories are at their lowest
level in nearly a decade. For all of 2015, existing-home sales reached 5.26
million, the highest level since 2006, capping off a long but slow recovery
following the housing bust. Despite the unexpected fall in December, housing
starts also had their strongest year since 2007. New home construction
declined 2.5% to a 1.15 million annualized rate, down from the revised 1.18
million in the month prior, according to a report from the Commerce
Department. However, housing starts climbed 10.8% to 1.11 million for the
year.
U.S. consumer prices fell unexpectedly in December as the cost of energy
goods dropped and services rose moderately, a trend that if continued
suggests inflation will be slow to rise, further diminishing expectations of a
Fed interest rate hike in March. On Wednesday the Consumer Price Index
slipped 0.1% after being unchanged in November, according to the Labor
Department. Despite the drop last month, CPI increased 0.7% overall in 2015.
The low rate was largely the result of the biggest drop in gasoline prices in
more than a decade. The cost of food also tapered off toward the end of the
year due to falling prices of agricultural goods. In December, energy prices
dropped 2.4% and food costs retreated 0.2%.
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UPCOMING WEEK
Fourth quarter U.S. GDP will be released next Friday. Economists are expecting
slower growth of 0.8% annualized rate compared to 2% growth in the third quarter.
The other major news next week will be the Federal Open Market Committee
meeting and its policy statement. FOMC officials are not expected to change policy,
but investors are interested to see how the FOMC’s language changes given the
recent market turmoil. Other economic data released next week include the S&P
Case-Shiller Housing Price Index, consumer confidence, new home sales, and durable
goods orders.
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THE WEEK IN REVIEW
Domestic stock markets had another positive week, with the S&P 500
finishing up 2.3%. Japan’s move on Friday to reduce its policy rate to -0.1%
from 0.1% was a catalyst for equity market gains. The Bank of Japan voted to
ease policy further in an effort to stoke its flailing economy. In response to
the move, the yen depreciated against the dollar while its domestic equity
market, the Nikkei 225, rallied sharply higher. The surprise cut was welcomed
by much of the global investment community, including the U.S., which saw
its domestic indexes rally more than 2% on the news. The energy markets
remained in the spotlight, but this time for reasons other than precipitous
declines. Reports Thursday and early Friday indicated that Russia and Saudi
Arabia may be in discussion to coordinate a reduction in oil supply. Doubt
remains that an agreement will be reached, but economic and fiscal strains
resulting from significantly lower oil prices continue to pressure both Russian
and Saudi Arabian finances. A coordinated reduction targeted at bolstering
crude oil prices would be a welcome reprieve from the headwinds that have
buffeted both countries.
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As was widely expected, the Fed maintained its current monetary policy at
this month’s meeting, with language from the minutes suggesting a rate hike
in March is also unlikely. However, the Fed did not indicate it has plans to
change its policy of gradually increasing rates throughout the rest of 2016
despite global volatility. Fed Chair Janet Yellen acknowledged the Committee
is monitoring the global landscape and continues to assess the implications
for U.S. labor markets and inflation.

KEY BOND RATES
WEEK 1 MO AGO 1 YR AGO
3-Month T-Bill
0.31%
0.23%
0.03%
2-Year Treasury
0.77%
1.09%
0.51%
5-Year Treasury
1.33%
1.81%
1.28%
10-Year Treasury
1.92%
2.32%
1.77%
30-Year Treasury
2.75%
3.04%
2.33%
Municipal Bond Yields (10 Yr)
1.74%
1.99%
1.83%
Price return as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

The first estimate of Q4 GDP was released Friday and indicated the U.S.
economy expanded 0.70%, slightly below the 0.90% consensus estimate.
Based on these numbers, GDP growth registered 2.4% in 2015, the same as
2014. Weaker consumer spending, a decline in exports, and a modest build in
inventories were the primary culprits for the weaker reading; there will be two
additional updates to Q4 GDP which will be released Feb. 26 and March 25.
Durable goods orders came in well below expectations, with December’s
orders dropping 5.1%. However, Chicago PMI soared past expectations as the
index posted a reading of 55.6 versus a 45.3 consensus estimate. The new
orders component moved to the highest level in twelve months while
production registered a double-digit gain. Lastly, the employment cost index
and consumer sentiment were also released Friday. Compensation gains were
muted as the year-over-year trend remains below 2%. Despite the
improvement in the labor market there has yet to be a sustained increase in
wage and compensation growth, but consumer sentiment held relatively
steady this month, indicating that consumers have not been overly miffed by
the recent equity market turmoil.
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UPCOMING WEEK
Next week will be heavy on manufacturing news as the ISM Manufacturing Index and
construction spending are both scheduled for release Monday, along with Personal
Income and Outlays. ISM is expected to stay below the even par number of 50%,
with consensus forecasts around 48%. The ISM Non-Manufacturing Index will be
released Wednesday, and Thursday will have factory orders. Finally, the employment
situation and international trade numbers will be released Friday, with the trade
deficit currently at negative $42.4 billion.
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THE WEEK IN REVIEW
Domestic stocks failed to extend their winning streak to a third week as
mixed economic data and continued volatility in oil prices weighed on
markets. Sharp drops in U.S. Treasury yields and the U.S. dollar this week
suggest investors have reduced expectations for interest rate increases this
year. The U.S. 10-year Treasury reached an intraday low of 1.797% on
Wednesday after ending 2015 at 2.269%. At the Fed’s December meeting,
central bank officials estimated interest rates would be 1% higher in 2016,
implying four 0.25% rate hikes. Recent financial market volatility, mixed
economic data, and comments from Fed officials have pushed investor
expectations for the next rate increase back from March to June. Federal
Funds futures prices, a popular instrument for the market’s views on rate hike
probability, indicate an 11% chance for a rate hike in March, down from 17%
at the start of February and 60% at the end of December.
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The unemployment rate dropped to 4.9% as the U.S. economy added
151,000 jobs in January. Analysts were expecting 190,000 jobs to be added
and the unemployment rate to remain unchanged. The labor force
participation rate edged up one-tenth of one percent to 62.7%, indicating
that as more people find employment, many people are re-entering the
workforce. Additionally, wage growth was stronger than expected, as average
hourly earnings rose 0.5% compared to the 0.3% expected by analysts,
largely due to state-boosted minimum wage increases. While the stock
market fell on the headline report, many believe the underlying trends in the
report are encouraging and show the job market remains on solid footing,
leaving companies feeling confident about their outlook.
The ISM Manufacturing Index showed contraction for January coming in at
48.2% (any reading below 50% signifies contraction). The reading was only
slightly below consensus expectations of 48.3% and slightly above the prior
month reading of 48.0%. January marked the fourth consecutive month of
contraction for the manufacturing sector, but the pace of deterioration has
slowed. Employment was the main detractor, as new orders and construction
both came in above 50%. The ISM Non-Manufacturing Index fell slightly in
January to 53.5% from 55.8% in December, well below consensus
expectations of 55.5%. While the service sector of the economy is still
growing, it is at its lowest level in one year. Both employment and output
slowed last month, while new orders remained strong.
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UPCOMING WEEK
Next week is light on economic releases. Up first on Tuesday is December’s Job
Openings and Labor Turnover Survey (JOLTS); job openings increased in the
November release. Fed Chairwoman Janet Yellen is scheduled to speak Wednesday
morning, and it is likely she will discuss the decision not to increase interest rates in
January. Finally, retail sales for January and consumer sentiment for February are due
out Friday.

U.S. consumers increased savings and spending was flat in December. While
consumer spending was unchanged in December, it increased 3.4% in 2015,
slower than the 4.2% rise in 2014. The personal savings rate rose to 5.5%, the
highest rate since December 2012. The gradual increase in savings and
modest growth in spending suggests consumers are cautious, even though
consumer sentiment and employment growth are at healthy levels.
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THE WEEK IN REVIEW
Job openings increased by 5% in December to 5.61 million compared to
November’s revised reading of 5.35 million. This number represents the
second-highest level on record (dating back to 2005), behind July 2015. Hires
also rose to 5.36 million from 5.25 million. The closeness of these two
numbers is important, as a job openings number greater than hires can signal
too many workers without the required skills.
After another volatile week in the markets, the S&P 500 finished down 0.81%
and 8.77% for the year. U.S. 10-Year Treasury yields also declined on the
week, as investors looked for safe havens after the stock market selloff.
Financial stocks and banks in particular have been hit hardest, but Friday's
rally helped the markets back up. The market improved in after-hours trading
on Thursday and pre-market trading on Friday as investors reacted to
encouraging Retail Sales numbers, despite another week of dollar weakening.
Finally, crude oil finished at $29/barrel after opening Monday above
$31/barrel. Friday represented a more than 10.5% increase, almost recovering
heavy losses earlier in the week, and further underscoring the volatility
surrounding the markets.
In two days of congressional testimony, Federal Reserve Chair Janet Yellen
reiterated her belief the U.S. economic slowdown would likely be temporary
and she still expects a strong labor market to win out. Yellen acknowledged a
lot has happened since the Fed indicated it would spend 2016 gradually
raising rates. She recognized the possible dangers lurking beyond the
persistently low inflation plaguing the Fed, including China's weakening
economy and the upheaval in global markets. When asked about the risk of a
recession, Yellen responded saying anything is possible but “expansions don’t
die of old age.” She made clear Fed officials were still debating when, not
whether, they should raise rates again. Yellen also stated on Thursday the Fed
did not intend to cut rates back to zero. She continued to play down, but not
completely rule out, the possibility the Fed would seek to provide new
stimulus by imposing negative interest rates.
U.S. consumer spending appeared to regain momentum in January as
households ramped up purchases of a variety of goods. According to the
Commerce Department on Friday, retail sales, excluding automobiles,
gasoline, building materials, and food services, increased 0.6% last month.
Growth in consumer spending, which accounts for more than two-thirds of
U.S. economic activity, moderated in the fourth quarter. Overall retail sales
rose 0.2% in January as cheaper gasoline undercut receipts at service stations
and harsh winter weather weighed on spending at restaurants and bars.
Overall retail sales also increased by an upwardly revised 0.2% in December,
up from the previously reported 0.1% gain.
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UPCOMING WEEK
Despite a shortened week with the markets closed Monday for Presidents Day, there
are still a number of significant data releases next week. The Housing Market Index is
out Tuesday, followed by January’s PPI, Housing Starts, industrial production and
capacity utilization, as well as the FOMC minutes on Wednesday. Industrial
production is expected to increase 0.2% after a disappointing drop of 0.4% in
December, while capacity utilization is forecasted to increase from 76.5% to 76.6%.
On Friday both CPI and Core CPI, key measures of inflation, will be released, with
January’s CPI expected to decrease 0.1%, the same change as December.
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THE WEEK IN REVIEW
Global stocks rallied to end the week higher amid better-than-expected U.S.
manufacturing data, comments from the European Central Bank President
indicating the ECB is ready to increase stimulus if financial market turmoil or
lower oil prices weigh further on inflation, and discussions about a tentative
deal among major oil producers to cap production levels. U.S. stocks
completed their first three-day rally this year on Wednesday, but the rally
faded later in the week as mediocre earnings and lower oil prices weighed on
stocks.
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Minutes from the FOMC’s January meeting showed concern among Fed
officials about the potential drag on the U.S. economy from slower global
growth and recent financial market turbulence. Many officials saw growing
risks to the economy and said the impact of recent developments in financial
markets may be equivalent to further monetary tightening, which
complicates their view on appropriate timing for interest rate hikes. The
policymakers discussed altering their previous view of the appropriate path
for raising interest rates, but concluded it was premature to make big changes
to their outlook.
Important in the Fed’s outlook is inflation. The Producer Price Index (PPI) and
Consumer Price Index (CPI) were released this week and provided additional
evidence of improving price trends. While the headline figures are still
relatively weak due to energy-related issues, the underlying core trends are
positive. Year-over-year, the PPI fell 0.2% while core rose 0.4%. Both
numbers came in ahead of expectations and may be a signal that significant
headwinds which have buffeted U.S. inflationary trends may be abating.
Meanwhile, the CPI report showed that the index for all items rose 1.4% yearover-year versus 0.7% for the 12-month period ending December 31. Core
CPI advanced 2.2%, the strongest increase since mid-2012.

LEVEL
16,391.99
4,504.43
1,917.78
1,305.68
620.28
1,568.71
746.24

WEEK
2.62%
3.85%
2.84%
3.47%
3.64%
5.11%
4.92%

YTD
-5.93%
-10.04%
-6.17%
-6.64%
-7.66%
-8.60%
-6.03%

12 MO
-8.86%
-8.53%
-8.57%
-13.26%
-12.30%
-15.84%
-24.25%

Barclays Aggregate US
Bloomberg Non-US Govt Bond
Bloomberg US Treasury Index
Bloomberg High Yield Index

0.11%
0.57%
-0.07%
1.58%

1.90%
1.52%
3.03%
-2.61%

1.90%
-1.68%
3.28%
-7.94%

FTSE/NAREIT All REIT Index
Bloomberg Commodity Index

4.04%
-0.44%

-6.16%
-4.40%

-10.46%
-27.24%

KEY BOND RATES
WEEK 1 MO AGO 1 YR AGO
3-Month T-Bill
0.31%
0.26%
0.02%
2-Year Treasury
0.76%
0.88%
0.67%
5-Year Treasury
1.24%
1.49%
1.58%
10-Year Treasury
1.76%
2.06%
2.11%
30-Year Treasury
2.61%
2.82%
2.73%
Municipal Bond Yields (10 Yr)
1.68%
1.81%
2.10%
Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

UPCOMING WEEK
The Philadelphia Fed released its manufacturing report this week, indicating
manufacturing in the Philadelphia region contracted again this month. While
the number came in ahead of expectations, there is still some concern the
weakness in manufacturing may signify trouble for the U.S. economy.
However, alleviating some concerns was the industrial production release.
The report indicated production rose after three months of declines, and
capacity utilization increased as well.

The second reading of Q4 2015 GDP will be released next Friday, with economists
expecting a reading of 0.4%, revised lower from the initial reading of 0.7%.
Economists are projecting that existing home sales and new home sales declined in
January after a strong December. Other notable economic data being released next
week includes consumer confidence, durable goods orders, and personal income and
outlays.

Housing starts and building permits were weaker than expected in January.
Housing starts fell 3.8% to a seasonally adjusted annual pace of 1.099 million
units, the slowest pace in three months. Permits fell 0.2% to a 1.202 million
annualized rate, indicating a low probability of a rebound in construction this
month. The National Association of Home Builders/Wells Fargo sentiment
index fell to 58, the lowest since May.
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THE WEEK IN REVIEW
Fourth quarter 2015 U.S. economic growth was revised up to 1%, ahead of
the 0.7% GDP growth initially reported late last month. Businesses were less
aggressive in their efforts to reduce unwanted inventory and imports
increased less than previously thought. U.S companies accumulated $81.7
billion worth of inventory, more than the $68.6 billion reported last month.
The largest contributors to the upward revision to inventory investment were
retail trade and mining, utilities, and construction. As a result, inventories
subtracted only 0.14% from GDP growth instead of the previously reported
0.45%. The bigger inventory build may unfortunately be bad news for first
quarter 2016 GDP growth as it means businesses will have little incentive to
place new orders, potentially holding down production.
Consumer spending climbed in January by the most in eight months, fueled
by faster earnings growth. The 0.5% advance followed a 0.1% gain in the
prior month, according to a report from the Commerce Department on
Friday. Steady hiring, cheap gasoline, and rising home values continue to
power Americans’ ability to boost spending, which accounts for nearly 70%
of the economy. Households are broadening out purchases beyond big ticket
items, such as cars and houses, which bodes well for weak manufacturing.
U.S. durable goods orders rose 4.9% in January, the largest gain in 10 months
and far exceeding consensus expectations ranging from 2.0-3.5%. The report
erases the revised 4.6% decline in December. While the volatile aircraft
component was a strong contributor, even excluding transportation the
reading came in at 1.8%, also ahead of expectations. Core capital goods,
which had been weakening, advanced 3.9% in January. Drawbacks to the
report included core orders almost 3% lower than one year ago, and
shipments on core capital goods falling 0.4%. Nevertheless, it remains to be
seen whether this strong report is due to the poor reading in December, or an
indication of a strengthening economy.
Consumer confidence slowed considerably in February to 92.2, a seven month
low, while January’s level was lowered to 97.8. February’s reading was
disappointing relative to the consensus expectations in the 95-100 range. The
drop in the index comes mostly from Americans’ increasing pessimism about
job prospects and business conditions. Component readings were broadly
lower with nothing radically lower than last month.
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UPCOMING WEEK
Next week will be a busier one for economic releases. On Monday the Chicago PMI
Business Barometer Index will be reported along with Pending Home Sales for
January; Tuesday the PMI Manufacturing Index, ISM Manufacturing Index, and
construction spending report will be released; Factory orders and the ISM NonManufacturing Index are announced on Thursday; and Friday marks the release of
nonfarm payrolls and unemployment rate data for February.
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THE WEEK IN REVIEW
U.S. employment gains surged in February, another sign of labor market
strength that could further ease fears of a recession and allow the Fed to
gradually increase interest rates this year. The U.S. economy produced a
surprisingly strong 242,000 jobs last month, while the unemployment rate
held steady at an eight-year low of 4.9%, according to the Labor Department.
Job growth was up sharply from January’s upwardly revised figure of 172,000.
Improved job growth has put about 555,000 people back into the labor force,
pushing the labor force participation rate up to 62.9%, the highest level since
January 2015. While this figure is still historically low, it has now risen for
three straight months. Despite the upbeat top-line figures, wages declined in
February after a strong gain the previous month. The decline of three cents an
hour in average earnings was the first since June and the largest since 2014.
For the 12 months ended February 29, wages have increased 2.2%, well above
the low inflation rate but off the annual pace recorded in the previous two
months. This latest jobs report is the last significant collection of economic
data before the Fed meets this month to determine whether to enact another
small hike in interest rates.
Manufacturing was expected to be weak in February, and although the ISM
manufacturing index came in below the breakeven level of 50 at 49.5, it was
still a full point ahead of consensus expectations and January’s level of 48.2.
While the index has been contracting since September 2015, the new orders
component remained unchanged at 51.5, and production is up to 52.8, the
highest since August of last year. Exports declined to 46.5, the weakest since
contraction began in September. The ISM non-manufacturing index rose to
53.4 in February, reflecting strength in much of the U.S. service sector. This
reading was modestly ahead of analyst expectations of 53.0 and signals
expansion in the industry. While the employment subindex fell 2.4 points to
49.7, the production subindex increased by 3.9 to 57.8.
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UPCOMING WEEK
Construction spending increased in January, coming in at 1.5%, or a
seasonally adjusted annual rate of $1.14 billion, well ahead of consensus
expectations of around 0.2%. This is the highest one-month increase since
October 2007. Gains in state and local spending rose 4.5%, possibly
reflecting the weather-sensitive nature of the data.
Factory orders rose in January by 1.6%, below consensus expectations of
2.4% but still a strong reading. While the durable goods orders component
rose 4.7%, there was a strong offset from energy-related weakness for nondurable goods, giving back 1.4%. Core capital goods, particularly machinery,
fabricated metals, and computers, rose 3.4%, nearly offsetting the 3.5%
decline in December. Shipments of these goods did decline 0.4%, further
reflecting export weakness.

Next week is relatively light on economic releases. The Labor Department will
release its latest jobless claims report on Thursday. The number of Americans
applying for new unemployment benefits grew by 6,000 to a seasonally adjusted
278,000 in the week ended February 27. Changes in import and export prices for
February will be announced on Friday, which tend to be valuable gauge of inflation,
both domestically and abroad.

Opinions herein are as of the publication date; they are not statements of facts and may include “forward-looking statements” which may or may not be accurate over
the long term. The week is calculated beginning with Monday's market open. Report includes candid statements and observations regarding investment strategies, asset
allocation, individual securities, and economic and market conditions. Statements, opinions or forecasts not guaranteed. Do not place undue reliance on forwardlooking statements. The material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or
instrument or to participate in any trading strategy. Indices and sector statistics are unmanaged and are a common measure of performance of their respective asset
classes. Indices are not available for direct investment. Past performance is not indicative of future results. The value of investments and the income derived from
investments can go down as well as up. Future returns are not guaranteed, and a loss of principal may occur. Investing for short periods may make losses more likely.
Not a deposit, not FDIC insured, may lose value, not bank guaranteed, not insured by any federal government agency.

MAINSTREET
ADVISORS

FINANCIAL MARKET UPDATE

3/11/16

THE WEEK IN REVIEW
Stocks extended gains for a fourth consecutive week as oil prices appear to
have stabilized and investors digest the European Central Bank’s new stimulus
measures. The price of crude oil rose 7.27% this week for its third consecutive
week of gains. In its monthly report, the International Energy Agency (IEA)
said that oil prices might have bottomed as OPEC production fell in February
and Iran’s post-sanctions return to the market was more gradual than
expected. The IEA also said it expects OPEC production to fall more this year
than initially expected.
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The European Central Bank (ECB) unveiled a package of measures to
stimulate the euro zone economy through lower interest rates and more
quantitative easing. The ECB lowered interest rates further into negative
territory by decreasing the deposit facility rate (the rate banks receive for
placing money with the ECB) to -0.40% from -0.30%. The ECB also created a
new series of targeted longer term refinancing operations (TLTRO) which
provide banks with cheap loans with the intention that low-cost credit will
flow through banks to businesses and boost investment and spending. Rates
on TLTROs can be as low as the negative deposit rate, essentially paying
banks to borrow from the ECB. The TLTROs are important because they
reduce pressure that low interest rates put on a bank’s net interest margin
which drives their profits. In addition, the ECB also expanded its bond-buying
program to €80 billion from €60 billion. The range of the bond-buying
program was also expanded to include investment-grade corporate bonds.
U.S. household net worth hit a record $86.8 trillion in 2015, and wealth rose
$1.6 trillion in the fourth quarter. According to the Federal Reserve, the
largest categories of household net worth are approximately $15 trillion in
home equity, $13 trillion in stocks, $20.3 trillion in pension funds, and a
record $10.7 trillion in deposits. Home equity has steadily recovered in recent
years as housing prices increased and mortgage debt grew slowly.
The fourth quarter earnings season is effectively over with results reported
from 496 members of the S&P 500 Index. Earnings from those 496
companies were down 6.1% with revenue down 4.1%, according to Zacks
Investment Research. Excluding the struggling energy sector, earnings were
still weak with growth of just 0.3% and revenue up 0.1%. Analysts are
expecting earnings growth to be negative in the first quarter of 2016, which
would be the first time the S&P 500 Index’s earnings declined for four
consecutive quarters since Q4 2008 through Q3 2009. Analysts are now
projecting first quarter earnings growth of -9.3%, significantly lower than
projections made in January of -3.0% earnings growth. This quarter’s revision
to earnings growth was the largest percentage decline over the first two
months of a quarter since Q1 2009.
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UPCOMING WEEK
The FOMC’s March meeting is next Tuesday and Wednesday. Most analysts surveyed
by Bloomberg expect the federal funds rate to be unchanged. CPI and housing starts
will also be released on Wednesday. Economists are expecting February’s data to
show a decline in inflation. Housing starts are projected to have rebounded in
February after two months of declines. Other notable economic releases next week
include retail sales, industrial production, JOLTS, and consumer sentiment.
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THE WEEK IN REVIEW
The markets received two updates on inflation this week, the Producer Price
Index (PPI) and the Consumer Price Index (CPI). While the headline figures are
still relatively weak due to energy related issues, the underlying core trends
are more positive. Year-over-year, the PPI is roughly unchanged while the
core reading is up 0.9%, the largest year-over-year change since July 2015.
Meanwhile, the CPI report showed that the all-items index rose 1.0% yearover-year and the core component advanced 2.3%, the largest increase since
May 2012. Several important categories that impact day-to-day consumers
continued their year-over-year declines. Gasoline, electricity, piped gas
service, meats, poultry, fish, and dairy all posted negative year-over-year
growth.
The Federal Reserve released a statement Wednesday following its latest
policy meeting. The committee decided to leave rates unchanged and
reiterated that while several pockets of the economy have been doing well,
inflation continues to run below its 2% target objective. The Committee
projects the federal funds rate to be roughly 0.9% by year end, which would
imply there could be two rate hikes in 2016. In reaction, the dollar hit the
lowest level in four months.
Buoyed by a rally in oil prices, U.S. stocks climbed this week with both the
S&P 500 and the Dow Jones Industrial Average closing at 2016 highs. The
Dow turned positive for 2016 on Thursday, erasing a start to the year that at
one point had the index down as much as 1,974 points. Marking the fifth
straight week of gains, the S&P 500 rose 1.35%, ending at 2,049, while the
Dow Jones Industrial Average gained 2.26% to 17,602.
U.S. retail sales dropped in February and the prior month’s gain was revised to
a decline, suggesting that consumers remain cautious about spending despite
steady hiring. Sales at retail stores and restaurants fell 0.1% from the month
prior to a seasonally adjusted $447.31 billion in February, according to
Commerce Department data released this week. January retail sales dropped
0.4%, versus the initially reported 0.2% increase. The decrease in purchases
showed Americans’ reluctance in opening up their wallets with the money
saved at the gas pump amid recent volatility.
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UPCOMING WEEK
Next week is another busy week on the economic front. Existing and new home sales
will be closely watched for signs of continued improvement in housing activity. Also,
durable goods orders will give us another look at the health of orders for US
manufactured goods and an indication of business spending plans. Lastly, the third
estimate of Q4 2015 GDP will be released.

Housing starts rose significantly on a year-over-year basis on the strength of
single-family home construction, a housing report indicated Wednesday.
February housing starts rose 5.2% to a seasonally adjusted, annual rate of
1.178 million from January’s downwardly revised rate of 1.12 million,
according to the Commerce Department. February’s rate was 30.9% above
the housing starts pace one year earlier. Single-family housing starts rose
7.2% to a seasonally adjusted annual rate of 822,000 in February. On a yearover-year basis, single-family starts were up 37%.
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THE WEEK IN REVIEW
U.S. stocks recorded their first weekly loss in the past six weeks as lower oil
prices and a rising dollar weighed on the recent rally. The price of oil fell over
3% on Wednesday after the Energy Information Administration said crude oil
stockpiles reached a new record level. Crude stockpiles increased by 9.4
million barrels last week, three times the 3.1 million barrels analysts polled by
Reuters were expecting. The strength of the dollar gained momentum
following hawkish comments from the president of the St. Louis Federal
Reserve Bank, James Bullard. Bullard said the next interest rate increase “may
not be far off,” and suggested a rate hike in April remains a possibility.
Existing home sales for February declined again, coming in at a disappointing
5.08 million, well below consensus expectations of 5.305 million on an
annualized basis. This represents a 7.1% decline from January, but still up
2.2% from 2015. The declining pace is the lowest since November. The
National Association of Realtors has warned for some time that low supply in
the market would push prices higher and cause affordability issues. The report
is weak across all sub-sectors and regions, with single-family homes down
7.2%, condo sales down 6.6%, and all regions showing declines. Home supply
is down 1.1% from February 2015, though it did move up 3.3% relative to
January.
New home sales were roughly in line with expectations, coming in at an
annualized rate of 512,000. Expectations had ranged from 510,000-515,000.
January was revised up from 494,000 to 502,000. Although February’s
number represents a 2.0% increase over January, it is 6.1% lower than last
year. This index was once again supported by the key Western region, up 39%
after a 33% decline in January. The West was up 10.2% year over year, while
the Midwest region also increased 1.9%. The Northeast is down 3.8% from
this time in 2015, and the South is down 14.3%. New home sales have had
similar supply issues to existing home sales, as permit and labor supply have
dwindled. Although supply grew higher in February, the supply to sales ratio
remained unchanged at 5.6.
U.S. durable goods orders fell 2.8% in February and were revised lower for
January to show 4.2% growth, versus the originally reported 4.8% growth.
Excluding the volatile transportation sector, orders were down 1.0%, the
largest decline in a year. Orders have been weak over the last year as lower
commodity prices have decreased demand for drilling and mining equipment,
and the strong dollar has made U.S. produced goods more expensive for
foreign buyers.
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UPCOMING WEEK
Next week will be a busy one in terms of releases. The Advance Report on
International Trade, personal income, consumer spending, pending home sales and
core inflation will all be released Monday. Pending home sales are expected to make
the biggest jump, from a 2.5% decline in January to a 2% increase in February. On
Tuesday, January’s Case-Shiller Home Price Index and March’s consumer confidence
will be released. Friday will have significant employment implications, with nonfarm
payrolls, the unemployment rate, and average hourly earnings for March all coming
in, as well as the ISM manufacturing index, construction spending, and consumer
sentiment. The ISM manufacturing index is expected to come in at 50.4, the first
time in expansion territory since November.
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THE WEEK IN REVIEW
Earlier this week, Federal Chair Janet Yellen stated the U.S. economy remains
on track despite a rough start to the year, as the drag from weak growth in
other countries was being offset by lower borrowing costs. Speaking to the
Economic Club of New York Tuesday, Yellen said that the economy “had
proven remarkably resilient,” and the Fed expected better days ahead. She
maintained the Fed’s position to pursue a careful, patient course toward
higher interest rates as the economy improves. The cautious tone of her
remarks, however, suggest a rate increase is unlikely at the Fed’s next meeting
later this month, shifting the focus to its subsequent meeting in June. The
FOMC indicated after its most recent meeting it now forecasts a total
increase of half a percentage point, down from the full percentage point
increase they predicted at the beginning of the year. Yellen attributed the
deceleration to a judgment by Fed officials that somewhat lower rates were
necessary to maintain steady growth.
The U.S. economy gained 215,000 jobs in March, according to the Bureau of
Labor Statistics. The unemployment rate rose slightly to 5%, up from 4.9% in
the previous month, but analysts say it was a positive indication as growth in
participation mostly accounted for the increase rather than job losses. The
jump in participation for March was the sixth consecutive monthly increase, a
sign of a real shift, not a statistical blip. At the same time, the labor force
itself grew by more than the number of job seekers, suggesting that many of
those re-entrants were going directly to work rather than spending a long
time looking for employment.
The number of U.S. workers who applied for new employment benefits rose
last week, but remains at a historically low level consistent with an improving
labor market. Initial claims for jobless benefits increased by 11,000 to a
seasonally adjusted 276,000 in the week ended March 26, according to the
Labor Department. Despite the number of claims increasing for the third
straight week, it was the 56th consecutive week initial jobless claims
remained below 300,000, extending the longest streak below that threshold
since 1973.
Consumer confidence rose to 96.2 in March, up from the revised February
consensus of 94. The jump in consumer confidence can be attributed to job
growth and stocks rallying, more than offsetting increasing gas prices. Auto
purchase plans are down, while appliances are up. Consumer expectations for
the next six months rose to 84.7 from 79.9 in the month prior.
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UPCOMING WEEK
The factory orders report will be released on Monday, providing insight into current
demand for goods. Tuesday will be busy, as the ISM non-manufacturing index and
international trade data will be released. February’s Job Openings and Labor Turnover
Survey (JOLTS) will be announced on Tuesday as well. FOMC minutes from their last
meeting will be released on Wednesday, providing a more detailed description of Fed
opinions.

U.S. factory activity increased in March for the first time in six months. The
Institute for Supply Management revealed that activity increased to 51.8 in
March from 49.5 in February. Readings above 50 indicate sector activity is
expanding.
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THE WEEK IN REVIEW
Despite trying to rally on Friday, the first full week of the second quarter saw
stocks drop, with the S&P 500 down about 1.2%. Amid the decline in
equities, investors fled to safety in the form of U.S. Treasuries, with the 10year yielding falling to 1.72% at Friday’s close. Much of the decline in stocks
can be attributed to declining oil prices, as U.S. shale producers have proven
more resilient in their ability to produce than previously anticipated. U.S.
refineries were able to average 16.4 million barrels per day, up 199,000
barrels from the previous week. However, investors may be turning more
bullish as equity funds recorded their first net inflows in three weeks, inflationlinked bond funds had their largest inflows in nearly a full year, and emerging
market bond funds had their largest inflows in nearly two years.
On Tuesday, the JOLTS report came in with mixed data, despite job openings
falling from 5.6 million in January to 5.45 million in February. Companies
reported “very rapid payroll growth,” according to Pantheon
Macroeconomics. An increase in the hiring rate, up to 3.8% last month, was
also positive news. The “quits rate,” used to measure the willingness to leave
one job for another, also rose to 2.1%. The 5.45 million level is the second
highest level the report has seen since July of last year.
Jobless claims came in slightly below forecasts at 267,000, dropping by about
9,000 from last week, and breaking a three-week losing streak. The number
of Americans applying for jobless benefits remains near historic lows, and this
represents the 57th straight week with claims below 300,000, a streak that
hasn’t been seen since 1973.
This week another update on the health of services portion of the economy
was released. The ISM non-manufacturing report indicated the services sector
grew in March for the 74th consecutive month. With an index reading of
54.5, a rebound of 1.1 from last month, the trend is growing at a faster rate.
The majority of respondents indicated the economy continues to grow at a
slow and steady rate. Lastly, the Institute of Supply Management calculates
that this month’s reading of 54.5 corresponds to roughly a 2.2% annualized
increase in real GDP. For those looking for improved GDP prospects this is
one encouraging sign that the economy continues moving foward.
The market also digested the recent FOMC meeting minutes from the Fed’s
meeting on March 31. There were two distinct messages from the minutes:
First, the Fed essentially dismissed an April interest rate increase, which the
market had largely priced in, and second, the FOMC members expressed the
view that it may be possible to move interest rates quicker than anticipated if
conditions were such that the committee believed it was moving too slow. As
always, the Fed’s decision remains data dependent.
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UPCOMING WEEK
Next week will be a light week for data releases. On Tuesday, Import and Export
prices, as well as the federal budget will be released, followed by retail sales and PPI
on Wednesday. On Thursday, the CPI and Core CPI will be released, followed by
industrial production and consumer sentiment on Friday. Many eyes will be on the
CPI and Core CPI release Thursday, with forecasts expecting the inflation measure to
inch higher, by around 0.2%, after dropping in February.
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THE WEEK IN REVIEW
On Thursday, global stocks rose to their highest levels of 2016. Most of the
gains in U.S. stocks came early in the week as a jump in oil prices boosted
energy stocks. The price of crude oil rose 4.5% on Tuesday on hopes that
major oil producers will reach a deal to freeze production levels at a meeting
this Sunday in Qatar. Crude oil prices declined the rest of the week as
expectations of a deal quickly faded after Iran said it will not participate in the
meeting because it wants to rebuild its oil production to pre-sanction levels.
Saudi Arabia has signaled it will not agree to freeze production unless Iran
participates in the deal.
China’s economy expanded 6.7% year-over-year in the first quarter, down
from 6.8% in the previous quarter. Industrial output, retail sales, fixed-asset
investment, and new credit increased more than expected in March,
suggesting short-term stabilization in the economy. At China’s annual
legislative session in March, economic stability was emphasized even if it
means delaying economic reforms. A sharp rise in government spending and
new credit this year has elevated concerns about overcapacity, excess debt,
and the sustainability of long-term growth.
U.S. consumer prices rose less than expected last month and underlying
inflation slowed, according to economic data released on Thursday. The Labor
Department said its Consumer Price Index (CPI) gained 0.1% in March as a
rebound in gasoline prices was partly offset by a drop in the cost of food. In
the 12 months through March, the CPI increased 0.9% after advancing 1.0%
in February. The core CPI, which excludes food and energy costs, inched up
0.1%, marking the smallest increase since August and followed a 0.3%
increase in February. In a second report on Wednesday, the Labor Department
said initial claims for jobless benefits decreased 13,000 to a seasonally
adjusted 253,000 for the week ended April 9, matching the level for early
March which was the lowest since November 1973.
U.S. retail sales fell last month as Americans cut back on auto purchases, the
latest sign that consumers are reluctant to spend freely amid slow wage
growth. Sales at retail stores and restaurants slid 0.3% from the prior month
to a seasonally adjusted $446.9 billion in March, the Commerce Department
said on Wednesday. Retail sales for February were revised to a flat reading,
compared with the initially reported 0.1% decline. One big reason for March’s
weak overall reading was the drop in auto sales, a major driver of spending
last year. Spending on vehicles and parts tumbled 2.1% in March, the steepest
such fall in more than a year. Excluding motor vehicles and gasoline, sales
advanced 0.1% last month.
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UPCOMING WEEK
This Sunday’s meeting of major oil producers could influence market activity next
Monday. Housing starts and existing home sales are the only major economic data
releases next week. Economists are forecasting weaker housing starts in March
following strong growth in February. Sales of previously owned homes may rebound
from a three-month low in February.
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THE WEEK IN REVIEW
U.S. stock prices were slightly higher this week after the S&P 500 gained
0.50% aided by a strong rally in financial and energy shares. Conversely,
bonds declined with the long end of the treasury curve faring the worst.
Overall, the Barclays Aggregate Bond Index declined nearly a quarter point.
Pepsi announced earnings generally in line with analysts’ estimates; however,
unfavorable currency exchange rates impacted results. Pepsi shares were
slightly lower to end the week. McDonald’s all-day breakfast offering appears
to be boosting sales and profits. The company’s latest earnings, released
Friday, showed an increase of greater than 35% in quarterly profit. The
numbers topped analysts’ expectations and sent the shares higher during
Friday trading. Abbott Labs beat earnings estimates despite unfavorable
currency exchange rate movement, which impacted sales 5.3%. Despite the
slight headwind, the company upped its earnings outlook for 2016, above its
previous range and higher than current consensus estimates. U.S. Bancorp
reported earnings that beat analysts’ expectations despite slightly higher
costs and increased required reserves for energy loans. From a year earlier the
company set aside $330 million, up from $264 million, to cover mostly
energy-related loans. However, USB’s CEO has an upbeat outlook for Q2.
USB shares were up 3% this week. Google earnings underwhelmed as
adjusted earnings missed analysts’ estimates. Operating earnings were $7.50
versus estimates of $7.97. Lastly, Microsoft shares were also sharply lower as
investors digested the reported slowdown in the growth rate of its cloudbased business. Further, the company provided weak Q4 guidance, which was
below consensus estimates. MSFT shares declined 7% Friday.
The Conference Board Leading Economic Index gained in March, improving its
six-month growth rate. The report showed a 0.2% increase in March,
following a 0.1% decline in February. Overall, gains were widespread among
the leading indicators and the report continues to indicate labor market
strength. The current trend in initial jobless claims of 59 straight weeks below
300,000 is the longest streak in more than 40 years. The housing market
index was released Monday and remained unchanged for the third
consecutive month, continuing to signal solid expansion, but housing starts
came in below consensus expectations, falling 8% in March. Building permits
were almost as weak, down 7.7%, also well below expectations. However,
starts and permits are up 14.2% and 4.6% on a year-over-year basis,
respectively. Existing home sales increased 5.1% in March and 4.8% in the
first quarter of 2016. Most of the March gain was in single-family homes, up
5.5%. The median home price is now $222,700, up 5% from year-ago levels.
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UPCOMING WEEK
Next week will be a busy one, starting with new home sales on Monday, followed by
durable goods orders, home prices, and consumer confidence on Tuesday.
Wednesday is highlighted by the FOMC announcement, while Thursday sees the
release of housing vacancies and Q1 2016 GDP, expected to be around 0.7%. Friday
will bring personal income, consumer spending, consumer sentiment, and core
inflation data, the last of which is expected to remain unchanged after February’s
underwhelming 0.1% increase.
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THE WEEK IN REVIEW
Global stock markets experienced light trading volume early in the week as
investors were hesitant to take positions ahead of two central bank meetings
and the release of first quarter U.S. GDP. Monday was the second lowest
volume day for U.S. stocks in 2016. Stocks fell after the Federal Reserve and
Bank of Japan announced they were not changing their monetary policies and
U.S. GDP was weaker than expected. Investors’ focus on the central bank
meetings and U.S. GDP muted the impact of another strong week for oil. The
continuation of the oil market’s rally brought the price of crude above $46
per barrel for the first time since November. Crude oil finished the week up
over 5%.
The U.S. economy expanded at a 0.5% seasonally adjusted annual rate in the
first quarter, down from 1.4% in the previous quarter, and below expectations
of 0.7% growth. It was the weakest quarter since the first quarter of 2014
when the economy contracted 0.9%. Persistently high inventory levels,
weaker consumer spending, and a decline in business investment constricted
growth. High inventory levels led businesses to purchase fewer goods,
detracting from GDP growth for a third consecutive quarter. The ratio of
inventory to sales reached 1.41% in February, the highest level since May
2009. Consumer spending, which generates more than two-thirds of
economic activity, rose 1.9% compared to 2.4% in the fourth quarter.
Weakness in energy and mining continue to weigh on business investment,
which declined 5.9%.
Fed officials kept interest rates unchanged at their April meeting, however,
the policy-setting committee’s language changed slightly from their March
statement. The Fed removed global economic and financial developments as
risks, and added that the economy “appears to have slowed” and household
spending has moderated. The statement did not give any indication where the
committee stands on raising rates at their next meeting in June, but investors’
expectation for a June rate hike increased to 15% after the statement, up
from 1.2% before the meeting, according to federal-funds futures calculated
by CME Group.
The Bank of Japan also decided to leave their policy unchanged this week.
Investors were expecting additional stimulus from the BOJ through either an
increase in asset purchases or lowering interest rates further into negative
territory. Following the BOJ’s surprising announcement, Japan’s Nikkei 225
Stock Index dropped 3.6% and the yen surged 3.3% to an 18-month high
against the dollar. Japan’s stock market was closed on Friday for a national
holiday and the Nikkei Index ended the week down 5.2%.
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UPCOMING WEEK
Economists are anticipating another decline in job growth, with forecasts of 203,000
jobs in April, while the unemployment rate is expected to remain at 5%. The
Institute for Supply Management’s reports on manufacturing and service industries
are the other main economic data releases next week. Manufacturing is projected to
have declined from the pickup in March, while growth in service industries is
forecasted to have risen in April after a slow start to 2016.

Opinions herein are as of the publication date; and are subject to change without notice, they are not statements of facts and may include “forward-looking
statements” which may or may not be accurate over the long term. The week is calculated beginning with Monday's market open. Report includes candid statements
and observations regarding investment strategies, asset allocation, individual securities, and economic and market conditions. Statements, opinions or forecasts not
guaranteed. Do not place undue reliance on forward-looking statements. The material has been prepared or is distributed solely for information purposes and is not a
solicitation or an offer to buy any security or instrument or to participate in any trading strategy. Indices and sector statistics are unmanaged and are a common
measure of performance of their respective asset classes. Indices are not available for direct investment. Past performance is not indicative of future results. The value of
investments and the income derived from investments can go down as well as up. Future returns are not guaranteed, and a loss of principal may occur. Investing for
short periods may make losses more likely. Not a deposit, not FDIC insured, may lose value, not bank guaranteed, not insured by any federal government agency.
Source data: Bloomberg and Morningstar are believed to be correct but not verified.

MAINSTREET
ADVISORS

FINANCIAL MARKET UPDATE

5/6/16

THE WEEK IN REVIEW
In one of the more anticipated releases this week, Friday’s employment
report disappointed as it pointed to a slowdown in the labor market.
Nonfarm payrolls only grew by 160,000 jobs in April, well below analyst
expectations of 203,000. The unemployment rate was unchanged at 5.0%,
possibly due in part to the participation rate dropping 0.2% to 62.8% due to
shifting demographics. This drop reflects the first contraction in the labor
force in seven months. Within industry sectors, mining contracted yet again,
losing 7,000 jobs in April, while professional and business services, a closely
watched indicator, grew by 65,000 jobs. This number is important as it
generally signals a need for more and permanent hiring in the coming
months. Financial services were also strong, growing by 20,000 jobs, while
manufacturing was up 4,000 on the month, mostly in the auto industry. This
was perhaps foreshadowed by Wednesday’s ADP private sector employment
report for April, which showed employers adding 156,000 jobs, the weakest
growth since February 2014 and well below expectations of 193,000.
Though far from full health, the U.S. factory sector has appeared to stabilize.
On Monday, the Institute for Supply Management (ISM) said its index of
manufacturing activity fell to 50.8 in April from 51.8 in March. For a second
straight month, however, the measure remained above 50, the threshold that
divides expansion from contraction. Before rebounding over the past few
months, the factory sector was plagued by low oil prices that squeezed the
domestic energy sector, while a strong dollar and weakness overseas
depressed demand for exports. The ISM Non-Manufacturing report for the
month of April was also released this week and surpassed economists’
expectations. Non-manufacturing activity rose to 55.7 from 54.5 the month
before, marking the best reading of the year.
U.S. construction spending advanced 0.3% in March to its highest level in
more than eight years, according to a report from the Commerce
Department on Monday. This rise comes after a 1% gain in February and
brought total spending to a seasonally adjusted annual rate of $1.14 trillion,
the highest level since October 2007. The February increase represented an
upward revision by the government from its initial estimate that spending
had fallen 0.5% that month.
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UPCOMING WEEK
Next week will be slower for releases. The NFIB Small Business Index for April and
Job Openings from March will be released on Tuesday, followed by retail sales and
the Producer Price Index for April, and May’s Consumer 1sentiment on Friday. Retail
sales are expected to rebound to around 0.8% after March’s 0.3% decline, and PPI is
forecasted to grow by 0.3%, after decreasing by 0.1% in March.

Average hourly earnings were one positive aspect to the employment report,
growing 0.3% on the month and 2.5% year over year. This reflects a growing
sentiment in the marketplace that labor market conditions are tighter, with
firms saying they are having trouble finding suitably skilled workers. A
potential threat to wages and employment going forward is corporate profits,
as many companies will look to control labor costs and hiring in the face of
weak profits. Looking at the NFIB’s report for March, the increases appear to
be coming from small businesses.
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THE WEEK IN REVIEW
Stocks traded choppy this week as there was no clear conviction among
buyers and sellers. The S&P 500 Index experienced its largest gain in two
months on Tuesday with an increase of 1.25%, followed by its largest loss in a
month on Wednesday with a fall of 0.96%. The latest weekly sentiment
survey from the American Association of Individual Investors showed a
continued decline in bullish sentiment. Surprisingly, there has not been a spike
in bearish sentiment, leaving individual investors feeling indifferent about the
market in general.
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Retail sales in April recorded the largest monthly advance since March 2015
with sales up 1.3%. The growth was led by autos, gasoline stations, and nonstore retailers, including online sites such as Amazon. Higher oil prices
provided a big boost to gasoline station sales which rose 2.2% in the month.
The strong retail sales report relieved worries about consumer spending
following dismal earnings reported this week from several retailers. Retailers
including Macy’s (M), Nordstrom (JWN), Kohl’s (KSS), and J.C. Penney (JCP)
reported sharp drops in earnings and relied on large markdowns to reduce
unsold inventory in the quarter. Many retail executives are attributing weaker
earnings to consumer habits shifting toward travel and restaurants rather
than apparel. However, a potentially larger threat is losing market share to
Amazon. Morgan Stanley estimates that Amazon’s apparel market share has
risen to 7%, which is second behind Wal-Mart, and forecasts their market
share to reach 19% by 2020.
Small business confidence rebounded from a two-year low in April. It was the
first increase this year in the NFIB Small Business Optimism Index, but
according to NFIB Chief Economist William Dunkelberg, “small business
owners remain extremely pessimistic about the economy.” Slow economic
growth and the poor political climate were the most frequently cited reasons
for why small business owners think now is a bad time to expand. Another
area of concern is finding qualified workers. The number of business owners
hiring or trying to hire rose 5% to 53%; however, 46% reported few or no
qualified applicants for their job openings. Twelve percent of business owners
cited difficulty of finding qualified workers as the biggest business problem.
The Job Openings and Labor Turnover Survey has shown finding qualified
workers is not an issue isolated to small business owners, but rather an issue
many businesses are dealing with. Job openings rose 5.7% in March to 5.757
million, the second highest level in history. The March survey reported there
were 465,000 more job openings than hires. Hires consistently exceeded job
openings from 2001 until 2015 when that trend reversed, indicating
employers are having difficulty filling positions. Deutsche Bank recently
provided further evidence of this issue in a report showing the average time
to fill a job has reached 27 days, the highest level since at least 2001.
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UPCOMING WEEK
The Consumer Price Index will be released Tuesday. Economists are expecting higher
inflation as higher oil prices likely boosted consumer prices. Sales of previously
owned homes are projected to have risen for a second straight month in April.
Investors will get further insight into the Fed’s April meeting with the release of its
meeting minutes on Wednesday. Also on Wednesday, Japan will announce first
quarter economic growth. Japan’s economy is forecasted to have grown after
contracting in the last quarter of 2015.
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THE WEEK IN REVIEW
U.S. stocks traded choppy for a second week in a row as the Fed’s most recent
meeting minutes revealed an interest rate hike is back on the table.
Previously, the market had priced in low odds of this occurring, which
bolstered risk assets. The U.S. bond market was lower this week as price
declines accelerated after the release of the Fed’s minutes. Relatively positive
economic data and improving inflation readings also impacted the bond
market as bond yields moved higher. The 10-year U.S. treasury yield ended
the week above 1.8%, up from 1.7% last week, while the 2-year U.S. treasury
yield rallied to 0.9% from 0.76%.
The release of the Fed minutes from its April 26-27 meeting showed a less
dovish outlook than market participants had expected. Investors have been
closely monitoring Fed language for any changes that may signal further
interest rate increases. Specifically, the minutes stated, “Most participants
judged that if incoming data were consistent with economic growth picking
up in the second quarter, labor market conditions continuing to strengthen,
and inflation making progress toward the Committee’s 2% objective, then it
likely would be appropriate for the Committee to increase the target range
for the federal funds rate in June.” Based on the market’s reaction, it seems as
though current and expected data may indeed be close to meeting those
objectives.
Inflation readings increased in April, according to the Labor Department on
Tuesday. The all-items index rose 0.4%, the strongest rise in more than three
years, while the core index (excluding food and energy) rose 0.2%. On a yearover-year basis, the all-items index increased 1.1% while the core index
increased 2.1%. Although the readings are still low by historical standards, the
current trends indicate an escalation in momentum. With the headwinds
from the stronger dollar and significantly weaker energy prices fading,
inflation readings appear to be making progress toward the Committee’s 2%
inflation objective.
Japan’s economy expanded at an annualized rate of 1.7% in the first quarter
of 2016 after contracting in the last quarter of 2015. The new data
complicates Prime Minister Shinzo Abe’s plan for another large stimulus
package and sales tax increase. Abe already postponed the second tax
increase once, and stated last year he would not delay it again unless Japan
has an economic shock on par with the global financial crisis. Abe first raised
the tax in 2014 to 8% from 5%, which many economists blame for pushing
the economy into recession. Raising the sales tax is part of Abe’s plan to
reduce government debt which has risen to 229% of GDP. Abe is also
planning a fiscal stimulus package for later this year to boost Japan’s weak
economy which has contracted four times in the last two years.
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UPCOMING WEEK
The second reading of first quarter U.S. economic growth will be released next
Friday. Economists are forecasting first quarter growth to be revised higher to 0.8%
from the initial reading of 0.5%. Durable goods orders for April will be released
Thursday and are expected to have risen for a second consecutive month. Orders
have not had two consecutive months of growth since last summer. Other notable
economic data releases next week include new home sales and consumer sentiment.
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THE WEEK IN REVIEW
The market rallied early in the week supported by rising crude prices and
increasing expectations for a Fed rate hike. The rally was led by financials,
suggesting investors are betting on increased profitability in financials driven
by increased yield from a rate hike.
Oil continued to rise throughout the week, topping $50 a barrel at the end of
Wednesday as U.S. inventories decline. U.S. production dropped for the 11th
straight week to 8.77 million barrels a day.
The possibility of a Fed rate increase as early as June will drive the direction of
the markets in the coming weeks. Weekly jobless claims were down 10,000
to a lower-than-expected 268,000. U.S. first quarter GDP growth was revised
higher to a seasonally adjusted annual rate of 0.8% from a previous estimate
of 0.5%. This data, released by the Commerce Department, trailed
economists’ estimates of a revised 0.9% figure. The improved data was driven
by an increased level of inventories and a smaller-than-expected widening of
the trade deficit. U.S. GDP Growth is expected to pick up significantly in the
second quarter, with estimates ranging from 2.5% to 2.9%.
New home sales, spurred by strong demand and low inventory, increased at
their fastest rate in more than eight years. Purchases of new homes posted an
increase of 16.6% from a month prior, with median home prices continuing
to tick upward to a record level of $321,000. Pending sales of previously
owned homes added to the positive sentiment in the housing market, rising
5.1% in April to reach the highest level in nearly a decade. The low level of
inventory has left economists worried that continued improvement in the
housing market could slow. Home builders are on pace to begin construction
on 778,000 new single-family homes, which could quell concern on the
supply side.

INDEX
DJ Industrial Average
NASDAQ
S&P 500 LargeCap
S&P 400 MidCap
S&P 600 SmallCap
MSCI EAFE
MSCI Emerging Markets

LEVEL
17,873.22
4,933.50
2,099.06
1,492.07
702.84
1,669.84
802.93

WEEK
2.13%
3.44%
2.25%
2.84%
3.22%
2.18%
2.25%

YTD
2.57%
-1.48%
2.70%
6.68%
4.63%
-2.71%
1.11%

12 MO
1.06%
-2.07%
1.02%
-1.36%
-1.41%
-9.80%
-19.01%

Barclays Aggregate US
Bloomberg Non-US Govt Bond
Bloomberg US Treasury Index
Bloomberg High Yield Index

0.20%
0.35%
0.14%
0.66%

3.45%
5.58%
3.10%
8.19%

3.20%
1.63%
3.39%
-0.33%

FTSE/NAREIT All REIT Index
Bloomberg Commodity Index

1.86%
0.71%

5.14%
8.79%

8.82%
-14.53%

KEY BOND RATES
WEEK 1 MO AGO 1 YR AGO
3-Month T-Bill
0.32%
0.24%
0.01%
2-Year Treasury
0.90%
0.83%
0.64%
5-Year Treasury
1.39%
1.33%
1.53%
10-Year Treasury
1.85%
1.87%
2.14%
30-Year Treasury
2.65%
2.71%
2.88%
Municipal Bond Yields (10 Yr)
1.63%
1.69%
2.32%
Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified. Returns include
reinvestment of dividends, if any and there is no guarantee they will continue.

UPCOMING WEEK
U.S. Durable Goods orders rose 3.4% in April, beating estimates by 2.7%,
driven primarily by the highly volatile civilian aircraft category. Overall
growth in capital investment, excluding defense and aircraft, has been
lackluster, retreating 0.8% from the month prior. If businesses continue their
reluctance to purchase long lasting goods, this could prove to be a headwind
constraining the economy.

Next Friday the employment situation report will be released. The report will contain
key data, such as unemployment, wage trends, and wage inflation. Data from this
report will influence the Fed’s course of action moving forward. A strong report will
further increase the likelihood of a Fed rate increase this summer. The Institute of
Supply Management is set to release May data on the manufacturing and service
industries next week. Both the manufacturing and services indexes are expected to
decline while holding values above the 50.0 threshold, signaling continued expansion
within both industries. Other notable economic data releases next week include the
U.S. International Trade Balance, scheduled to be released next Friday.

Opinions herein are as of the publication date; and are subject to change without notice and may include “forward-looking statements” which may or may not be
accurate over the long term. The week is calculated beginning with Monday's market open. Report includes candid statements and observations regarding investment
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Not a deposit, not FDIC insured, may lose value, not bank guaranteed, not insured by any federal government agency. Source data: Bloomberg and Morningstar are
believed to be correct but not verified.
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THE WEEK IN REVIEW
The Institute of Supply Management released its report on economic activity
in the manufacturing sector this week. The closely watched index showed
continued signs of strength as it rose to 51.3 from 50.8. Readings above 50
generally signal an expanding economy. The index rose for the third straight
month, which helped mitigate some fears that the manufacturing sector was
struggling to gain traction. A few sub-components of the index, including
supplier deliveries and prices paid, increased sharply. This is notable because
these two categories are typically associated with inflationary pressures,
which may be building as the economy continues to grow.
Also this week the markets received an update on employment. The first
report was the ADP employment report, which measures private sector
payrolls. The report showed that 173,000 jobs were added in May, slightly
higher than the consensus estimate of 165,000. The overall reading implies
that private sector hiring remains strong. However, Friday’s Bureau of Labor
Statistics report on non-farm payrolls, another closely watched economic
indicator, painted a significantly different picture. Job gains sharply missed
expectations after the report showed that only 38,000 net new jobs were
added; economists expected 158,000. Further, job gains in the previous two
months were revised lower by a combined 59,000. The overall
unemployment rate declined 0.3% to 4.7%, which is now solidly below the
Fed’s 5% target. Some of that decline can be explained by the fact that the
labor participation rate declined 0.2%.
The Personal Income and Spending report was also released this week. Both
income and spending showed decent monthly gains, with personal income
falling in line with consensus expectations at 0.4% in April, while the PCE
price index also hit expectations at 0.3%. Consumer spending beat
expectations with a monthly gain of 1%, marking the largest gain in seven
years. This gain was mostly driven by higher gas prices and spending on new
cars and trucks. PCE, the Federal Reserve’s preferred measure of inflation, is
up 1.1% over April of last year. In another sign of an improving economy, the
Case-Shiller Home Price Index for March 2016 beat the high end of consensus
expectations by jumping 0.9% over February and 5.4% over March of 2015.
Of the 20 cities comprising the index, 19 showed gains, with Minneapolis
leading the way at 1.3%.

INDEX
DJ Industrial Average
NASDAQ
S&P 500 LargeCap
S&P 400 MidCap
S&P 600 SmallCap
MSCI EAFE
MSCI Emerging Markets

LEVEL
17,807.06
4,942.52
2,099.13
1,500.90
709.55
1,652.98
809.34

WEEK
-0.37%
0.18%
0.00%
0.59%
0.95%
-0.95%
0.13%

YTD
2.19%
-1.30%
2.70%
7.32%
5.63%
-3.69%
1.91%

12 MO
-0.24%
-2.48%
0.30%
-1.68%
-1.74%
-13.78%
-18.73%

Barclays Aggregate US
Bloomberg Non-US Govt Bond
Bloomberg US Treasury Index
Bloomberg High Yield Index

0.17%
0.44%
0.21%
0.06%

3.57%
6.13%
3.24%
8.31%

4.37%
2.94%
4.12%
-0.15%

FTSE/NAREIT All REIT Index
Bloomberg Commodity Index

0.92%
1.96%

6.10%
10.92%

7.57%
-13.71%

KEY BOND RATES
WEEK 1 MO AGO 1 YR AGO
3-Month T-Bill
0.30%
0.21%
0.02%
2-Year Treasury
0.78%
0.75%
0.69%
5-Year Treasury
1.23%
1.25%
1.69%
10-Year Treasury
1.71%
1.81%
2.38%
30-Year Treasury
2.52%
2.66%
3.11%
Municipal Bond Yields (10 Yr)
1.59%
1.61%
2.32%
Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified. Returns include
reinvestment of dividends, if any and there is no guarantee they will continue.

UPCOMING WEEK
Next week will be a lighter one for data releases, with productivity and labor costs
for Q1 released on Tuesday, followed by the JOLTS report on Wednesday.
Productivity is expected to drop by 0.7%, which would be an improvement over the
initial release of -1%. Jobless claims on Thursday will be the first week excluding
Verizon workers on strike, and thus should be watched closely. Finally, consumer
sentiment will be released on Friday, with the forecasts coming in around 94.5.

Consumer confidence in May fell far below consensus expectations of 96.7
and last month’s revised level of 94.7, to a reading of 92.6. Income
expectations showed modest improvement, up 0.4% from April. In a
shortened and volatile week for the markets, the S&P 500 finished basically
flat on the week, as disappointment over Friday’s jobs report and comments
from Fed Chair Janet Yellen last week loomed over investors. In particular,
following Friday’s jobs report, 10-year U.S. Treasury yields dropped below
1.7% at one point on Friday, one of the lowest levels of 2016.
Opinions herein are as of the publication date; and are subject to change without notice and may include “forward-looking statements” which may or may not be
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Not a deposit, not FDIC insured, may lose value, not bank guaranteed, not insured by any federal government agency. Source data: Bloomberg and Morningstar are
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THE WEEK IN REVIEW
The probability of a rate hike in June looks lower after conservative remarks
by Janet Yellen Monday at the World Affairs Council. She conceded that the
economic outlook remains uncertain, citing U.S. and global growth and
uncertainty over the Brexit poll later this month. Yellen said she expects
inflation to move back to the 2% Fed target rate over the next 1 to 2 years,
and stated she remains “cautiously optimistic” about the state of the
economy.
Global fixed income indexes have decreased throughout the week driven by
disappointing global data and sinking sovereign bond yields. In U.S. Treasury
markets the spread between U.S. Treasury yields has continued to narrow,
with the spread between the 2-year and 10-year narrowing to 90 basis points.
Overall bond yields experienced slight downside volatility from recent data
and Yellen’s speech on Monday. The U.S. 10-year was down 5 basis points to
1.64%, and the 2-year down 2 basis points to 0.75%.
Wednesday’s job openings report was something of a mixed bag, as openings
rose in April to 5.788 million, up from March’s 5.67 million revised level. This
equates to a job openings rate increase of 0.1% to 3.9%. While those are
favorable levels, the hiring rate did drop by two-tenths to 3.5%, possibly
reaffirming sentiment in the workplace that employers are having difficulty
finding qualified candidates for skilled positions. The quits rate fell to 2%,
perhaps signaling that employees are not shopping themselves to other
employers, while the layoff rate fell to 1.1%, a very low level. Weekly jobless
claims came in at 264,000 on Thursday, the lowest level in six weeks.
Combined with the slower rate of hiring, this suggests that the low layoff rate
is acting as an offsetting force.
Consumer sentiment remains strong for the month, coming in at 94.3,
slightly below May’s 94.7 which was the best level since June of last year. The
current conditions component was up almost two points to 111.7, although
expectations dropped 1.7 points to 83.2. Aside from May, this is still the
highest since August 2015. Inflation expectations were the glaring weakness
in the report, with one-year expectations unchanged at 2.4%, and 5-year
expectations down two tenths to 2.3%

INDEX
DJ Industrial Average
NASDAQ
S&P 500 LargeCap
S&P 400 MidCap
S&P 600 SmallCap
MSCI EAFE
MSCI Emerging Markets

LEVEL
17,865.34
4,894.55
2,096.07
1,499.07
712.58
1,675.32
837.03

WEEK
0.33%
-0.97%
-0.14%
-0.08%
0.43%
0.27%
2.55%

YTD
2.53%
-2.25%
2.55%
7.19%
6.08%
-2.39%
5.40%

12 MO
-0.19%
-3.10%
0.09%
-2.08%
-1.84%
-11.48%
-14.40%

Barclays Aggregate US
Bloomberg Non-US Govt Bond
Bloomberg US Treasury Index
Bloomberg High Yield Index

0.23%
0.63%
0.21%
1.06%

4.33%
7.47%
4.07%
9.65%

5.68%
6.07%
5.77%
2.01%

FTSE/NAREIT All REIT Index
Bloomberg Commodity Index

0.35%
2.07%

6.39%
13.22%

9.57%
-13.41%

KEY BOND RATES
WEEK 1 MO AGO 1 YR AGO
3-Month T-Bill
0.26%
0.24%
0.02%
2-Year Treasury
0.73%
0.72%
0.75%
5-Year Treasury
1.17%
1.20%
1.80%
10-Year Treasury
1.64%
1.77%
2.50%
30-Year Treasury
2.44%
2.61%
3.22%
Municipal Bond Yields (10 Yr)
1.51%
1.58%
2.38%
Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified. Returns include
reinvestment of dividends, if any and there is no guarantee they will continue.

UPCOMING WEEK
All eyes will be on the FOMC as they hold their June meeting in the upcoming week.
FOMC forecasts for the economy are set to be released on Wednesday afternoon,
followed by a Fed Chair Press conference. The FOMC is expected to hold interest
rates steady following weak jobs data and dovish remarks made by Janet Yellen. May
data for the Consumer Price Index, the most closely watched indicator of inflation, is
scheduled to be released this Thursday. Housing starts in May are also to be released
on Friday. Economists are expecting a seasonally adjusted annual figure of 1.15
million units, a slight downward revision downward from 1.172 million units in April.

Opinions herein are as of the publication date; and are subject to change without notice and may include “forward-looking statements” which may or may not be
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Not a deposit, not FDIC insured, may lose value, not bank guaranteed, not insured by any federal government agency. Source data: Bloomberg and Morningstar are
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THE WEEK IN REVIEW
After another volatile week where investors weighed anxiety over Janet
Yellen’s press conference on Wednesday and further shifts in Brexit sentiment
among U.K. voters, the S&P 500 finished down 1.2%. Those fears were
further reflected in U.S. 10-year treasury yields, which reached intra-year
lows Thursday morning and briefly dipped below 1.52%, the lowest levels
seen in nearly four years. Gold, a safe haven during unpredictable times, rose
to nearly $1,320 an ounce Thursday morning. Stocks rebounded globally on
Friday as Brexit fears calmed, with Asian and European markets in particular
showing stabilization after erratic weeks. Oil prices dropped slightly this week
despite a strong rebound on Friday, helped by subsiding Brexit fears and a
weaker dollar.
The Fed left interest rates unchanged at the conclusion of its June meeting
this week. In a unanimous decision, the FOMC gauged economic conditions
as not yet robust enough for additional increases in the federal funds rate.
While it acknowledged economic activity appears to have picked up and the
household sector has continued to improve, the pace of improvement in the
labor market has slowed and inflation continues to run below the
committee’s 2% objective. Included with the statement were updated
economic projections, which showed downward revisions in the expected
path of policy rates, suggesting a more dovish outlook. With the changes, it
appears only one interest rate hike is expected in 2016.
The Consumer Price Index (CPI) was released this week. Although the FOMC
measures inflation using the personal consumption expenditures (PCE) index,
the CPI is closely watched for additional clues on pricing pressures within the
U.S. The two measures follow broadly similar trends but are not identical.
Generally speaking, the CPI has a tendency to report higher inflation, which
has historically run about 0.50% higher than PCE. Much of the difference can
be attributed to the weighting each index assigns to its subcomponents. This
month, CPI increased 0.2%, pushing the year-over-year change to 1.0%
compared to 1.1% in April. Core CPI, which excludes food and energy,
increased 0.2% in May. On a year-over-year basis, core prices increased 2.2%.
While energy only accounts for 7% of the index, significant price declines on a
year-over-year basis continue to weigh on headline inflation readings.
Garnering fewer headlines is the fact that nearly 60% of the index is running
at more than 3% year over year, which well exceeds the Fed’s 2% inflation
target.

INDEX
DJ Industrial Average
NASDAQ
S&P 500 LargeCap
S&P 400 MidCap
S&P 600 SmallCap
MSCI EAFE
MSCI Emerging Markets

LEVEL
17,675.16
4,800.34
2,071.22
1,479.95
701.48
1,568.83
799.78

WEEK
-1.06%
-1.92%
-1.19%
-1.28%
-1.56%
-4.39%
-2.92%

YTD
1.44%
-4.14%
1.33%
5.82%
4.43%
-8.59%
0.71%

12 MO
-1.89%
-6.19%
-1.84%
-3.95%
-4.74%
-15.67%
-17.50%

Barclays Aggregate US
Bloomberg Non-US Govt Bond
Bloomberg US Treasury Index
Bloomberg High Yield Index

0.27%
-0.25%
0.48%
-0.97%

4.77%
7.06%
4.81%
8.44%

5.37%
5.69%
5.87%
1.12%

FTSE/NAREIT All REIT Index
Bloomberg Commodity Index

0.57%
-0.25%

7.00%
12.94%

8.67%
-11.74%

KEY BOND RATES
WEEK 1 MO AGO 1 YR AGO
3-Month T-Bill
0.27%
0.28%
0.01%
2-Year Treasury
0.70%
0.82%
0.67%
5-Year Treasury
1.13%
1.29%
1.63%
10-Year Treasury
1.62%
1.76%
2.32%
30-Year Treasury
2.43%
2.59%
3.09%
Municipal Bond Yields (10 Yr)
1.43%
1.53%
2.35%
Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified. Returns include
reinvestment of dividends, if any and there is no guarantee they will continue.

UPCOMING WEEK
All eyes will be on the European Union as we head into next week's Brexit vote which
will take place on Thursday. This will be the headline event and is being watched
closely by the global investment community.

Brexit fears have spooked investors due to the uncertainty surrounding the
scenario. Both those in favor of remaining in the union and those in favor of
Britain’s exit from the union have had months to make their cases, and the
decision will come on Thursday. Lately, oddsmakers have closed the gap, with
the “leave” camp gaining steam. The “remain” camp is still favored, and looks
likely to hold its position until the vote takes place on Thursday of next week.
Opinions herein are as of the publication date; and are subject to change without notice and may include “forward-looking statements” which may or may not be
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Not a deposit, not FDIC insured, may lose value, not bank guaranteed, not insured by any federal government agency. Source data: Bloomberg and Morningstar are
believed to be correct but not verified.
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THE WEEK IN REVIEW
The U.K.’s surprise 51.9% to 48.1% vote to leave the European Union
triggered sharp declines in global stocks and bond yields. The Stoxx Europe
600 Index fell 7.03% while U.S. indices fell between 3-4%. As investors
shifted into safer assets, government bond yields in the U.K. and Germany
reached record lows before recovering slightly. The U.S. 10-year bond yield
fell close to the record low of 1.404% reached in August 2012 before
rebounding above 1.5%. Reaction to the vote was exacerbated by the fact
that investors were expecting a “Remain” outcome based on recent surveys.

INDEX
DJ Industrial Average
NASDAQ
S&P 500 LargeCap
S&P 400 MidCap
S&P 600 SmallCap
MSCI EAFE*
MSCI Emerging Markets*

The uncertainty created by Britain’s exit from the EU may lead to increased
short-term global market risk and volatility, but the long-term implications
are unclear. One of the main concerns is the impact on global growth. The
Bank of England and the International Monetary Fund have warned that it will
likely have a negative impact on long-term U.K. growth. Fed Chair Janet
Yellen said the decision "could have consequences in turn for the U.S.
economic outlook.” The severity of the impact is difficult to determine
because the process of leaving the European Union could take two years or
more, with terms of the departure yet to be negotiated. The next step for
Britain is to invoke Article 50 of the Lisbon Treaty which starts the legal
process of leaving the EU. After Article 50 is invoked, a series of negotiations
begin to determine how to remove the departing member from the EU’s
many institutions. For investors, understanding that markets are resilient is
essential. From the tech bubble, to the housing meltdown, to the Greek
financial crisis, markets may stumble momentarily, but they do rebound.
Investors with a well thought-out investment objective, paired with a
diversified portfolio of high-quality securities, should be well prepared for the
uncertainty stemming from the Brexit fallout.
Sales of existing homes rose to their highest level in more than nine years, the
latest sign of rising demand amid steady job creation and low interest rates.
Sales climbed 1.8% in May from the prior month to a seasonally adjusted
annual rate of 5.53 million, according to the National Association of Realtors
on Wednesday, marking the strongest pace since February 2007. However,
Americans pulled back from buying new homes last month, reversing gains
made in April as sales fell sharply in the Northeast and West. New-home
sales declined 6% in May to a seasonally adjusted rate of 551,000 from a
downwardly revised 586,000 in April, the Commerce Department said
Thursday. Still, sales are 6.4% higher year-to-date.

LEVEL
17,400.75
4,707.98
2,037.30
1,457.54
719.19
1,687.04
835.43

WEEK
-1.56%
-1.92%
-1.64%
-1.51%
-0.93%
5.75%
3.62%

YTD
-0.14%
-5.98%
-0.32%
4.22%
7.06%
-1.70%
5.20%

12 MO
-3.15%
-8.09%
-3.38%
-5.00%
-2.33%
-11.84%
-15.89%

Barclays Aggregate US
Bloomberg Non-US Govt Bond
Bloomberg US Treasury Index
Bloomberg High Yield Index

0.36%
0.46%
-0.67%
1.11%

4.15%
7.63%
3.82%
9.89%

4.98%
5.51%
5.38%
1.99%

FTSE/NAREIT All REIT Index
Bloomberg Commodity Index

1.95%
-1.99%

-1.66%
10.69%

-9.11%
-13.45%

KEY BOND RATES
3-Month T-Bill
2-Year Treasury
5-Year Treasury
10-Year Treasury
30-Year Treasury
Municipal Bond Yields (10 Yr)

WEEK 1 MO AGO 1 YR AGO
0.27%
0.35%
0.01%
0.70%
0.92%
0.68%
1.13%
1.41%
1.69%
1.62%
1.86%
2.38%
2.43%
2.65%
3.16%
1.43%
1.61%
2.39%

*Price returns as of the last available closing data, 6/23/16. Source data:
Bloomberg and Morningstar are believed to be correct but not verified.

UPCOMING WEEK
Next week will be filled with data releases, starting on Tuesday with the final reading
for Q1 GDP, as well as the S&P/Case-Shiller home price index for April and consumer
confidence for June. Personal income and outlays, along with pending home sales for
May, are scheduled to be announced on Wednesday. Friday will be a busy one with
the Purchasing Managers' Manufacturing Index and ISM manufacturing index for
June set to be released. Construction spending for May will also be announced and
looked at closely after seeing a 1.8% decline in April.

Orders to U.S. factories for long-lasting manufactured goods dropped in May,
reversing two months of gains. The Commerce Department reported on
Friday demand for durable goods slid 2.2% last month after rising 3.3% in
April and 2% in March. Orders for transportation equipment, which are often
volatile, fell 5.6%, pulled down by a 34.1% plunge in orders for military
aircraft and parts.
Opinions herein are as of the publication date; and are subject to change without notice and may include “forward-looking statements” which may or may not be
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THE WEEK IN REVIEW
This week’s focus was on the effects of the United Kingdom’s decision to
leave the European Union. Prime Minister David Cameron announced he will
resign, and his predecessor will be responsible for starting the process of
negotiating an exit from the EU. Since the vote, both S&P and Moody’s have
downgraded the UK credit rating.
Treasury yields moved to record lows early Friday. The U.S. 30-year sank to
2.21%, the lowest since the 1950s, while the 10-year was 1.44%. Sinking and
negative international yields have led to a flight to quality in U.S. Treasuries.
This increased buying of U.S. Treasuries has continued to drag U.S. yields
lower. The uncertainty from Brexit has caused the U.S. dollar to rise and
postponed the possibility of a Fed rate hike.
U.S. equity markets rallied late in the week, with the S&P 500 nearly
recovering to pre-Brexit levels. The S&P 500 closed the week up 3.22%, the
best four-day stretch in nine months and the best one week since October
2014. Developed and emerging markets were up 4.03% and 6.23%,
respectively, as well. These levels represent near intra-year highs and
effectively the same levels as prior to Brexit. These returns represent three
consecutive quarterly gains for domestic indexes. While U.S. markets were
quick to recover, Brexit does represent an introduction of uncertainty and
volatility back into the markets.
Other notable events for the week include the final reading for Q1 GDP
released on Tuesday morning by the Bureau of Economic Analysis. The data
showed a revised figure of 1.1% growth, beating estimates and a previous
reading of .8%. This uptick in Q1 real GDP was driven by contributions from
residential fixed investment, a decrease in imports, as well as an increased
level in state and local government spending. The 1.1% figure still represents a
deceleration from the fourth quarter of 2015 which posted real GDP growth
of 1.4%. This was primarily due to a decrease in nonresidential fixed
investment as well as a reduction in personal consumption.
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UPCOMING WEEK
Next week's release of several indicative pieces of economic data begins on Tuesday
with the Factory Orders Report and the Federal Open Market Committee Minutes,
which will provide details regarding Fed interest rate plans. Wednesday, the
International Trade Report will provide insight on the trade deficit and Thursday will
bring the Petroleum Status Report, a major determinant in oil prices. Focus will also be
on American employment Thursday, when the Jobless Claims report is released. This
focus will continue when the Nonfarm Payrolls, Unemployment Rate, Average Hourly
Earnings, and Consumer Credit Reports are reported on Friday.
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THE WEEK IN REVIEW
Markets responded positively to Wednesday’s release of the minutes from
June’s FOMC meeting, with the S&P 500 up 1.1% on the week. The minutes
indicated that concerns existed over the labor market as job creation slowed
in recent months, but the committee thought the May report was a result of
outside factors. Regarding inflation, “most” participants thought inflation
was slowly on its way to the 2% target; however, the fed funds rate
trajectory moved slightly downward reflecting the committees view that the
rate hiking process will likely be more deliberate than previously thought.
The effects of the Brexit referendum will be an interesting point at the next
meeting, as the minutes released this week don’t give many reasons to
suggest a change in Fed policy prior to the vote.
The jobs report blew past expectations this month with a gain of 287,000,
which trounced consensus estimates of 170,000. The strong monthly report
reassured investors that May’s surprisingly weak employment report, which
was revised to show only 11,000 jobs added down from the originally
reported 38,000, may have been an aberration. The unemployment rate
remained below 5%, although it did rise slightly from 4.7% to 4.9%. Some of
the increase can be attributed to people re-entering the workforce. Average
hourly earnings increased 0.1% last month which pulled the year-over-year
gain to 2.6%, the strongest pace of the recovery. The report dovetailed with
yesterday’s ADP private payrolls report which also came in ahead of
expectations. Overall, the two reports provide fresh data points indicating
that the labor market remains healthy and that continued tightening may be
pushing average hourly earnings higher. While the pace of labor market
growth has slowed since last summer, the three month moving average of job
gains is in-line with the post-recession average.
The Non-Manufacturing ISM report for June was released this week and it
indicated that the services sector of the economy grew for the 77th
consecutive month. This month’s reading of 56.5 was an improvement from
May’s reading of 52.9. Importantly, several components are trending with
faster rates of growth. These components include business activity and new
orders. Employment, an important component, shifted to growing from
contracting. The non-manufacturing report was released a week after its
manufacturing counterpart which showed similar trends. Both reports are
encouraging in that they illustrate the overall economy continues to move
forward. The first data release this week was a disappointing one, as factory
orders dropped 1.0%. This was below analyst expectations of a 0.8% decline,
and snapped a two month positive streak. Durable goods orders dropped
2.3%, as mining and energy related equipment slid another 5.8% after a
20.8% decline last month.
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UPCOMING WEEK
Next week will be filled with data releases, starting on Tuesday with the Labor
Department’s Job Openings and Labor Turnover Survey (JOLTS). Import and export
prices and U.S. petroleum inventories are scheduled to be released on Wednesday. The
U.S. Treasury’s monthly account of the treasury budget is also scheduled to be
announced. Jobless claims, along with the producer price index are scheduled to be
released on Thursday. Forecasts for the producer price index predict growth from
0.4% in May to 0.2%. Friday will be a busy one with the consumer price index, retail
sales report, and consumer sentiment report set to be released and looked at closely
after a hiring increase in June calmed fears of an economic slowdown. The industrial
production report and the Empire State Manufacturing Survey will also be announced.
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THE WEEK IN REVIEW
The number of job openings in May dropped from a record high, according to
a Labor Department report released on Tuesday, giving a more tempered
assessment of the U.S. job market following a strong payrolls number
reported last week. Job openings slid in May to the lowest level of the year,
falling to 5.5 million from 5.85 million in April. The new data from the Job
Openings and Labor Turnover Survey (JOLTS) tracks the millions of Americans
who start a new job, quit or get laid off each month. The rates of workers
being hired, fired or quitting their jobs were unchanged in May. Hiring and
quitting have declined since the start of the year, so the lack of improvement
in May is disappointing. The report is separate from the Labor Department’s
primary jobs report and released with a one-month lag, so it provides no
insight into the rebound reported in the market for June last week.
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Prices charged by U.S. producers rose last month at the fastest pace in over a
year, reflecting a big jump in the price of gasoline and other energy products.
The Labor Department stated on Thursday that its producer-price index (PPI),
measuring what companies pay other firms for items ranging from gasoline to
furniture, rose 0.5% in June from a month earlier, the largest increase since
May 2015. Higher costs for energy drove the increase, though other costs
ranging from food to brokerage services also rose. Even with the June
acceleration, producer prices are up just 0.3% over the past 12 months, while
core inflation is up a moderate 1.3%.
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On Friday, consumer sentiment came out at 89.5, markedly lower than the
consensus range of 91-94.2. The expectations component fell 5.3 basis points
to 77.1, which is one of the weakest readings in two years. These may be
some preliminary effects of the Brexit vote, continued uncertainties regarding
the outlook for oil prices, the presidential election and the outlook on jobs
data. Markets responded poorly Friday morning, falling into the red slightly
and breaking their winning streak. The days following the Brexit vote may
have been the most pronounced demonstration of deterioration in consumer
confidence, with yield on the 10-year Treasury note declining roughly 10-15
basis points in two days. Since then, however, yields have risen and risk assets
like stocks have had a tremendous recovery.
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Price returns as of the last available closing data. Source data: Bloomberg
and Morningstar are believed to be correct but not verified. Returns include
reinvestment of dividends, if any and there is no guarantee they will
continue.

Like most of the data released this week, the consumer price index also
presented a cloudy picture. The CPI month over month change came in at the
bottom of the consensus range, at 0.2%; however, the service sector prices
rose 0.3% month over month for a third straight month, showing strength to
help offset the weakness in commodities, which only rose 0.1%. Lodging
away from home had tremendous growth of 0.6% month over month,
following last month’s 0.7% growth. There has been increasing rhetoric lately
about a shift in the way people spend money, with experiences holding more
value than materials, especially for the millennial generation.
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THE WEEK IN REVIEW
Recent signs of optimism in domestic data have driven the stock market rally
to all-time highs. The Dow Jones Industrial Average gained nearly 4% over a
nine-day rally. The index fell for the first time in ten days on Thursday as
investor enthusiasm ran out of steam. During the notable run in stocks,
investors reduced their safe-haven positions which led to the U.S. 10-year
Treasury yield bouncing 0.2% from its record low of 1.36% reached on July 8.
The U.S. dollar and oil finished lower for the week and gold lost ground as
global concern over the markets continued to ease.
Investors turned their focus this week to second quarter earnings releases.
Earnings of S&P 500 companies are on track for a fifth consecutive quarter
with negative growth. However, there are signs of improvement including
revenue growth stronger than recent quarters and more revenue surprises
above analysts’ estimates. Including earnings already reported from 123
companies in the S&P 500, earnings for the index are estimated to contract
4.2% from the same period last year, according to FactSet.
Jobless claims were announced on Thursday for the week of July 16, coming in
at 253,000, lower than the consensus estimates of 260,000 to 270,000. The
Labor Department stated there are no special factors in the report, signaling
another month of strength for employment. Existing home sales continued to
improve and housing starts rose 4.8% in June, another sign of strength in the
housing market.
The Bank of Japan announced this week it is not currently planning to impose
aggressive stimulus measures. The BOE announced that the British economy
has been resilient following the Brexit decision and sees “no clear evidence”
of a sharp economic downturn. The Bank of England further stated it does not
yet see the need to consider cutting interest rates.
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THE WEEK IN REVIEW
The U.S. stock market continued to trade in a very narrow range this week.
The S&P 500 index traded inside a 1% range for 12 days. This was the first
time that has ever happened, according to LPL Financial Senior Market
Strategist, Ryan Detrick. Since July 14 the S&P 500 has traded roughly
between 2,155 and 2,175. Investors have been cautious ahead of U.S. and
Japan central bank meetings and economic data including second quarter
GDP in the U.S. and Euro area. Investors have also been focusing on oil and
earnings. Oil prices re-entered a technical bear market this week as WTI crude
oil hit a three-month low near $40 per barrel on Friday. The price of oil
declined this week after U.S. government data showed a large increase in
crude oil inventories.

ECONOMIC INDICATOR

The U.S. economy grew an annualized 1.2% in the second quarter, well below
estimates of 2.6% growth. The headline number looks weak, but the details
of the GDP report have some positive signs. Consumer spending was very
strong with a growth of 4.2%, marking the strongest growth since 2014 and
more than double the first quarter’s 1.6% growth. High amounts of inventory
continue to weigh heavily on economic activity as businesses spend less. The
change in inventories subtracted 1.2% from GDP. Lean inventories indicate
that businesses will likely need to increase spending in the near future to
accumulate sufficient inventory.

DJ Industrial Average

Two of the world’s most prominent central banks, the U.S. Federal Reserve
and the Bank of Japan (BOJ), held policy meetings this week. The Federal
Open Market Committee (FOMC) left the target range for the federal funds
rates unchanged. Importantly, the FOMC statement noted that the U.S.
“labor market had strengthened” and that “household spending has been
growing strongly,” since its last meeting in June. With the statement also
noting that “near-term risks to the economic outlook have diminished,”
Federal Reserve Bank of Kansas City President Esther George dissented,
favoring a 0.25% increase in the target range for the federal funds rate.
Following today’s GDP report, the probability of a rate hike in 2016 is just
37%, according to market-based estimates.
Even as the Japanese government said it was compiling “a large-scale
stimulus package," many market participants were looking for the BOJ to
aggressively intensify its easing of monetary policy. While the bank
announced an increase in its purchases of ETFs, it did nothing else to improve
upon its previously established monetary policy measures, underwhelming
investors. Since the BOJ’s announcement the yen has appreciated against the
U.S. dollar, with traders unconvinced that the country will be able to escape
its decades-long bout with deflation. The BOJ and the Japanese government
are battling a formidable opponent in demographics as they pursue these
fiscal and monetary policy actions in an attempt to push the country’s
inflation rate higher.
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THE WEEK IN REVIEW
U.S. employment increased more than expected last month with wages picking up,
which could boost expectations of accelerating economic growth and raise the
probability of a Federal Reserve interest rate hike this year. Nonfarm payrolls rose
by 255,000 jobs in July as hiring increased after an upwardly revised 292,000 surge
in June, according to the Labor Department on Friday. Job gains were fairly broad
based, occurring in professional and business services, health care, and financial
activities. Because of the depressed price of oil, employment in the Bureau of
Labor Statistics “mining” category continued to trend down. The overall
unemployment rate was unchanged at 4.9% as more people entered the labor
market. Highlighting labor market strength, average hourly wages increased a
healthy eight cents and workers put in more hours. May's payrolls were also
revised up to 24,000 from the previously reported 11,000. With these revisions,
employment gains in May and June combined were 18,000 more than previously
reported. Over the past three months, job gains have averaged 190,000 per
month. July's strong job growth should reinforce the Fed's confidence in a labor
market that officials view as at or near full employment. Fed Chair Janet Yellen
has said the economy needs to create just under 100,000 jobs a month to keep up
with population growth. The second straight month of robust job gains is a boost
to the economy after growth averaged a tepid 1.0% annual rate in the last three
quarters. After a policy meeting last month, the Fed described the labor market as
having "strengthened" and said it appeared it was still tightening.
Treasuries were slammed on Monday as New York Fed President, William Dudley,
cautioned that investors should not discount the likelihood of more rate hikes over
the next eighteen months. Yields on the 10-year jumped from 1.454% to close on
Monday at 1.525%, and rose again to 1.557% the following day. Yields came down
again on Thursday as investors feared a poor jobs report, but when that number
surprised massively to the upside, it was once again “risk-on” as the yield jumped
from 1.5% to 1.59% and stocks rallied. Ethan Harris, head of global economic
research at BofAML, said that December is the most likely time for the Fed to do a
rate hike while having a phone interview on Friday, August 5.
Crude oil fell into bear market on Tuesday as the price of oil fell below $40 for the
first time since April; dropping to as low as $39.30, it quickly rebounded to around
$42.00. The selloff was sparked by a number of factors, including the Baker
Hughes rig count increasing for a fifth straight week and Saudi Arabia cutting
prices to Asian customers. Fear of a global surplus reemerged, while energy
companies took the brunt of the force.
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Price returns as of the last available closing data. Source data: Bloomberg
and Morningstar are believed to be correct but not verified. Returns include
reinvestment of dividends, if any and there is no guarantee they will
continue.

Renewed strength in the U.S. labor market threatened to derail the gold rally that
sent futures to the best first half in almost four decades. With employment
jumping for a second month and wages climbing, boosting bets that the Fed may
raise rates soon, gold logged its worst daily loss in ten weeks. Low rates had been a
boon for gold because they keep the metal more competitive against assets like
bonds that pay interest.
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THE WEEK IN REVIEW
The three major U.S. stock indexes rose to record highs on Thursday,
marking the first time since December 31, 1999 that the Dow Jones
Industrial Average, S&P 500, and Nasdaq Composite reached new highs
on the same day. Energy and consumer discretionary stocks led the
market higher Thursday as oil prices surged 4% and department stores
reported better-than-expected earnings. Crude oil jumped in response to
comments from the Saudi oil minister about potential action to stabilize
oil prices that will be discussed at an OPEC meeting on September 26-28.
Macy’s and Kohl’s reported better-than-expected earnings which led their
stocks higher by 17% and 16%, respectively.
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Multiple readings from China suggest the economy decelerated in July,
providing further evidence of a slowdown in the mainland Chinese
economy. Industrial production and retail sales rose slightly, but were
below expectations. Fixed investment fell to the slowest rate in 16 years.
June’s Job Opening and Labor Turnover Survey (JOLTS) report showed a
slight increase in job openings and private layoffs fell to a record low. The
report also showed there is a growing shortage of qualified workers as
demand for labor is near an all-time high and hiring remains stagnant. Job
openings are up 8.8% compared to a year ago while hiring is down
0.31%.
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REPORTS DUE NEXT WEEK
Retail sales and the Producer Price Index (PPI) were reported Friday. The
retail sales report measures the spending for stores that sell merchandise
and related services to consumers. It is a key indicator in economic
growth as consumer spending typically accounts for two-thirds of GDP.
Retail sales were flat overall. Excluding autos and gasoline, retail sales
were 0.1% lower. PPI declined 0.4% month over month in July, versus a
consensus expectation of +0.1%. The core rate, which excludes food and
energy, declined 0.3%. The data suggests slight deflation over the month,
below expectations of a slight increase. Markets closed lower on Friday
amid this softer-than-expected data which will likely give the Fed further
pause before considering raising interest rates.
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Price returns as of the last available closing data. Source data: Bloomberg
and Morningstar are believed to be correct but not verified.
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THE WEEK IN REVIEW
Equity and bond markets alike were relatively flat this week. Equities were
down slightly, with the S&P 500 finishing down 0.01% and MSCI EAFE
down less than 1%. Markets did seem to dip ahead of the Fed releasing
minutes from their latest meeting on Wednesday, but recovered to
previous levels Thursday and Friday. U.S. Treasury yields moved up
slightly, with the 10-year Treasury yielding 1.58%, mostly due to a slight
sell off on Friday morning. San Francisco Fed president John Williams also
commented on Thursday afternoon that September's FOMC meeting is
"in play" for an interest rate hike. Crude oil was one of the biggest movers
of the week, up more than 7% from Monday’s opening, finishing above
$48 per barrel, likely in response to better-than-expected industrial
production results.
Most of the economic data reports released this week surprised to the
upside. Notably, housing starts, industrial production, and capacity
utilization all posted better-than-expected growth though industrial
production’s increase in the prior month was revised lower. The fourweek moving average of initial jobless claims remained near post-crisis
lows, reflecting continued labor market strength. Additionally, the core
Consumer Price Index (CPI), a measure that excludes volatile food and
energy prices, advanced 2.2% on a year-over-year basis, exceeding the
Federal Reserve (Fed) target for inflation. While investors follow core CPI
as a measure of inflation to help inform their investment decisions, the
Fed’s preferred measure of inflation is actually the core Personal
Consumption Expenditures (PCE) measure, which advanced 1.7% in the
second quarter, slightly below the Fed’s 2% target. That statistic, not
labor market conditions, appeared to drive the Fed’s recent decision to
leave the fed funds rate unchanged at its latest meeting. The minutes of
the last Federal Open Market Committee noted that “many judged that it
was appropriate to wait for additional information” to allow them to
evaluate whether or not the economy can sustain its current momentum
before tightening policy. Some participants expressed concern that low
interest rates could intensify “incentives for investors to reach for yield
and could lead to the misallocation of capital and mispricing of risk.” The
release of the minutes has not materially altered the market’s
expectation for a Fed rate hike by the end of 2016, which remains a fiftyfifty chance.
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Price returns as of the last available closing data. Source data: Bloomberg
and Morningstar are believed to be correct but not verified.
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FINANCIAL MARKET UPDATE

THE WEEK IN REVIEW
The case for raising U.S. interest rates has strengthened in recent months due to
improvements in the labor market and expectations for moderate economic
growth, Federal Reserve Chair Janet Yellen said on Friday. In her much anticipated
speech at the central bank’s annual Jackson Hole summit, Yellen issued some
cautionary remarks, but pointed to more increases on the horizon. She noted the
Federal Open Market Committee “continues to anticipate that gradual increases
in the federal funds rate will be appropriate over time to achieve and sustain
employment and inflation near our statutory objectives.” Yellen did not indicate
when the U.S. central bank might raise rates, but her comments reinforced the
view that such a move could come later this year with the Fed having scheduled
policy meetings in September, November and December. She dedicated much of
her talk to examining how the Fed might behave in future downturns and
indicated the Fed might return to tools used in the recent past, including
purchasing bonds to bring down long-term interest rates and promises of low
rates far into the future. She stated the Fed may also explore other options,
including broadening the range of assets it can purchase, raising the inflation
target or targeting nominal GDP.
GDP was revised down from 1.2% to 1.1% in the second round Q2 GDP report.
Personal consumption remained strong, and was revised up from 4.2% to 4.4%,
with a 7.1% rise in goods consumption and a 3.1% gain in service consumption;
both were revised up from 6.8% and 3% respectively. Investment remained a drag
on the GDP numbers with gross private investment at -9.7% (unchanged); while
fixed investment, however, was revised upward from -3.2% to -2.5%, but is still
the third consecutive quarter of decline. Government spending was revised down
to -1.5% in the second-round Q2 GDP report, the first quarterly decline since Q4
2014. While the downward revision in headline GDP is small, the effects are much
larger when you look at a more granular level. These numbers show that the
consumer is pulling more than their fair share of the weight.
Orders for durable or long lasting goods made in the U.S. rebounded last month, a
sign that the manufacturing sector could continue to stabilize in the second half
of the year. Much of the rise was due to civilian aircraft orders, but orders for
capital goods posted their largest gain since January, suggesting firms may finally
be comfortable making large-scale investments that signal confidence in future
demand. New orders for durable goods rose a seasonally adjusted 4.4% in July
from the prior month, according to the Commerce Department, the largest
monthly jump since October.
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Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

The release of the consumer sentiment index showed that while the outlook of
the economy was improved slightly, the index fell to 89.8 from 90 with higherthan-expected expenses and lower-than-anticipated income gains cited as reasons
of concern among younger households. On the plus side; the demand for
investment is there at the moment, and we can potentially see some pickup in Q3
or Q4, which would support the growth in consumption.
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FINANCIAL MARKET UPDATE

9/2/16

THE WEEK IN REVIEW
U.S. stocks traded in a narrow range this week on relatively light volumes
U.S. stocks and bond yields jumped after the weaker-than-expected
employment report was released, but the gains were quickly reversed as
labor market appears solid, this report was weaker than in recent months.
The report may detract from the hawkish rate hike argument at this
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payrolls rose 151,000 and the unemployment rate held steady at 4.9%.
Economists were expecting payrolls of 175,000 and a lower
unemployment rate of 4.8%. The report showed payrolls for goods
producing jobs, such as mining, construction, and manufacturing, down
for the month. Service sector jobs were strong, including professional &
business services and government jobs.
The U.S. manufacturing sector contracted in August after five months of
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REPORTS DUE NEXT WEEK
The Consumer Confidence Index rose to 101.1 in August; the highest level
since September 2015. Higher confidence is translating into more
spending as consumer spending increased for a fourth straight month in
July. Consumer spending rose 0.3% in July and is up 3.8% over the last
year. The combination of strong confidence and spending shows
consumers are feeling better about economic and employment
conditions.

4.9%

▼
▼
▲
▼
▲
▲

NASDAQ

Barclays Aggregate US
month, down from 52.2 in July. A reading below 50 indicates contraction.
The index stabilized this year after several weak months in late 2015 and
early 2016. Over the past 12 months the index has averaged 50.3, barely
in expansion territory. Cautious business spending and a strong U.S.
dollar have weighed on the manufacturing sector over the last year.
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Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

The International Trade report was released on Friday. Exports rose to the
highest level in ten months, narrowing the U.S. trade deficit by 11.6%
from June to $39.5 billion. Major gains in foods, feeds and beverage
exports were the biggest contributors to July's trade deficit contraction.
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THE WEEK IN REVIEW
U.S. stocks closed lower by 2.39% during the shortened trading week,
driven by Friday's selloff in which the index fell by more than 2%. Data
this week showed that the service sector grew at its slowest pace in the
last six years. Paired with last week’s lower-than-expected employment
report, investors are increasingly speculating that the Fed will not raise
rates at this month’s FOMC meeting. But, Treasuries fell on Thursday and
Friday after the ECB announced it would not extend its bond buying
program.
The Fed released its latest Beige Book on Wednesday. The main
takeaways were that the Fed believes the economy is expanding at a
modest pace, inflation is slight, labor markets remain tight, and there has
been moderate payroll growth. Overall, the Beige Book describes current
conditions between mixed and moderately positive. The next FOMC
meeting is scheduled for Wednesday, September 21.
On a week light on data releases, Tuesday’s ISM nonmanufacturing index
came in well below analyst expectations with a reading of 51.4%. While
the level is still an expansionary number, expectations ranged from
54.0% to 56.1%, with consensus somewhere between 55-55.5%. The
reading, the slowest pace in six years, was hurt by a substantial drop off
in new orders, down to the lowest level since December 2013. New
export numbers also dropped nine points to a contractionary level of
46.5, also the lowest since December 2013. On the positive side, new
orders were still in expansion, and July’s 60.3 reading was a particularly
high level. Further, 11 of 18 components of the index were above 50,
indicating expansion.
Wednesday’s JOLTS report was a stronger result, with a reading of 5.87
million openings in July, marking an all-time high, and an upward revision
to June’s report, up to 5.64 million. The number continues to underscore
a strong national labor market. Of the 4.94 million “employee
separations” through July, 2.98 million were quits, and the greater than
60% reading is the highest since 2000. This result is consistent with the
high NFIB “jobs-hard-to-fill” measure hitting a cyclical high in August as
well. Employers do seem to be struggling to fill jobs as the hiring rate
remained unchanged at 3.6%.
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Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.
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THE WEEK IN REVIEW
U.S. equities opened the week with a strong performance, rallying the
most in the previous two months. That rally quickly gave out on Tuesday
as the S&P 500 returned to Monday morning levels; since then the week
has been mostly flat. That same pattern was repeated with a run up on
Thursday, then a retreat on Friday. Some of this volatility can be credited
to comments from several Federal Reserve presidents hinting at a rate
hike in September. The S&P 500 and Dow Jones Industrial Average
performed roughly in line with each other. Meanwhile, the NASDAQ
composite rallied 2.3%, driven by an 11% weekly gain in shares of iPhonemaker Apple, Inc.
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U.S. producer prices were flat last month as a rise in core services offset a
decline in goods prices. According to the Labor Department on Thursday,
the unchanged reading in its PPI for final demand followed a 0.4% drop
in July, the steepest pullback in nearly a year. From a year earlier,
producer prices were also unchanged after a 0.2% decrease in the prior 12month period. Excluding food and energy, wholesale prices rose 0.1%
from the previous month following a 0.3% drop. Price pressures have yet
to be felt as inflation continues to stay below the Fed’s target range. The
Fed will meet next week to consider whether to raise interest rates.
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Sales at U.S. retailers fell in August for the first time in five months amid
weak purchases of automobiles and a range of other goods, a sign that
Q3 growth might not be as strong as previously estimated. The
Commerce Department announced retail sales had fallen a seasonally
adjusted 0.3%, a bigger decline than the 0.1% drop in economists’
forecast. Excluding automobiles, gasoline, building materials and food
services, retail sales slipped 0.1% last month after a similar drop in July.
Retail sales were up 1.9% in August from a year earlier, outpacing weak
growth in consumer prices over the past 12 months, but sales growth
slowed from July’s annual increase of 2.4%. Consumer spending has been
the primary driver of growth so far this year, expanding at more than
double the pace of the overall economy during the first half of 2016.
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Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

Despite retail sales falling short of expectations and PPI remaining
unchanged, U.S. consumer prices increased more than expected in August
as rising rents and healthcare costs offset a drop in gasoline prices. The
Labor Department said on Friday CPI rose 0.2% last month after being
unchanged in July. In the 12 months through August, CPI has increased
1.1% after advancing 0.8% in July. Core CPI, which strips out food and
energy costs, rose 0.3% last month, the biggest increase since February,
after gaining 0.1% in July.
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THE WEEK IN REVIEW
Markets rallied this week after signals that major central banks will
continue with accommodative monetary policy in an effort to promote
growth. The Bank of Japan stated it will keep negative rates in place and
consider reducing them if necessary. They announced a new policy to
keep the 10-year yield on Japanese bonds at zero by adjusting bond
purchasing as needed.
The Federal Reserve announced on Wednesday it would leave rates
unchanged. Fed chair Janet Yellen stated that although she is confident in
the strength of the labor market, a rate hike this month could expose the
labor market to “unnecessary risk.” Yellen also cited a lack of inflation as
another reason to postpone a rate hike. Yellen implied a rate hike was
still on the table for 2016, with the consensus suggesting a December
move. Treasuries rallied on their biggest weekly gain since July amid data
suggesting interest rate increases would be slow-paced.
Jobless claims data released on Thursday looked positive. Initial claims
fell 8,000 to 252,000 for the week of September 17th, lower than the
four-week average of 258,500. Jobless claims have neared historic lows
and suggest a healthy labor market. Continued strength in the labor
market would give the Fed further support to raise rates by the end of the
year.
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REPORTS DUE NEXT WEEK
Housing starts fell 6% in August to an annualized rate of 1.142 million
which was lower than expected, but greater than the 1.128 million
annualized rate of three months prior. Bad weather in the South, the
largest region for home builders, likely played a large role in the weak
housing report. Construction of single family housing in the South
dropped 13% as flooding in Texas and Louisiana disrupted building
activity. The National Association of Home Builders’ survey showed
confidence among home builders rose this month to the highest level
since 2005. Home builder confidence suggests demand for new homes
remains strong.
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Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

Sales of existing homes unexpectedly fell for a second straight month in
August. Existing home sales have experienced modest growth this year as
a shortage of housing inventory limits sales. Housing inventory on a year over-year basis fell for a 15th straight month in August. Low inventory
and steady demand has led to higher prices which is another headwind
for existing home sales.
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THE WEEK IN REVIEW
U.S. equities had a volatile trading week amid a slew of economic data. The
most significant data point was the final reading on second quarter Gross
Domestic Product (GDP), which surprised to the upside at 1.4%.Oil prices
jumped higher mid-week as reports circulated that OPEC decided it would cut
production in the near future. Thursday saw stocks plunge lower as concerns
about the financial health of Deutsche Bank reemerged following reports that
multiple hedge funds utilizing the bank’s prime brokerage service had moved
parts of their listed derivatives holdings to other firms. In early trading on
Friday, U.S. equities were clawing back their losses from the prior trading
session as speculation grew that Deutsche Bank would reach a smaller thanexpected settlement with the U.S. Justice Department.

ECONOMIC INDICATOR

The market-implied probability of a Fed rate hike before the end of 2016
climbed from 55% to 59% this week. The key data points for investors
seemed to be slightly better than-reported GDP and the Personal
Consumption Expenditure Core Price Index (PCE) for August rising to a 1.7%
year-over-year clip. While the year-over-year change in the core consumer
price index has been over 2% for the entirety of 2016, the Fed’s preferred
measure, PCE, has held relatively steady, advancing 1.6% on a year-over-year
basis for most of the year. The slight bump higher to 1.7% is a move towards
the FOMC’s target of 2% inflation. With consumer sentiment remaining
relatively healthy, a hike in the federal funds rate could likely be
implemented without causing too much harm to the real economy. In fact,
one could argue that the recent rise in LIBOR rates has already tightened
financial conditions for the real economy, so a rate hike should have a small
impact. Avoiding deflation at all costs appears to be the FOMC’s main
objective at this point, so they will have to consider the potential for choking
off inflation. Looking back at the last rate hike, the PCE went from advancing
at an annual pace of 1.4% in December of 2015 to 1.7% by August, a steady
climb that seems to suggest that the FOMC may have made a prudent move
in December. Now, the FOMC looks to be building consensus around another
December hike, which appears warranted.
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On Monday, Pfizer announced that it would not split into separate
companies, as many had speculated over the last few years. After shares
initially opened down about 1%, they ended the day up 0.3%. In a pre-market
statement, the company cited a belief that the combined entity is the better
option to maximize shareholder value and future value creation. The
company had hinted in its financial guidance on August 2nd that this would
be the decision. The initial discussion arose when sell-side models indicated,
and Pfizer concurred, that the company may have a higher sum-of-the-parts
value than its market cap.
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THE WEEK IN REVIEW
U.S. stocks fluctuated this week as mixed economic data weighed on
share prices. The S&P 500 index closed down 0.67%. The closely
watched Manufacturing ISM report rebounded in September, rising 2.1
points, from August and came in ahead of consensus estimates. New
orders rose 6 points, which was the strongest segment within the index
Additionally, September saw U.S. service companies expand at the fastest
rate in almost a year. The ISM non-manufacturing index came in at 57.1,
exceeding all forecasts, after the August reading was the lowest in more
than six years. Both reports taken together, indicate that the pullback in
August may have been an anomaly.

ECONOMIC INDICATOR
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57.1
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The pound fell on Monday after British Prime Minister Theresa May said
the legal process to leave the European Union will begin before the end
of March 2017. The pound continued to fall, hitting a 31 year low of
$1.1841. Some traders attributed the extreme fall to algorithms
increasing selling pressure at a time of day with relatively low liquidity.
The pound recovered slightly to $1.2439. The good news regarding the
weaker pound is that it can help support U.K. exports and thus economic
growth.
Oil rose above $50 on Thursday for the first time since June. Prices have
risen by 12% since OPEC reached an agreement to slash output for the
first time in eight years. Prices fell Friday as Russia’s Energy Minister
Alexander Novak squashed hopes that a deal would be finalized in
Istanbul early next week. Gold finished -4.62% for the week driven by
increasing odds of tighter Fed policy by year-end, buoying the dollar.
Gold closed the first half strong due to the Fed’s decision to stand pat on
interest rates and political risks associated with U.K.’s vote to leave the
European Union.

0.4%

Nonfarm Payrolls

156000

Unemployment Rate

INDEX
Friday started off on the wrong foot, with the U.S. economy adding only
156,000 jobs in September compared to projections of 170,000. This was
the smallest gain since May and the unemployment rate ticked up to 5%.
Overall, the report did little to change the possibility of a rate hike by the
end of the year. Federal funds futures showed an approximately 66%
chance of a rate increase by year-end, slightly up from yesterday’s 63%.
Finally, initial jobless claims fell more than expected, by 5,000 to
249,000. This marked the 83rd straight week that initial jobless claims
remained below 300,000.
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FINANCIAL MARKET UPDATE

THE WEEK IN REVIEW
U.S. policymakers, debating the advantages of raising interest rates last
month, described the decision as a close call. Minutes from the September
meeting showed several members felt a rate hike was needed “relatively
soon.” According to the September meeting minutes, “several members
judged that it would be appropriate to increase the target range for the
federal funds rate relatively soon if economic developments unfolded
about as the committee expected.” The FOMC left the benchmark lending
rate unchanged for the sixth straight meeting last month, even as a
majority of the 17 participants still forecast at least one hike this year.
However, there is further indication that the Federal Reserve will be
inclined to let inflation run hot for a while. In a speech at the Boston Fed,
Fed Chair Janet Yellen pointed out that with the economy seeing an
unusual tendency of weak demand against strong supply, it is reasonable
to ask whether it might be possible to reverse adverse supply-side effects
by temporarily running a “high-pressure economy,” with robust aggregate
demand and a tight labor market. Fed officials next meet November 1-2,
just before the U.S. election on November 8.
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This has been a tumultuous week for markets. The S&P 500 Index started
the week with disappointing corporate earnings results lowering hopes of
a rebound while speculation the Fed would raise interest rates picked up.
This double whammy caused negative price movement early in the week.
Volatility jumped this week, driven by the release of the Fed minutes,
coupled with an intense Presidential debate from Sunday night. Following
that, just as traders had a chance to breathe, news from China was
released indicating exports dropped 10% in September. Stocks traded at
one-month lows early Thursday but quickly rebounded over 1.5% going
into Friday; ultimately, that upward movement turned around and
markets fell into negative territory to close a a highly volatile week for
equity investors.
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U.S. employers posted the fewest jobs in eight months in August, a sign
job gains will likely remain modest in the coming months. On Wednesday,
the Labor Department announced job openings dropped by 388,000 in
August, or nearly 7%, to 5.4 million, down from a record high 5.8 million
in July. This data adds to recent evidence that hiring may be slowing a bit
from the robust pace of the previous two years, despite the economy
generating enough jobs to lower the unemployment rate over that time.
The JOLTS report is one of the job market metrics on Yellen's “dashboard”
as Fed officials view the labor market as being at or near full employment.
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Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.
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THE WEEK IN REVIEW
The U.S. equity market traded in a narrow range this week as investors
digested third quarter earnings results, the European Central Bank’s (ECB)
decision to leave its stimulus program unchanged, and the final U.S.
presidential debate. Third quarter earnings results were mixed, as several
large banks reported better than-expected results earlier in the week, while
several industry groups including rail operators reported unexpectedly weak
results. Generally, investors seemed cautious amid little earnings growth and
the possibility of interest rates moving higher.
U.S. housing starts fell for the second straight month in September. Starts
dropped 9% to 1.05 million annualized units, the lowest level since March
2015. The fall was due to a volatile multi-family component, dropping 38% in
the month. The single-family component, which accounts for the largest
share of the residential housing market, was up 8.1%. Building permits for
future construction rose 6.3% last month to their highest level since last
November. Permits are above housing starts, suggesting home builders may
be planning for more growth. The National Association of Home Builders
survey of home builders suggested increased confidence in future sales.
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Rising gasoline and rent prices boosted consumer prices to their largest gain
in five months. With the biggest year over year increase since October 2014,
U.S. consumer prices rose 0.3% last month and are 1.5% higher year over
year. Core consumer prices, which exclude the volatile energy and food
categories, rose 0.1% last month, and have risen 2.3% from September
2015.The improvement in headline inflation will most likely increase support
for the Fed to raise interest rates in December.
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Thursday the market awaited comments from the ECB’s Mario Draghi to see
if the central bank would continue to boost its stimulus policy in an effort to
spur inflation and growth. The ECB’s current bond purchase program provides
€80 billion in monthly stimulus and is due to end in five months. Draghi
stated the ECB’s next policy meeting in December would outline the plan
going forward. He remarked that the ECB is, “committed to preserving the
very substantial degree of monetary [stimulus] which is necessary.” It appears
unlikely the ECB would end bond purchases abruptly, favoring a gradual
tapering. Draghi clarified, “My perception is that a sudden stop is not in
anybody’s mind.”
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Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

On Tuesday, China announced an annual growth rate of 6.7% in the third
quarter, in line with the first and second quarters of 2016. Many are
concerned that the number has been inflated by growing corporate debt and
elevated property markets. In an effort to improve financial risk, the Chinese
government released guidelines last week to reduce corporate debt. Beijing
stated that companies would be responsible for their borrowing without
support from the government.
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THE WEEK IN REVIEW
The three major U.S. large cap equity averages all declined in the last full
week of October. Mixed economic reports and some weakness in third
quarter earnings seemed to pressure U.S. stocks. The FBI’s announcement
that the Hillary Clinton email case will be reopened sparked the most
negative momentum of the week in the major averages during Friday’s
session. The benchmark U.S. ten-year Treasury bond yield rose to a fivemonth high of 1.85% on Thursday as investors began to more fully discount a
Fed rate hike in December. Meanwhile, crude oil prices declined
approximately 3.5% during the week ahead of Saturday’s OPEC meeting in
Vienna to discuss a plan to reduce global output that has risen to about 12%
since the beginning of 2014.

ECONOMIC INDICATOR

The headline economic release of the week was the first estimate of third
quarter U.S. GDP, which showed the world’s largest economy grew at an
annualized rate of 2.9% in the quarter ending September 30. While the
headline reading was strong, it wasn’t very broad based, as inventory building
and a surge in soybean exports contributed a significant portion of the
difference between the reported number and the median economist forecast.
Consumer spending, which accounts for roughly 70% of U.S GDP, grew during
the quarter at a weaker-than-expected annualized rate of 2.1%.

DJ Industrial Average

In the housing sector, sales of new homes surged in September to their
highest level since early 2008. New home purchases rose to a 593,000
annualized rate in the final month of third quarter, indicating that the
residential real estate market appears relatively healthy approaching winter.
Overall home prices across the U.S. increased by 5.1% from August 2015 to
August 2016 as reported by the S&P CoreLogic Case-Schiller Index that
measures home prices in 20 cities across the nation. Portland and Seattle
showed the largest year-over-year increase of 11.7% and 11.4%, respectively.
On the other side of the ledger, Atlanta and Chicago saw declines of 0.1%. On
average, home prices in the U.S. have been increasing by about 5.0% per year
since the second half of 2014.
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On the corporate earnings front, nearly 35% of S&P 500 companies reported
third quarter results this week. Some of the most well received earnings
releases belonged to technology companies in the communications
equipment and microprocessor industries and energy sector companies.
Conversely, some of the worst received results could be found in certain areas
of the retail and healthcare distribution industries. About halfway through
earnings season (273 S&P 500 companies have reported as of Friday,
September 28), 78% of companies have reported better-than-expected
earnings per share, while 57% of companies have reported better-thanexpected sales.
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THE WEEK IN REVIEW
U.S. stocks took a step backwards in the first week of November. After
closing in negative territory on Friday, the S&P 500 Index extended its losing
streak to nine consecutive days – the longest string of negative days since
2008. All three major U.S. stock averages declined between 1.5% and 2.5% as
election polls indicated a much closer U.S. presidential election than was
expected just several weeks ago. U.S. Treasury bond yields declined and
prices advanced amid increased uncertainty. U.S. crude oil prices suffered
their largest weekly decline since January to below $45 a barrel following
reports suggesting disharmony amongst OPEC member nations related to
production quotas.

ECONOMIC INDICATOR

The last heavy week of third quarter corporate earnings season saw 132 (or
26%) of S&P 500 companies report third quarter results, with 92 (or 70%) of
those surpassing Bloomberg consensus earnings estimates. About 80%
through earnings season (404 S&P 500 Index companies have reported as of
Friday, November 4), 75% of companies have reported better-than-expected
earnings per share, while 55% of companies have reported better-thanexpected sales.

INDEX

U.S. employers added 161,000 jobs to the economy in October according the
Bureau of Labor Statistics, which fell slightly short of economists’
expectations of 175,000 jobs. The October miss was offset by more jobs
added in August and September than earlier estimates indicated. These
“upward revisions” totaled 44,000 between August and September, bringing
the 3-month average to 176,000. This level has historically been associated
with modest economic growth. The devil is in the details, however, as the
October numbers showed a loss of 9,000 manufacturing jobs which brings
the total number of U.S. manufacturing jobs lost in 2016 to 66,000 according
to Bloomberg. Highlighting the losses of U.S. manufacturing jobs has been a
key topic for Trump candidacy; a Trump aide announced that it was a
“disastrous report” following the release. Hillary Clinton, on the other hand, is
pointing to the continued growth of the overall economy following the
release, as the unemployment rate declined to 4.9% in October.
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Perhaps the highlight of Friday’s labor market data release was the
acceleration of wage growth. Average hourly wages are up 2.8% year over
year, which is the largest jump in seven years. This is indicative of a more
competitive labor market, which may give the recent jobs report more
validity. Many economists point to this data as a clear path for the fed funds
rate hike in December as it was viewed as a positive by most. According to
Bloomberg, traders place a 74% probability that the U.S. Federal Reserve will
hike benchmark interest rates in December. This reading has increased from
69% since October 28.
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THE WEEK IN REVIEW
The big news of the week was the U.S. presidential election, as Republican
Donald Trump defeated Democrat Hillary Clinton in the race to succeed
President Obama. What’s more, Republicans also regained control of the
Senate and retained a majority in the House of Representatives, giving them
control of both Congress and the White House for the first time since 2005.
The result came as a surprise to most pundits and investors, as many had
called for an easy Clinton victory.
After dropping nearly 5% while votes were still being counted on Tuesday
evening, all major indexes finished up at least 3.7% on the week, with the
Dow Jones closing at an all-time high on Thursday. Bond yields were also up
on the week, with 10-Year U.S. Treasury yields going above 2% for the first
time since January.
Many sectors that tend to perform well with more conservative, less
regulated governments had stellar weeks, led by financials and healthcare.
More specifically, banks and biopharmaceutical stocks were among this
week’s best performers. Further, domestic-focused industrial companies,
particularly construction materials stocks posted very strong performance.
U.S. bond yields rose on inflation expectations, as some of President-elect
Trump’s stated policies may have inflationary tendencies. Further, the U.S.
Dollar index strengthened against a basket of currencies following a sharp
drop during election night. Abroad, emerging market currencies, and markets
in general were mostly down significantly, with Mexican markets down more
than 16% following the election results. The notable exception to the drop
off was Russian markets, up almost 2% since Wednesday morning.
Oil prices experienced similar volatility, dropping nearly 4% Tuesday night,
before finishing Wednesday above $45/barrel. On Friday, however, prices
dipped again as expectations of an output cut or freeze from OPEC also
dropped. Given the current glut in oil supply, prices had jumped on last
month’s news that a freeze was possible. Furthering concerns of a prolonged
oversupply of oil is President-elect Trump’s pledge to continue pushing the
U.S. to increased self-reliance in energy.

ECONOMIC INDICATOR
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In one of the only economic data releases of the week, jobless claims of
254,000 were below consensus expectations of 260,000, down about 11,000
from last week. This marks the 88th straight week with initial claims under
the 300,000 threshold, the first time that has happened since 1970.
The other notable data point was released Friday morning, as consumer
sentiment came in at 91.6. This was well above consensus expectations of
88.0, and last month’s level of 87.2.
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THE WEEK IN REVIEW
In the first full week following the U.S. presidential election, U.S. equity
markets came close to all-time highs, with the S&P 500 up 0.8%. Some of
this increase can be attributed to positive reactions to Federal Reserve Chair
Janet Yellen indicating the Fed was ready for a rate hike in December along
with positive economic data releases. The S&P 500 came within four points
of finishing at an all-time high on Thursday, while the Dow Jones closed at a
record on Tuesday. Meanwhile, bond markets continued to sell off, with the
U.S. 10-year Treasury note yield ending at 2.34%, the highest level of the
year. The 10-year note yields had risen by 41 basis points in three days
ending Tuesday, the steepest move in more than seven years. The dollar also
continued its strong run, reaching a nine-month high on the Bloomberg Dollar
Spot Index. This also comes on the back of Janet Yellen’s testimony and the
implied probability of a rate hike reaching 94%, the highest level in 2016.
Anticipated stimulus from President-elect Donald Trump has also supported
the dollar in recent days. Oil rose about 2.0% for the week, including having
its strongest day in seven months on Tuesday. Renewed optimism of a cut or
freeze in production from Venezuela, Qatar, and Algeria further contributed
to gains.

ECONOMIC INDICATOR

The data-dependent Fed appears poised to raise rates at its December
meeting as the improvement in economic data reports since their last
meeting supports such a move. The labor market continues to demonstrate
strength as Thursday’s report on initial jobless claims revealed that only
235,000 U.S. workers applied for unemployment insurance in the week
ending November 11, marking the lowest number of claims in a week since
October 1973. Additionally, it brought the four-week moving average of
initial jobless claims down to 253,500. That was just 4,000 claims more than
the lowest four-week moving average since the financial crisis.
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With a robust job market fulfilling one part of the Fed’s mandate, investors
and policymakers must then turn their focus to inflation. The Consumer Price
Index (CPI) climbed 0.4% in October, driven largely by rising rents and
gasoline prices. That marked the inflation measure’s largest increase in six
months, and led to its 1.6% year-over-year increase. Core CPI, which
excludes food and energy prices, also advanced on both a month-over-month
and year-over-year basis.
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Beyond the boundaries of the Fed’s mandate, other parts of the economy also
exhibited signs of improvement this week. Most notably, new housing starts
rose to a nine-year high in October. It was the largest month-over-month
increase in the gauge since July 1982. Finally, the retail sector displayed signs
of life in October as both headline and core measures of U.S. retail sales
showed better-than-expected growth.
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THE WEEK IN REVIEW
The S&P 500 and Dow indices closed at record highs for four consecutive
days this week. The S&P 500 and Dow hit important milestones for the first
time Tuesday with the S&P 500 closing above 2,200 and Dow above 19,000.
The post-election stock market rally was largely fueled by the financial
sector which accounted for 54% of the post-election rally through Monday,
according to S&P Dow Jones Indices. Shares of financial firms have benefitted
from expectations of less regulation under the Trump administration and the
Fed raising rates again in December.

ECONOMIC INDICATOR
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Minutes from the Federal Reserve’s November 1-2 meeting reiterated
recent comments from Fed officials that an interest rate increase was
possible “relatively soon.” The Fed kept rates unchanged at the meeting by
a vote of 8 to 2. Most participants agreed the case for a rate increase had
strengthened, but they wanted more evidence inflation would continue
rising toward their long-term target. Some participants argued an increase
should occur at the next meeting to preserve credibility. Fed fund futures
indicate investors see a 93.5% probability the Fed raises rates in December.
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Demand for long lasting manufactured goods rose in October at the fastest
pace in a year, a sign the U.S. factory sector has begun to stabilize. Orders
for durable goods rose 4.8% to a seasonally adjusted $239.4 billion from a
month earlier. Last month’s jump was driven by a near doubling in orders for
civilian aircraft, a highly volatile segment, but demand for most other
categories increased as well. September’s overall orders were also revised
to a 0.4% gain from a previously estimated decline. As a result, orders have
now increased for four straight months, but are still down slightly through
the first ten months of the year, compared with the same period in 2015.
U.S. home resales rose last month to their highest level in nearly 10 years
despite meager supplies as faster wage gains and low mortgage rates
motivated buyers. Sales increased 2% to a seasonally adjusted annual rate
of 5.6 million from an upwardly revised 5.49 million in September, the
National Association of Realtors said Tuesday, marking the highest level
since February 2007. Fewer Americans purchased new homes in October
though, but sales are still much stronger this year than in 2015. According to
the Commerce Department, new home sales fell 1.9% last month to a
seasonally adjusted annual rate of 563,000 units. However, sales through
the first 10 months of this year are 12.7% higher than during the same
period last year.
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FINANCIAL MARKET UPDATE

THE WEEK IN REVIEW
Investors received numerous domestic economic data reports this week, but
international events made the biggest headlines. Despite the second estimate
of third quarter GDP being better than expected on the back of improved
personal consumption, the S&P 500 Index was little changed on Tuesday. The
yield on the 10-year U.S. Treasury note continued to fall as well on Tuesday,
which potentially implies lower future growth and inflation expectations. Also
on Tuesday, consumer confidence advanced to a nine-year high since the last
peak in July 2007. The consumer confidence index rose to an astounding 107.1,
beating the forecast of 101.5. Reports showing improved personal income
growth in October and an expanding manufacturing sector in November failed
to lift stocks on Wednesday and Thursday. The technology sector, which has
suffered relative to the rest of the domestic equity market since the election
of Donald Trump, declined the most of any GICS sector over the past five
days. The selloff seems to have been partly predicated on comments made by
President-elect Trump in reference to the taxes paid by such companies while
he was on the campaign trail. Globally, few stock markets will end the week in
positive territory, with Japan’s NIKKEI 225 a notable exception.
On Wednesday, Saudi Arabia led OPEC in an agreement to curtail the
production of oil. The planned cut in production, the first since 2008, will
result in OPEC producing 1.2 million fewer barrels per day. The news sent the
price of crude higher from $46 on Wednesday to $52 by early Friday morning.
While the announcement had little effect on the U.S. stock market, it sent U.S.
rates sharply higher. After closing Tuesday at 2.29%, the yield on the U.S. Tenyear Treasury note jumped 9 basis points to 2.38% by the end of trading on
Wednesday. The yield on the note continued to push higher on Thursday,
hitting an intraday high of 2.49%. The additional yield widening seen on
Thursday, likely occurred as end of month rebalancing of portfolios subsided.
Additionally, expansion in the U.S. manufacturing sector likely primed
investors for a big nonfarm payrolls number on Friday.
Friday morning also produced the November jobs report. Notably, the
unemployment rate fell to its lowest level since August 2007, contrasting
starkly with relatively weak wage growth. Pundits have spoken widely about
how a tighter labor market will strengthen wage growth, but that situation has
yet to unfold. In August 2007, year-over-year hourly and weekly wages were
both up 3.9%, while this month those numbers came in respectively at 2.5%
and 2.0%. All else equal, without stronger wage growth, inflation is less likely
to emerge. The ascent of rates midweek likely reflected investors’
expectations that headline inflation would move higher with oil prices in the
coming months. Following today’s nonfarm payrolls report investors might be
revisiting that conclusion.
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FINANCIAL MARKET UPDATE

THE WEEK IN REVIEW
The trading week began with markets digesting the results of the Italian
Referendum vote Sunday. The majority of Italian voters (about 60%)voted “no” to
reject changes to their country’s Constitution. With the rejection came the
resignation of Italian Prime Minister Matteo Renzi, who promised to step down
should his proposal be rejected. The referendum promised to reorganize
Parliament in an effort to improve government stability. The changes were
intended to hasten government decision making and spur Italy’s stagnant
economy.
Similar to the market reaction seen during Brexit, the markets were initially mixed
then finished slightly higher at the end of trading Monday. Shares in Italian banks
fell sharply Monday as the vote may lead to an extended period of government
inactivity and delay plans to fix Italy’s struggling banks. Economists state the
reforms are greatly needed as the country has had no tangible growth over the last
decade and remains saddled with the second largest debt load in the euro zone
behind Greece.
The European Central Bank (ECB) met Thursday. Mario Draghi, head of the ECB,
stated the bank would keep key rates on hold and continue its stimulus program to
purchase bonds. He announced the stimulus would continue until at least
December 2017, but will reduce monthly purchases to €60 billion down from €80
billion beginning in April 2017. Draghi stated the program will continue “as long as
needed.” The program was enacted in an effort to keep the euro zone economy
stable.
In domestic markets, shares of U.S. banks extended their sharp post-election rally
this week. The S&P 500 Bank Index (comprised of 17 money center banks and
regional banks), posted a return of 6.8% for the week compared to the broad
index’s 3.1% return. In the month since Election Day, the S&P 500 Bank Index has
drastically outpaced the broad index by 19.2%. Investors’ expectations of
improved interest rate margins for banks in an environment of higher interest rates
and less banking sector regulation under a Trump administration have driven
recent gains. If the Federal Reserve hikes its benchmark interest rate next week to
a range of 0.50% to 0.75%, bank stocks’ positive momentum could extend into
the final three weeks of the year.
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In the consumer sector, stocks of apparel retailer and auto component companies
posted healthy weekly returns. Three of the top six highest weekly performers in
the entire S&P 500 Index were either apparel retailers or auto parts makers. In
general, the U.S. consumer seems to be feeling more confident in recent weeks
than was the case for most of 2016. This week, the University of Michigan
Consumer Sentiment survey for November increased more than forecast,
approaching its highest level since 2014. Consumer confidence is viewed by
economists and market analysts as especially important because improved
readings typically presage an expansion of consumer spending – which accounts
for nearly 70% of U.S. GDP.
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12/16/16

FINANCIAL MARKET UPDATE

THE WEEK IN REVIEW
After a longer-than-expected wait, the Federal Reserve announced Wednesday it
would increase U.S. interest rates by 0.25% to a range of 0.50%-0.75%.
Simultaneously, the Fed signaled it now anticipates three rate hikes in 2017, an
increase from the prior forecast of two hikes. Fed Chair Janet Yellen noted,
“Economic growth has picked up since the middle of the year. We expect the
economy will continue to perform well.” Higher inflation and lower unemployment
than expected were said to be factors in the hawkish rhetoric for the decision.
A rate hike signals the Fed believes the U.S. economy has strengthened to where it
no longer needs as much stimulus in the form of low rates. With 74 consecutive
months of job growth and the U.S. unemployment rate currently at 4.6%, the
lowest level since 2007, the Fed believes consumers and businesses can afford to
pay more to borrow. Some economists speculate the Fed may need to raise rates
more frequently should Present-elect Trump’s plan for infrastructure spending be
enacted. The spending plans may cause inflation to accelerate from its current low
levels, spurring the need for more frequent or larger rate hikes.
The U.S. dollar (USD) surged as a result of the rate hike, sending the Bloomberg US
dollar index to a 14-year high. The U.S. Dollar Index has increased more than 9.0%
since its 2016 lows in late April. The Chinese yuan fell to its lowest level versus the
USD in more than eight years while the Japanese yen declined to its weakest level
against the USD in ten months.
Domestic retail sales increased 0.1% last month, lower than consensus
expectations. Auto sales, which had been strong in previous months, fell 0.5% for
the sharpest drop since March. Restaurant sales advanced 0.8% for the month,
their largest gain since February. With incomes rising and household wealth near
record highs, retail sales look to rebound in December. On Thursday, the U.S.
manufacturing PMI hit its highest reading in 21 months at 54.2. The index has been
increasing steadily from September’s reading of 51.5. Positives from the report
include a rise in hiring and a large build in inventories. New orders were strong but
slowing due to weak foreign sales.
U.S. inflation, as measured by the consumer price index, rose 1.7% over last year’s
reading in November. The core measure, which excludes volatile food and energy
prices, rose 2.1% over the same time period. Rising rents appeared to be the driving
force behind the uptick. Additionally, inflation has been boosted by rising oil prices
and a tight job market. Currently, the Federal Reserve estimates annual price
increases of 1.8% next year, slightly below the target of 2.0%. A steady increase in
pricing pressures throughout the economy could support more interest rate
increases next year.
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Producer Price Index (PPI) YoY

1.3%

0.0%

Retail Sales MoM

0.1%
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Consumer Price Index (CPI) YoY

1.7%
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1.16
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3-Month T-Bill
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REPORTS DUE NEXT WEEK
3Q16 GDP QoQ Annualized (Final Revision)

1MO AGO 1YR AGO

LATEST
3.2%

Initial Jobless Claims

254K

EIA Crude Inventories (Weekly Change)
Existing Home Sales

-2.6M
5.6M

Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

Opinions herein are as of the publication date; and are subject to change without notice, they are not statements of facts and may include “forward-looking
statements” which may or may not be accurate over the long term. The week is calculated beginning with Monday's market open. Report includes candid statements
and observations regarding investment strategies, asset allocation, individual securities, and economic and market conditions. Statements, opinions or forecasts not
guaranteed. Do not place undue reliance on forward-looking statements. The material has been prepared or is distributed solely for information purposes and is not a
solicitation or an offer to buy any security or instrument or to participate in any trading strategy. Indices and sector statistics are unmanaged and are a common
measure of performance of their respective asset classes. Indices are not available for direct investment. Past performance is not indicative of future results. The value
of investments and the income derived from investments can go down as well as up. Future returns are not guaranteed, and a loss of principal may occur. Investing for
short periods may make losses more likely. Not a deposit, not FDIC insured, may lose value, not bank guaranteed, not insured by any federal government agency.

12/23/16

FINANCIAL MARKET UPDATE

THE WEEK IN REVIEW
Investors watched the Dow Jones Industrial Average closely this week as the blue
chip index approached the 20,000 level for the first time. Low trading volume
ahead of the holiday led to very narrow trading ranges for U.S. stocks which likely
prevented the Dow from reaching 20,000. The S&P 500 index traded in an intraday range less than 0.4% three straight days on Tuesday through Thursday. This
was the first time that has happened since the week before Christmas in 1971.
The STOXX Europe 600 equity index reached its highest level of 2016 this week.
European bank stocks propelled the index to a record high in response to the
Italian parliament approving a 20 billion euro rescue fund for the country’s
struggling banking system. Italy’s third largest bank Monte dei Paschi di Siena said
it will use the rescue fund after the bank failed to attract enough private investors
and only has enough liquidity to last four months. A bailout could fuel antiestablishment sentiment that was displayed earlier this month when voters
rejected the referendum put forward by the Prime Minister Matteo Renzi.
European bank stocks received additional support from the resolution of the U.S.
Justice Department’s lawsuits against Deutsche Bank and Credit Suisse regarding
mortgage-backed securities sold before the financial crisis. Both banks agreed to
pay multibillion dollar settlements that were lower than previously expected.
Shares of Deutsche Bank and Credit Suisse rose 4.0% and 2.0%, respectively, on
Friday morning.
U.S. third quarter economic growth was revised higher to an annualized rate of
3.5% from the previous reading of 3.2%. This was the strongest quarterly growth
since the third quarter of 2014. Stronger consumer spending and business
investment were responsible for the upward revision. Consumer spending grew
3.0% in the third quarter after the second quarter’s very strong 4.3% increase.
Durable goods orders declined 4.6% in November. This was the first decline in five
months and the largest fall since August 2014. A 73.5% fall in nondefense aircraft
orders was the main reason for the large decline. Orders excluding transportation
and defense, a proxy for business spending, were up 0.9%. Core capital goods
orders appear to be gaining momentum heading into year-end after a mostly flat
year.
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REPORTS DUE NEXT WEEK
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LATEST

Consumer Confidence

107.1

S&P Case-Shiller Housing Price Index

0.4%

U.S. Trade Deficit

-$62B

Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

Purchases of previously owned homes climbed 0.7% in November to a seasonally
adjusted annualized rate of 5.6 million, the highest pace since February 2007. Newhome sales also rose in November, reaching their highest level in four months.
Purchases of newly built homes increased 5.2% in November. Economists said
higher mortgage rates are likely luring buyers into the market because of fear
borrowing costs will continue to rise. The average interest rate on a fixed 30-year
mortgage reached 4.3% last week. That was the highest 30-year mortgage rate
since April 2014. In addition to higher mortgage rates, rising housing prices driven
by low inventory is making home buying unaffordable for many buyers. The
combination of higher mortgage rates and housing prices could lead to a softer
housing market in the spring.
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FINANCIAL MARKET UPDATE

12/30/16

THE WEEK IN REVIEW
The final trading week of 2016 saw U.S. stocks give back a small portion of their postelection gains, while prices of U.S. government bonds and oil moved higher. Despite
a quiet final week, the Dow Jones Industrial Average and S&P 500 Index posted
robust total returns (including dividends) in 2016 of 16.5% and 12.0%, respectively.
About two-thirds of those total returns materialized in the eight weeks following the
election of President-elect Donald Trump. Equity investors seem to be encouraged by
the incoming administration’s proposed economic policy platform of corporate tax
cuts, infrastructure spending and reduced regulations.

ECONOMIC INDICATOR
Consumer Confidence
S&P CS Housing Price Index (YoY)
Chicago PMI
Trade Balance

LATEST
113.7
5.1%
54.6
-$65.3B

3MO PRIOR
103.5
4.9%
54.3
-$59B

CHANGE

Across U.S. equity sectors, cyclical industries finished 2016 on a very strong note,
catapulting to the top of the performance leaderboard. Compared to the broad S&P
500’s 12.0% total return in 2016, the Energy and Financial sectors posted total
returns of 27.4% and 22.8%, respectively. Consumer-oriented sectors and healthcare
were among the worst performing S&P 500 sectors of the year. Notably, the S&P 500
Healthcare sector posted a disappointing -2.7% total return in 2016. As we look
forward to the New Year, weather may play a significant role in the markets during the
first half of January. Frigid temperatures are expected to envelop the western twothirds of the continental U.S. in early January, perhaps curtailing consumer activity
and causing demand for and prices of heating oil and natural gas to increase.

INDEX
DJ Industrial Average
NASDAQ
S&P 500 LargeCap
MSCI EAFE
Barclays Aggregate US

WEEK
-0.86%
-1.46%
-1.10%
0.04%
0.41%

YTD
13.42%
7.50%
9.54%
-2.39%
2.39%

12 MO
13.42%
7.50%
9.54%
-2.39%
2.39%

Turning to some of the headline economic data released this week, the Case-Shiller 20City index indicated a month-over-month 0.6% growth rate in home prices,
compared to a consensus range of 0.5% to 0.8%. The year over year increase in
home prices was 5.1%, falling within the analyst range of 4.8% to 5.3%. The growth
was far from evenly spread; West Coast cities like Portland and Seattle have been
experiencing double digit growth, while cities further east like Cleveland and
Washington D.C. have been experiencing around 1% growth rates. David M. Blitzer,
managing director of the index committee at S&P Dow Jones Indices, feels that
although the numbers are strong, they cannot last forever; mortgage rates are expected
to continue to rise and home prices have been appreciating faster than wages and
personal income. Additionally, Blitzer noted that measures of affordability have fallen
20-30% since home prices bottomed in 2012.

WEEK
0.50%
2.44%

1MO AGO
0.48%
2.38%

1YR AGO
0.14%
2.29%

REPORTS DUE NEXT WEEK
Markit US Manufacturing PMI
MBA Mortgage Application
Initial Jobless Claims
Unemployment Rate
Nonfarm Payrolls Net Additions

LEVEL
19762.60
5383.12
2238.83
1675.30

KEY BOND RATES
3-Month T-Bill
10-Year Treasury

▲
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LATEST
54.2
2.5%
265,000
4.6%
178,000

Price returns as of the last available closing data. Source data: Bloomberg and
Morningstar are believed to be correct but not verified.

Meanwhile, U.S. consumer confidence continued to march ahead in November.
Analysts’ consensus as compiled by Bloomberg for the consumer confidence index
was 108.5, while the actual number was 113.7, which was the highest reading since
August 2001. Lynn Franco, director of economic indicators at The Conference Board,
argued that the gains were due to expectations; current conditions actually began to
decline moderately. The decline in current conditions was modest, so the consumer
portion of the U.S. economy appears to remain on strong footing. The gain in
expectations was led by a sharp increase in optimism from older Americans. These
expectations might be the key in 2017 to sustaining high levels of consumer
confidence.
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