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Happy New Year? The markets have experienced upheaval in the first few days of 2016, spurred by 
geopolitical events, currency moves and a further downturn in oil prices. The Federal Open Market 
Committee (FOMC) gave the markets a boost when they raised the Fed Funds Rate following their 
adjournment on December 16. It was a small range adjustment of 25 basis points, but was the first 
positive move of that rate in almost a decade (and a huge psychological boost to the market). But the 
happy mood dissipated quickly as China’s economic reports indicated continued weakness and their 
central bank began to move their currency exchange rates to a floating rather than fixed rate. This move 
has not gone well and global markets have been roiled by the subsequent plunge in the Chinese stock 
market. Tensions between Iran, Saudi Arabia and other Mid-east countries ramped up following the Saudi 
execution of a prominent Shiite cleric. Oil prices have fallen to a twelve-year low. And then North Korea 
announced that it had conducted a successful test of a hydrogen bomb. World leaders, including those in 
China, have condemned this event (if it truly happened) and are meeting to determine what their official 
reactions will be. All of these headlines have negatively impacted U.S. markets, with the Dow Jones 
Industrial Average falling over 1,000 points and the 2-year Treasury yield falling 10 basis points in the 
past week. Much of this decline is attributable to a flight to quality. Investors’ nerves are frazzled and 
many attempt to avoid global risk by entering the U.S. Treasury market (rising investor demand places 
downward pressure on U.S. Treasury rates). The U.S. economic reports had been very positive during 
December, but can we sustain the ripple effect of the rest of the global turmoil? 
 
The Employment report for December was a happy surprise with 292,000 jobs added (the market had 
only expected +200,000). Revisions to November (revised to +252,000 from the previously reported 
+211,000) and October (revised to +307,000 from the previous report of +298,000) indicated a positive 

trend. These reports raised the 
three-month average to 
+284,000 jobs per month from 
the previous +218,000 per 
month average. The 
Unemployment Rate remained 
steady at 5.0%. The largest job 
increases came in business and 
professional sectors, and is a 
very positive sign. Another 
positive is the creation of 34,000 
temporary jobs. Employers often 
begin to add temporary workers 
as their business plans indicate 
that more workers may be 
needed in the future. Average 
Hourly Earnings were flat in 
December after rising 0.2% in 

November. The Labor Participation Rate, a measure of the percentage of eligible workers that hold jobs, 
rose to 62.6% versus the 62.5% result in November. The U6 rate (or the under-employed rate – those 
that are either over qualified for their job or working fewer hours than they desire) remained unchanged at 
9.9% It is significant that the U6 number remains below 10%, as it is a major component of Chair Yellen’s 
data consideration. 
 
The housing sector has been mixed. Existing Home Sales fell 10.5% in November after falling 4.1% in 
October. Compared to last year, the report was 3.8% lower. New disclosure requirements for closings 
have been attributed to the delay in counted sales, which may have impacted the results. Prices rose 
0.5%, and remain 6.3% higher than last year. Supply rose to 5.1 months from October’s 4.8 months. New 
Home Sales rose 4.3% in November following a rise of 6.3% in October. The prices of new homes rose 
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an average of 6.3% in November. Supply of new homes rose to 5.7 months compared to October’s 
supply of 5.5 months. The S&P Case-Shiller report of home prices in the 20 metropolitan areas and the 
Federal Housing Finance Agency (FHFA), the entity that analyzes all domestic home prices, both showed 
increases during October. The Housing Starts and Permits reports moved higher and exceeded 
economists’ forecasts for November. Construction Spending, however fell 0.4% during November and 
October’s report was adjusted downward. Despite the adjustment, the November result was 10.3% higher 
than last year at the same time. 
 
The production and manufacturing side of the economy continues to struggle. The final release of Gross 
Domestic Product (GDP) for third quarter showed a rise of 2.0% (lower than the preliminary release of 
+2.1%), and significantly below the second quarter’s result of +3.9%. Business Inventories remain heavy 
and leave little room for new production orders. Factory Orders declined in November and Durable Goods 
Orders were flat. These sectors could be at risk if the China situation does not improve. The downturn in 
the manufacturing sector was evident in the release of the purchasing managers’ assessment for 
manufacturing, as it has fallen to 48.2 in December or below the 50-level. The 50-level is the balance 
point for optimism versus pessimism. Above 50 is optimistic and below 50 is more pessimistic. The 48.2 
level is the lowest reading since July of 2009. The purchasing managers for the service sector also 
declined in December to 55.3 from 55.9 in November. The Producer Price Index (PPI) rose 0.3% in 
November (following a decline of 0.4% in October). The Consumer Price Index (CPI) was flat in 
November after rising 0.2% in October. Year-over-year CPI is +0.5%.  

On the consumption front, Retail Sales rose 0.3% in November after rising 0.1% in October. Consumers’ 
attitudes (as measured by the Consumer Confidence and Consumer Sentiment reports) were improved, 
with the Consumer Sentiment number rising to 92.6 in December from 91.3 in November and the 
Consumer Confidence number rose to 96.5 in December from November’s 90.4. The final tally of Holiday 
consumption will be delivered in the coming weeks. The markets remain disappointed that consumers 
have not begun to use the falling gasoline prices as an incentive to purchase other products. Despite their 
rising confidence (reflected in the confidence/sentiment reports), it appears that consumers are being 
tight fisted with any savings that they have experienced during recent months. 

The FOMC met on December 15th and 16th and delivered a long awaited Holiday gift and raised the range 
of the Fed Funds Rate to 0.25% - 0.50% from the longtime range of 0% - 0.25%. The range move was 
small, but the psychological impact was immense. Economists saw the move as a verification from the 
Fed that the economy was on firm footing and warranted a slow removal of Fed accommodation. The 

announcement stressed that 
future Fed moves would be slow 
and measured, so it is unlikely 
that the Fed Funds rate would 
be changed at the January 
meeting. Most economists were 
expecting the next move to take 
place at the March meeting. But 
that was before the China event.  

Current Government Security 
Investment Pool rates 
responded positively to the Fed 
Funds rate change, ranging in 
the +/-0.12% to +/-0.29% area in 
December (0.09% to 0.18% 
during November). Certificate of 
Deposit rates finished 

December with the 2-year between 0.90% and 1.13%, about ten basis points higher than November. U.S. 
Treasury and Agency rates moved up during the month. The 1-year Treasury hit a high of 0.70% after 
closing November at 0.52%. The two-year rose to a high of 1.09% or 15 basis points higher than the 
November close. The 1-year subsequently closed 2016 at 0.65% and the 2-year closed at 1.06%. 


