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Market Summary
As expected, the Federal Open Market Committee (FOMC) left the fed funds target rate unchanged at
a range of 1.00%-1.25% at the July 26 meeting. The FOMC did not update their economic projections
(which point to another rate hike before the end of the year) or host a press conference in conjunction
with the meeting. The language of the Fed’s policy statement suggested that they could begin
tapering the amount of their balance sheet reinvestments in September. The statement specifically
said they plan to begin implementing their balance sheet normalization program “relatively soon”.
Though inflation is expected to remain below the Fed’s target in the near-term, the FOMC expects
inflation to stabilize over the medium term. We continue to believe the Fed is likely to keep policy rates
unchanged through year-end, but believe policymakers are firmly committed to starting the balance
sheet normalization process this fall. All else being equal, we believe the FOMC’s plans to normalize
the balance sheet could ultimately foster a steeper Treasury yield curve.
GDP grew by 2.6% in the second quarter, following growth of 1.2% in the first quarter. We expect
economic growth to remain modest through year-end. While tax reform or fiscal stimulus may
ultimately help fuel stronger economic growth, there is a growing sense of skepticism among market
participants that the Trump administration will deliver on their legislative agenda. The outlook for tax
reform may become more clear after lawmakers return from their recess on September 5th. Though
financial market volatility has been quite low in recent months, we are likely to see increased volatility
next month as the debt ceiling debate comes into focus.
Treasury yields were relatively unchanged in July. The 2-year Treasury yield declined three basis points
to 1.35% and the 10-year Treasury yield declined about one basis point to 2.29%. Meanwhile the
German sovereign yield curve steepened in July, due to in part to expectations that the European
Central Bank will announce plans to begin tapering its bond-buying program in the coming months.
The US dollar also continued to depreciate against the euro during the month.
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The yield curve has flattened meaningfully this year. The spread between 2-year and 10-year Treasury
yields was just 95 basis points as of July 31, compared to 126 at the end of 2016. In the three months
ending in July, the 2-year Treasury yield increased nearly nine basis points while the 10-year Treasury yield
increased one basis point.
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Consumer Prices
The Consumer Price Index (CPI) was up 1.6% year-over-year in June, versus up 1.9% year-over-year in May. Core CPI (CPI
less food and energy) was up just 1.7% year-over-year in June. The Personal Consumption Expenditures (PCE) index was
up 1.4% year-over-year in June, versus up 1.5% year-over-year in May. Core PCE (excluding food and energy) was up
1.5% year-over-year in June, unchanged from May. Core CPI is has fallen back below the Fed's 2.0% target, and the Fed's
primary inflation gauge (PCE) also remains below the target.

Market Data
World Indices
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Labor Market
Job growth was stronger than expected in July, signaling ongoing strength in the labor market. Nonfarm payrolls
increased by 209,000 versus the consensus forecast of 180,000. In addition, May and June payrolls were revised up by
a total of 2,000. On a trailing 3-month and 6-month basis, payrolls increased by an average of 195,000 and 179,000 per
month, respectively. The unemployment rate edged lower to 4.3% in July from 4.4% in June, and the labor participation
rate also rose to 62.9% from 62.8%. A broader measure of unemployment called the U-6, which includes those who are
marginally attached to the labor force and employed part time for economic reasons, was unchanged from the prior
month at 8.6%. Wage growth rose 0.3% in July, in line with expectations. On a year-over-year basis, wages were up 2.5%
in July, unchanged from the year-over-year rate in June.

Housing Starts
Total housing starts increased 8.3% in June, following a 2.8% decrease in May, exceeding expectations. Single-family
starts increased 6.3% in June, and multi-family starts increased 13.3%. Permits were also stronger than expected in June,
up 7.4%.

Credit Spreads Tightened Further in July
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On a year-over-year basis, total retail sales were up 2.8% in June compared with a 4.1% increase in May. On a monthover-month basis, retail sales declined 0.2% in June, below expectations for a 0.1% increase, following a 0.1% decrease
in May. Excluding autos and gas, retail sales were down 0.1% in June. Overall, consumer spending trends remain soft.
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Economic Data Remains Indicative of Slow Growth
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