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Economic Outlook

 Jerome Powell was sworn in as the 16th chairman of the Federal Reserve on Monday, February 5.
He was greeted with a 1,100 point drop in the Dow Jones Industrial average on his first day; the
market’s reaction to news of greater than expected wage inflation data. It isn’t clear yet how
Chairman Powell will run the Federal Reserve; however, the consensus is he would continue with
former Chairperson Yellen’s policy of small interest rate hikes at a measured, data dependent, pace.
 Market expectations at the beginning of the year for up to three one-quarter percentage interest rate
hikes in 2018 increased in the direction of a fourth rate hike when, during Chairman Powell’s first
Semi-annual Monetary Report to the Congress (known as Humphrey Hawkins testimony), sounded a
bit more hawkish than expected. Chairman Powell stated: “We’ve seen continuing strength in the
labor market. We’ve seen some data that will, in my case, add some confidence to my view that
inflation is moving up to target. We’ve also seen continued strength around the globe, and we’ve
seen fiscal policy become more simulative.” The Fed is expected to raise interest rates again in
March.
 The second read on fourth quarter gross domestic product (GDP) came in a bit weaker than the
initial read but relatively strong nonetheless. Fourth quarter real GDP was revised down 0.1
percentage point to 2.5% (annualized). Excluding international trade and inventories GDP rose
4.6%, the best reading since the third quarter of 2014.
 Housing data has softened in the past two months although some of the weakness may be due to
weather. The National Association of Realtors (NAR) said its Pending Home Sales Index (PHSI), a
forward looking indicator of existing home sales, fell 4.7% in January to its lowest level since
October 2014 and 3.7% below the level in January 2017. December was also revised-down. The
index, which is based on contracts to purchase an existing home, had been expected to rise in
January. NAR chief economist Lawrence Yun commented on the unexpected fall, “…last month’s
retreat in contract signings occurred because of woefully low supply levels and the sudden increase
in mortgage rates.”
 Personal income rose a larger-than-expected 0.4% in January following a similar gain in December.
Excluding direct tax payments, Personal disposable income rose an even stronger 0.6%; this was the
largest increase since December 2012. According to the Bureau of Economic Analysis (BEA), the
gain partially reflected the reduction in taxes from the Tax Cuts and Jobs Act (TCJA) passed in late
2017. The Atlanta Fed currently expects consumer spending to contribute about 2 percentage points
to first quarter growth. Some are concerned that the low savings rate may be contributing to
consumer spending but may not be able to continue indefinitely. The savings rate did rise in January
to 3.2% for the first time since May of last year.
 Consumer confidence as reflected in the Conference Board index jumped 6.5 points to 130.8, the
seventh increase in eight months, the largest increase since March and the highest level since
November 2000. The University of Michigan index rose 4 points to 99.7, its highest level since
January 2001.
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INVESTMENT REVIEW
 Stronger than expected wage inflation data in the U.S. was the catalyst for a global correction in
stocks in the month of February. Technical factors and the unwinding of certain low volatility
trading strategies exacerbated the sell-off which reached 10% in nine trading days. The volatility
index or VIX, which had been complacent throughout 2017 and began February at 14 spiked to 37
before ending the month just below 20, the 10-year average.

Investment Review

 Stocks closed the month of February off their lows but each major index closed down. The Dow
Jones Industrial Average lost 4.28%, the S&P 500 lost 3.89%, and the Nasdaq Composite lost
1.87%. Losses weren’t confined to the U.S. The MSCI EAFE index of non-U.S. developed
countries lost 4.71% and the MSCI Emerging Markets index lost 4.73%.
 The Winter Olympics were held in PyeongChang, South Korea during the month of February; 92
countries participated. According to Variety, viewership was down 7% from the 2014 winter games
with 19.8 million primetime viewers including streaming services. Norway led the medal count with
39 total medals tying Germany with 14 gold. The U.S. finished 4th in the medal count with a total of
23 including 9 gold. Host South Korea finished with 17 total medals including 5 gold.
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