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Yields Search for Direction in Sea of Uncertainty on Inflation's Impact on Future Fed Moves, Continued Political Uncertainty, and a Potentially Less Dovish ECB

Markets: Despite an opaque assessment of softer inflation in the Fed’s July Statement, comments from several officials signaled certain members may be turning more
cautious. Another weak CPI report for June reinforced this notion with the net effect being downward pressure on Treasury yields. At the same time, however, the outlook
for the ECB remained less dovish despite an attempt at the July meeting to reinforce an attitude of patience. The potential policy convergence could be seen in currencies,
with the Euro climbing 3.6% against the Dollar to its highest level since January 2015. More broadly, the Dollar weakened for a fifth consecutive month for the first time
since 2011. Ever-increasing uncertainty about the path of fiscal reforms was fueled by the Senate’s failure to agree on healthcare reform and continued turmoil within the
White House staff. Nonetheless, U.S. stocks improved as earnings season kicked off with more companies than not delivering better-than-expected financial results.

Consumer: The consumer bounced back in 2Q with personal consumption rebounding an as-expected 2.8%. The first quarter’s 1.1% gain was revised up to 1.9%, leaving
the 1H17 average growth rate at 2.4%. Confidence remained high (CB’s Consumer Confidence Index at 2nd best since 2000), hiring remained strong (222k June NFP; +47k 2-
month revision), and the unemployment rate rose (4.36%) as more Americans returned to the labor force. However, the healthy labor market continues to yield only feeble
wage growth. Average hourly earnings rose a disappointing 2.5% from a year ago and personal income was flat (admittedly due largely to declining dividends). While the
fundamentals remain supportive of the consumer, the lack of momentum in wage growth will keep a lid on total consumer spending. 

Private Investment: Private investment slowed in 2Q as a big drop in residential investment and a slower pace of business spending on structures offset stronger capital
investment in equipment. Both ISM reports were better than expected but small business confidence continued its year-to-date retreat, touching its weakest level since
November. The growing uncertainty around the feasibility of the Republican’s reform agenda could be the key to if and when business spending picks up. Housing starts
and building permits finally showed some signs of life but sales data continued to point to a slow moderation of activity.

External Trade: Trade was accretive in 2Q thanks to resilient export activity. Going forward, the global recovery and Dollar weakness are likely to benefit U.S. exporters and
external trade’s contribution to growth. 

Inflation: Inflation remained weak in June, with the core CPI index falling 0.03% to 1.70% and the core PCE index up 0.007% to 1.50%. While there were some signs of
stability in June’s CPI release (i.e. rent prices and medical care), the general weakness became the focus for the Fed and those trying to determine the potential impact to
the central bank’s policy adjustments moving forward (more below).

Monetary Policy: As expected, the Fed did not hike at the July meeting. In the Statement, they did acknowledge the persistence of inflation weakness this year but it did
not affect their overall outlook for inflation to return to 2% over the medium term. In a potential signal towards a September announcement, the Statement also said the
Committee expects to begin normalizing its balance sheet “relatively soon”. While there appears to be general agreement that portfolio reinvestments should slow this
year, comments from key Fed officials during the month indicated that the softer inflation could cause the Fed to become more cautious on future rate hikes. Signals from
the ECB’s July meeting were mostly dovish except for Draghi dismissing Euro strength and proclaiming the central bank will address the future of its QE program “in the
autumn”. The BoJ lowered its inflation forecast and the Bank of Canada hiked for the first time in seven years in response to continued economic growth.
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June's auto sales were weaker
than expected and have declined 
in five of last six months

June's ISM Manufacturing 
Index was surprisingly 
strong (3-year high) on 
gains in new orders and 
employment

Fed's June Minutes showed 
most think inflation weakness is 
transitory, several are concerned 
it "might persist"; consensus for 
beginning balance sheet 
normalization in 2017

ECB Minutes included 
discussion of "revisiting 
easing bias" on QE

Strong hiring but weak earnings 
defined June's payroll data; 
unemployment rate rose on 
pickup in participation

Early release of Fed Chair 
Yellen's Congressional testimony 
showed more concern on 
inflation; recent inflation 
weakness "partly" due to 
"unusual" forces, not much work 
left to do to get overnight rate 
to neutral

WSJ reported (1) ECB's Draghi to 
speak at Fed's Jackson Hole 
event and (2) ECB may announce 
QE tapering at September 
meeting

Fourth month of weaker-than-
expected CPI inflation (June Core 
1.7% YoY) threatens Fed's rate 
projections; June's retail sales data 
was disappointingly weak

Brainard, Harker, 
Kashkari all signaled 
more caution on recent 
inflation weakness

Enough Senators came out 
against healthcare bill to sink the 
Senate's version (BCRA)

Clean repeal of ACA 
lacked support in 
Senate

ECB Statement was essentially 
unchanged; Draghi sounded 
mostly dovish except for (1) 
dismissiveness towards Euro 
strength and (2) autumn timeline 
for discussion about future of QE

German business 
confidence hit a 16-
year high

U.S. equity futures 
surged on strong 
corporate earnings 
results

Fed left rates unchanged; despite 
acknowledging that inflation had 
declined and was running below target, 
inflation outlook was unchanged; 
expects to begin balance sheet 
normalization "relatively soon" 

Senate voted down 
three healthcare bills

The economy expanded 2.6% in 2Q (expected 
2.7%) as the consumer bounced back 1.9%, 
business spending rose 5.2%, residential 
investment dropped 6.8%, inventories fell 
slightly, and trade and government spending 
were modestly accretive
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1.431% is the highest 2-year yield since November 2008



Value
Dow Jones 21,891 2.54%  2.54%  10.77% 
S&P 500 2,470 1.93%  1.93%  10.34% 
Nasdaq 6,348 3.38%  3.38%  17.93% 

Stoxx Europe 600 378 -0.40%  -0.40%  4.55% 
China CSI 300 3,738 1.94%  1.94%  12.92% 
Nikkei 225 19,925 -0.54%  -0.54%  4.24% 

Yield

U.S. 2-year 1.35% -3.3  -3.3  16.1 
U.S. 5-year 1.84% -5.3  -5.3  -9.2 
U.S. 10-year 2.29% -1.0  -1.0  -15.0 

German 10-year 0.54% 7.7  7.7  33.5 
U.K. 10-year 1.23% -2.7  -2.7  -0.9 
French 10-year 0.80% -1.3  -1.3  11.6 
Italian 10-year 2.09% -6.4  -6.4  27.9 
Japanese 10-year 0.08% -0.3  -0.3  3.7 

Value
WTI Crude 50.17$ 8.97%  8.97%  -6.61% 
U.S. Dollar 92.86 -2.89%  -2.89%  -9.14% 
Gold Spot 1,269 2.25%  2.25%  10.17% 
Commodity Index 84.39 2.17%  2.17%  -3.57% 

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production Core PCE YoY

May
1.5%

Down 0.07%

May
-46.5B
+1.1B

June June
222k 4.4%

June
-0.1%

July
121.1

Up 3.8 pts

June
-1.8%

Nonfarm Payrolls

Treasury Notes Intraday Ranges:  52-Week Yield Range / Monthly Yield Range / Last Traded Yield

Commodity Performance
MTD Change

(in bps)

QTD Change

Global Sovereign Debt Performance

Up 0.1%

June
0.8%

MTD Change QTD Change YTD Change

Consumer Confidence

(in bps)

Unemployment Rate

ISM Non-Manufacturing

MTD Change QTD Change YTD Change
Global Stock PerformanceTreasury Month-Over-Month

INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together with any
opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has been prepared for
general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very
nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the appropriateness of investing in any securities or
investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results
achieved during the projection period may vary from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC. The firm may have
positions, long or short, in any or all securities mentioned.  Member FINRA/SIPC.
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Strong hiring is offset by 
disappointing earnings Expected +0.3%

June's report released on 
August 1 showed stability

Pickup in participation

Tops estimates; 3rd best 
since October 2015

Tops estimates; Strongest 
since August 2014

2nd strongest 
since 2000

Two-month trend is better 
after big positive May revision

Housing data remained mixed in June
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