






















 
Market  Outlook  
July  7,  2017  

The  economic  news  during  June  was  mixed,  but  growth  remains  muted  in  most  of  the  released  reports.  
The  consumer  cannot  seem  to  be  enticed  to  spend  and  with  70%  of  GDP  dependent  on  this  consumption,  
it  will  be  hard  to  imagine  any  robustness  until  consumers  decide  to  open  their  wallets.  The  Housing  sector  
has  been  volatile  over  the  past  three  months;;  a  period  where  the  market  generally  sees  strength.  Production  
reports  were  lackluster,  probably  due  to  the  perception  of  an  unmotivated  consumer.  Despite  the  subdued  
market   assessments,   the   Federal   Open   Market   Committee   raised   the   Fed   Funds   rate   and   appears  
committed   to   reducing   the   size   of   their   Treasury/Agency   holdings   beginning   in   mid-   to   late-2017.  
International  stress  points,  most  notably  North  Korea  and  Syria,  have   inserted  some  skittishness   in   the  
markets   and   have   placed   downward   pressure   on  Treasury/Agency   rates.  On   the   good   news   front,   the  
Employment  report  for  June  was  much  improved  from  previous  periods  and  positive  revisions  to  preceding  
periods  allowed  the  markets  to  breathe  a  sigh  of  relief.  
    
The  Employment  report  for  June  exceeded  market  expectations  by  adding  222,000  new  jobs  (the  market  
had  projected  170,000  jobs).  The  report  also  
adjusted  the  previous  two  months  by  a  total  
of   +47,000.   The  May   report  was   revised   to  
+152,000   from   the   previous   report   of  
+138,000  and  April  was  revised  to  +207,000  
from   the   previous   report   of   +174,000.   The  
three-month  average   is  a  more  comfortable  
+194,000   per   month   (the   previous   three-
month   average   was   +121,000   per   month).  
For  the  first  six-months  of  2017,  the  monthly  
average  has  been  +180,000  per  month.  Most  
sectors   demonstrated   increases   with  
Healthcare   (+37,000),   Banking/Professional  
(+35,000)   and   Government   (+35,000)  
leading   the  way.  A   surprise   positive  was   in  
the  Food/Entertainment  adding  29,000  jobs,  
indicating  a  pick-up  in  consumer  spending  for  
discretionary   items.   The   private   sector   added   187,000   jobs   compared  with   +147,000   jobs   in  May.   The  
current  Labor  Participation  Rate,  a  measure  of  the  percentage  of  eligible  workers  that  hold  jobs,  rose  slightly  
to  62.8%  compared  to  May’s  62.7  %.  The  Unemployment  Rate  rose  to  4.4%  from  May’s  4.3%.  This  uptick  
was  due  to  the  reentry  of  350,000  workers  that  had  previously  lost  faith  in  the  job  market  and  had  ceased  
to  look  for  work.  This  is  a  positive  sign  for  the  markets.  The  U6  rate  (or  the  under-employed  rate  –  those  
that  are  either  over  qualified  for  their  job  or  working  fewer  hours  than  they  desire)  rose  to  8.6%  from  May’s  
8.4%.  Average  Hourly  Earnings  (AHE)  rose  0.2%  in  June  after  rising  0.2%  in  May.  Year-over-year,  the  AHE  
is  at  +2.5%,  the  same  as  in  April  and  May.  Of  note,  economists  typically  see  an  AHE  annual  reading  of  
+3.0%  as  the  point  where  inflationary  forces  begin  to  increase.  FOMC  Chair  Janet  Yellen  cites  the  goal  of  
raising  the  Earnings  Rate  component  of  the  Employment  report  as  a  priority.  Another  employment-related  
report  (JOLTS  or  the  Job  Openings  and  Labor  Turnover  Report)  cited  that  job  openings  are  approximately  
one  million  ahead  of  actual  hiring  and  noted  that  the  spread  gap  was  related  to  “skill  scarcity  in  the  labor  
market”.  This  seems  to  one  of  the  major  obstacles  to  a  fully  functioning  and  balanced  job  market.  
  
The  housing  sector  was  moderately  improved  during  the  month  after  a  dismal  April.  Existing  Home  Sales  
rose  1.1%  in  May  after  falling  2.3%  in  April.  Compared  to  last  year,  unit  sales  were  2.7%  higher.  Existing  
Home  sales  prices  are  also  2.7%  higher  than  last  year.  Supply  remained  at  4.2  months,  but  remain  below  
the  healthy  balance  of  6  months.  New  Home  Sales  rose  2.9%  in  May  following  a  decline  of  11.4%  in  April.  
Prices   rose   11.5%   in  May   and   are   an   impressive   16.8%  higher   than   last   year.   Builders   are   cautiously  
optimistic,  but  have  seen  declines  in  foot  traffic  through  their  units.  Supply  of  new  homes  is  at  5.3  months.  
The  S&P  Case  Shiller  report  of  home  prices  in  the  20  metropolitan  areas  indicated  that  prices  rose  0.3%  in  
April,  after  March’s  rise  of  0.5%.  The  Federal  Housing  Finance  Agency  (FHFA),  the  entity  that  analyzes  all  
domestic  home  prices,  showed  an  increase  in  April  of  0.7%  following  an  increase  of  0.7%  in  March.  The  
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Housing  Starts  report  fell  5.5%  in  May  after  falling  2.6%  during  April.  Permits  fell  4.9%  in  May  after  falling  
4.5%  in  April.  Construction  Spending  was  flat  in  May  after  falling  0.7%  in  April  (revised  upward  from  the  
previously  reported  decline  of  1.4%).  Considering  both  the  supply   levels  and  price  increases,   it  appears  
that  the  sellers  remain  in  a  strong  position  currently.  
  
The  production  and  manufacturing  sector  was  mostly  weak  this  month.  The  final  report  of  Gross  Domestic  
Product  (GDP)  for  the  first  quarter  at  +1.4%  was  a  positive  revision  from  the  preliminary  report  of  +1.2%,  
but  remains  below  the  fourth  quarter  rate  of  +2.1%  and  reflects  the  weakest  consumer  spending  in  four  
years.  Business   inventories  fell  0.2%  in  April  after  rising  0.2%  in  March.  There   is  concern  that  declining  
inventories  may  be  a  possible  sign  of  business  caution  about   the  consumer  and  does  not  bode  well   for  
GDP  improvement  in  quarter  two.  Durable  Goods  Orders  fell  1.1%  in  May  after  falling  0.9%  in  April,  but  the  
results   were   impacted   by   volatile   airplane   orders.   Purchasing   managers’   expectations   for   both   the  
manufacturing  and  service  sectors,  as  reported  by   the  Purchasing  Managers   Index  and   the   Institute   for  
Supply  Management,  were  mixed.  The  Producer  Price  Index  (PPI)  was  flat  in  May  after  rising  0.5%  in  April.  
The  Consumer  Price  Index  (CPI)  fell  0.1%  in  May  after  rising  0.2%  in  April.  Year-over-year  CPI  is  +1.9%  
(weaker   than   last  month’s   read  of  +2.1%).  Core  CPI,  or   the   results  after   food  and  energy  numbers  are  
excluded   (due   to   price   volatility),   posted   a   rise   of   0.1%   and   is   +1.7%   higher   than   last   year.   Industrial  
Production  was  flat  in  May  after  a  negatively  adjusted  +0.2%  in  April  (formerly  reported  as  an  impressive  
uptick  of  +1.0%).    
  
On  the  consumption  front,  Retail  Sales  reported  a  decline  of  0.3%  in  May  after  a  0.4%  gain  in  April.  Vehicle  
sales  were  strong  in  April,  but  the  number  of  car  sales  fell  off  in  May.  After  experiencing  an  unusually  weak  
quarter  one,  it  appears  that  Retail  Sales  weakness  is  bleeding  into  quarter  two.  Consumers’  attitudes  as  
measured  by   the  Consumer  Confidence  and  Consumer  Sentiment  demonstrate  a  moderately  confident  
consumer,   but   the   survey   found   that   consumers’   buying   plans   were   softening   as   they   have   set   aside  
housing  and  automobile  shopping  plans.    

The  FOMC  met  on  June  13th  and  14th  and  announced  that   the  Fed  Funds  rate  will   rise  from  a  range  of  
0.75%   to  1.00%   to  a  new   range  of  1.00%   to  1.25%.  This  move  was  widely  anticipated,  but   the  market  
appeared  much  more  focused  on  any  insight  into  when  the  FOMC  might  begin  to  taper  their  balance  sheet  
holdings.  The  minutes  released  during  early  July  described  a  discussion  regarding  a  gradual  removal  of  
the  stimuli  that  have  ballooned  the  Federal  balance  sheet,  currently  at  $4.5  trillion.  It  appeared  that  there  
remains  a  division  among  Committee  members  about  when  to  begin  the  taper  and  the  bias  appears  to  be  
leaning  towards  a  taper  rollout  in  the  Fall.  As  far  as  when  the  next  increase  in  the  Fed  Funds  rate  might  
occur,   the  market   is  currently  setting  a  52%  probability   that   the  rate  would  rise   in  December  2017.  The  
probability  of  an  increase  does  not  reach  a  higher  probability  (74%)  until  March  of  2018.  

Government   Security   Investment   Pool  
rates  rose  during  June,  averaging  in  the  +/-
080%  to  +/-0.95%  range,  from  +/-0.74%  to  
+/-0.80%  in  May.   After  closing  May  with  a  
rate  of  1.17%,  the  1-year  Treasury  closed  
June  at  1.24%.  The  2-year  Treasury  closed  
June  at  1.38%,  10  basis-points  higher  than  
May’s  close  at  1.28%.  The  current  2-year  
yield   rose   to   1.403%   after   release   of   the  
Employment  Report.  Certificate  of  Deposit  
rates   remained  mostly   unchanged   during  
June  with   the  2-year  between  1.35%  and  
1.65%.  Quarter-end  pressures  at   the  end  
of   June   brought   a   dip   of   about   10   basis  
points  in  offered  rates  as  banks  closed  out  
their   quarter,   but   that   has   since   reversed  
with  rates  returning  to  previous  levels.   
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