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Economic and Market Commentary
Economic Overview
The U.S. economy continues to experience sluggish growth. During the second quarter, economic growth as
measured by the Gross Domestic Product came in at 1.4 percent, a slight improvement relative to the first
quarter at 0.8 percent. Growth was largely driven by consumer spending (+2.9 percent), while business
investment and government spending detracted from growth at -1.34 percent and -0.30 percent respectively.
Thus far, growth during the first half of 2016 is trending below the Fed's long term growth projection of 2
percent. Based on recent economic data, there appears to be soft patches within the U.S. economy but these
are not enough to offset the positive fundamentals elsewhere in the economy. For the month of August, the
Institute of Supply Management indices which gauge the factory and services sectors posted weak numbers.
The ISM Manufacturing Index came in at 49.4 for August vs. 52.6 in July. Readings below 50 signal contraction
in factory activity. The ISM Services Index fell to 51.4 in August from 55.5 in July, the lowest level since
February 2010. Both indices point to a slowdown in the manufacturing sector stemming from weak business
spending and overall uncertainty regarding the global economic growth outlook.
Labor markets continue to show resilience and signal that hiring continues at a decent clip. The U.S. economy
added 151,000 jobs in August, below the consensus estimate of 180,000. So far in 2016, payroll gains have
averaged about 182,000 per month, lower than last year's monthly average of 230,000, but still more than
enough to keep the unemployment rate steady. The unemployment rate was flat at 4.9% and is close to what
is considered as full employment. The labor force participation rate was unchanged at 62.8 percent in August.
The participation rate is starting to rise, signaling that people feel somewhat encouraged to join the labor
force. Although the August payroll report was lackluster, lower numbers of jobless claims and higher number
of job openings signal a tightening labor market which could lead to wage inflation and provide an incentive
for the Federal Reserve to raise the discount rate.
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U.S. Consumers remain optimistic. According to a recent report from the Federal Reserve Bank of New York, at
the end of second quarter, total consumer debt increased 0.3 percent to $12.3 trillion. This level was 3.1
percent below the record level that was reached during the third quarter of 2008. U.S. households increased
borrowing to finance vehicles and credit card purchases. Increased household debt signal that consumers have
confidence in the economy. The Conference Board's measure of consumer sentiment rose to 104.1 in
September, the largest increase since the recession. Underlying details show that consumers are more upbeat
about the employment outlook and neutral on business conditions. Overall, consumers view the current
economic environment favorably and foresee growth in the near future. All the above factors suggest that
consumers can propel U.S. growth as we approach year end.
Consumer prices increased slightly in August. Headline Consumer Price Index (CPI) rose 0.2 percent and the
core CPI, which excludes food and energy rose 0.3 percent on a monthly basis. The monthly increase pushed
core prices to 2.3 percent on a year-over-year basis. The Personal Consumption Expenditure price (PCE) index,
the Fed's preferred measure of inflation rose 0.8 percent, while the core measure hovered around 1.7 percent
on a year-over-over basis. This is below the Fed's inflation target of 2 percent. Another factor that might
contribute to higher inflation is an increase in oil prices. Recently, OPEC member countries tentatively agreed
to cut oil production to a range of 32.5 to 33 million barrels of oil a day from 33.4. After the news, oil prices
surged more than 5 percent. Back in mid 2014, oil prices were as high as $100 per barrel. By February 2016,
due to global oversupply prices plunged to $26 a barrel and is currently priced around $48 a barrel. All in all, a
sustained oil price recovery will require that demand exceed the amount of supply that is available in the
market place.
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All the above mentioned factors point to a low growth environment with subdued inflation; both of which
support further delay in Fed rate hikes. At their September meeting, the FOMC left the federal funds rate
target range unchanged at 0.25 - 0.50 percent. In the accompanying statement, the Fed mentioned that rates
will likely move upward in a gradual fashion. The Federal Reserve Bank is forecasting a single rate hike this
year; two in 2017 and three in 2018. Initially, they were forecasting four rate hikes in 2016 but due to
volatility in the stock market, weak global economic data and concerns regarding the impact of Brexit, they
postponed rate hikes. Although the Federal Reserve has utilized monetary policy tools to stimulate the US
economy, it is important to note that the Fed's influence is limited. Monetary policy as a stand alone tool
cannot fully address long term issues such as productivity and population growth. To boost productivity
growth and promote the long-run potential of the economy, effective fiscal and regulatory policies should play
an important role as well. While the Federal Reserve is responsible for implementing monetary policy, fiscal
policy is conducted by the government. The upcoming U.S. presidential elections will determine the trajectory
of future U.S. fiscal and regulatory policies. Thus far, both presidential candidates have expressed support for
increased government spending, corporate tax reform, higher minimum wages, and changes to pre-existing
trade deals. Regardless of who wins the election, it is important to note that there are checks and balances in
the system that ensure moderate presidential platforms and overall decisions depend on the eventual
composition of the House and Senate.
As we approach year end, primary risks to capital markets include deflation concerns in developed economies,
volatility in commodity prices and exchange rates, low productivity growth in the U.S. and uncertainty
regarding the timing of when the Fed will again increase short term interest rates.
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The Consumer
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Household Debt
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