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The Fed Hiked for a Fourth Time this Cycle as Inflation Slowed for a Fourth Consecutive Month, Creating a Policy Paradox that could Change Pace of Further Tightening

Markets: Another rate hike and a steadfast rate path in the Fed’s latest projections strengthened the paradox of an unyielding central bank and continued weakening
inflation. That storyline is a growing undercurrent that could create a divide among Fed officials and determine how fast and far the Fed can tighten. The 2-year Treasury
yield adjusted upward 10.0 bps (1.38%) in response to the fourth Fed hike of the cycle while longer yields remained lower for most of the month after data showed YoY
inflation slowed for a fourth month. However, surprisingly hawkish comments from heads of major global central banks sent Treasury yields surging in the final few
sessions. The 10-year yield ended 10.1 bps higher (2.30%). The Dollar weakened for a fourth month in response to stronger European currencies and another delay on
health care reform, this time in the Senate. Shares of technology companies suffered steady losses which kept the Nasdaq in negative territory for the month. However,
gains in the financials and health care sectors boosted the Dow and S&P to monthly gains.

Consumer: Consumer confidence rebounded in June as an improved outlook on the U.S. labor market left consumers feeling the most confident about the current
conditions in almost 16 years. However, actual hiring slowed with 138k total jobs added in May and the prior two months revised down 66k. Earnings growth was also
weaker than expected thanks to a negative revision to April’s gain. The unemployment rate moved to a new 16-year low of 4.29%, but the drop was precipitated by a falloff
in participation; a net 429k people left the labor force. Spending slowed in May but income growth picked up to push the savings rate to 5.5%, an eight-month high. While
the 2Q rebound hasn’t been as brisk as initially expected, 1Q wasn’t as weak as initially thought and fundamentals underpinning the consumer remain solid. 

Private Investment: The ISM reports diverged as manufacturing eased off of a 2017 low in May while the non-manufacturing index fell back more than expected. Capital
goods orders and shipments for May were disappointing and indications of inventory accumulation were mixed. Manufacturing output dropped unexpectedly and small
business confidence was unchanged. Home builder confidence cooled but sales of new and existing homes topped estimates; a welcomed result after broad-based
weakness for the housing sector in April. Leading indicators for future sales, however, were soft.

External Trade: The drag from trade in 1Q wasn’t as large as previously estimated and an early look at May’s activity shows an improvement from a wider deficit in April. 

Inflation: Year-over-year inflation weakened for a fourth consecutive month in May in both major series. Core CPI fell to 1.7% and core PCE slipped to 1.39%. The broad-
based weakness in inflation was one of the major stories of the month. With energy prices in check and wage growth cooling, the softness in inflation metrics has created
some concern about a potential reversal of the previous strengthening in 2016.

Monetary Policy: The Fed hiked for the third time in six months, raising the target range to 1.00%-1.25%, and updated its normalization principles policy to include greater
detail on a plan to slow reinvestments. The Fed expects to begin with initial caps of $10B and raise them by $10B every three months to a terminal value of $50B ($30B
Treasury, $20B Agency/MBS). Despite a soft patch for the economic data, including inflation, the Fed kept its call for a three-hikes-a-year pace and Yellen was unusually un-
dovish in her press conference. The BoE left policy unchanged in June but an unexpected three dissents and late-month hawkish commentary showed a potential tilt to a
less accommodative stance. The ECB also elected to make no changes to current policy, but mixed signals in official commentary created notable market volatility,
especially later in the month. Markets were left to contemplate whether global central banks could be in the early stages of a concerted shift away from easy money policy.
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S&P 500Record close: NASDAQDow

138k jobs were added in 
May (exp. 182k) and 66k 
fewer in previous two 
months; negative 
revisions to April's 
earnings data keeps YoY 
rate at 2.5%

Transcript of former FBI Director 
Comey's testimony, released a day 
before his Senate appearance, not as 
damaging as markets had feared

Unemployment rate 
falls to 4.29% 
(lowest since Feb 
2001) as 428k leave 
the labor force

Job openings hit 
record high of 17-
year data series in 
April JOLTS report

Fed data shows 
consumer credit 
expanded at slowest 
pace in 6 years in 
April

ECB's Draghi focuses on 
subdued inflation after the 
central bank left policy 
unchanged but removed 
reference to potentially 
lower rates from 
Statement

Election results in hung U.K. 
Parliament, adding to 
uncertainty surrounding 
Brexit and increasing the 
likelihood of a softer Brexit

Core CPI inflation misses 
estimates for a third month; 
YoY rate falls, for a fourth 
month, to 1.7% on broad-
based weakness 

Positive revisions to April's
retail sales result in below-
estimate pace for May; 
control group sales 
unchanged MoM

Fed raises rates for 3rd time in 7 
months; Statement, projections, 
and Yellen press conference 
surprisingly hawkish considering 
recent weakness in the data

Details on balance sheet 
normalization: expect initial $10B 
caps to be adjusted up $10B every 
three months until they reach 
$50B

Bank of England leaves 
policy unchanged, but 
unexpected 3 dissents 
sends hawkish signal

Housing starts,
building permits 
much weaker than 
expected in May

NY Fed's Dudley 
believes expansion has 
"long way to go", 
expects more gradual 
rate increases

Fed's Evans "nervous" 
about inflation 
weakness, says Fed 
should wait until 
December to decide on 
another hike

Oil falls 
into bear 
market

Tightest weekly 
range since 1998

Senate Republicans 
release draft of 
health care bill ECB's Draghi makes 

surprisingly hawkish 
comments about ECB looking 
through temporary inflation 
weakness

Senate Republicans 
delay vote on health 
care until after July 
4th

Fed's Yellen says 
another 2008-

esque financial 
crisis "unlikely in 

our lifetime"

ECB VP says Draghi's
earlier comments 
were misjudged

BoE's Carney says 
hike may become 
necessary BoC's Poloz 

surprises with 
hawkish shift in 
commentary on 
rate outlook

Incomes rise, 
spending falls 
as Core PCE 
slips to 1.4% 
YoY
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1.382% is the highest 2-year Yield since June 2009



Value
Dow Jones 21,350 1.62%  3.32%  8.03% 
S&P 500 2,423 0.48%  2.57%  8.24% 
Nasdaq 6,140 -0.94%  3.87%  14.07% 

Stoxx Europe 600 379 -2.72%  -0.46%  4.97% 
China CSI 300 3,667 4.98%  6.10%  10.78% 
Nikkei 225 20,033 1.95%  5.95%  4.81% 

Yield

U.S. 2-year 1.38% 10.0  12.8  19.3 
U.S. 5-year 1.89% 13.7  -3.3  -3.9 
U.S. 10-year 2.30% 10.1  -8.4  -14.1 

German 10-year 0.47% 16.2  13.8  25.8 
U.K. 10-year 1.26% 21.1  11.8  1.8 
French 10-year 0.82% 8.1  -15.5  12.9 
Italian 10-year 2.16% -4.5  -16.0  34.3 
Japanese 10-year 0.09% 3.7  1.6  4.0 

Value
WTI Crude 46.04$ -4.72%  -9.01%  -14.30% 
U.S. Dollar 95.63 -1.34%  -4.71%  -6.44% 
Gold Spot 1,242 -2.16%  -0.62%  7.75% 
Commodity Index 82.60 -0.27%  -3.22%  -5.61% 

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production

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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Missed estimates and 
included -66k 2-mo. 
revision

Positive April revision leaves 
overall trajectory stronger

Fourth month of weakening; lowest since 2015

429k left the labor force Better-than-expected rebound 
after disappointing April
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