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ECONOMIC OUTLOOK
♦ U.S. GDP growth in the first three months of 2016 was disappointing, continuing the trend
of weakening sequential growth over the last year. The economy expanded just 0.5% (on an
annualized basis), the slowest rate in two years. Consumer spending was lackluster, and a
strong dollar continued to undercut exports. Economists had forecast economic growth of
0.7%, following the 1.4% pace of the fourth quarter. We now anticipate GDP growth for
the full year to range between 2%-2.5%.
♦ The euro zone economy, on the other hand, grew at its fastest pace in five years in the first
quarter. Euro zone growth of 0.6% beat even the most optimistic expectations.
Unemployment fell to 10.2%, the lowest rate in over four years. Less positive news, however,
was the report that consumer prices declined by 0.2% year over year. The core rate of PCE
(personal consumption expenditure) inflation fell to 1.6%. Inflation has undershot the ECB’s
2% target for more than three years. The ECB President, Mario Draghi, has said monetary
policy would remain loose for an extended period of time.
♦ After meeting for two days in April, the Fed left its benchmark overnight interest rate target
unchanged at 0.25%-0.50% and suggested it was in no hurry to tighten monetary policy
further. In a statement released afterwards, the Fed said that it is continuing to closely
monitor “inflation indicators and global economic and financial developments." In March,
the Fed called these areas risks to the U.S. economy. Fed policymakers have forecast two
interest rate hikes this year, down from four in January.
♦ While the energy sector remains in a rut, the overall labor market in the U.S. continues to
expand steadily. Employment gains averaged 209,000 jobs per month in the first quarter. The
four-week average of initial claims has fallen to its lowest level since 1973. We expect this
trend to continue for the foreseeable future.
♦ The Institute for Supply Management's manufacturing and nonmanufacturing surveys, which
are closely correlated to economic activity, have rebounded in recent months. The ISM
reported that its gauge of factory activity rose to 51.8 in March from 49.5 in February (a
reading above 50 indicates growth in the sector). The ISM Non-Manufacturing Index rose to
54.5.
♦ After unexpectedly cutting its benchmark interest rate below zero back in January, the Bank of
Japan surprised investors by not easing monetary policy further in April. Expectations had
been building for weeks ahead of the policy meeting. When the decision to do nothing came to
light, the yen promptly strengthened against the dollar, and the Japanese stock market fell
3.6%. The Japanese currency is up 11% versus the dollar this year. Due to the continued lack
of inflation and strength of the yen, we anticipate the BOJ will eventually ease.
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♦ In April, the Dow Jones Industrial Average was up 0.6%, the Nasdaq Composite dropped 1.4%
and the S&P 500 dipped 0.3%.
♦ Oil markets rose 20% or more in April. Non-OPEC output is set to mark its biggest
decline in around 20 years, spurring the most sustained rally in prices since the oil slump
started.
♦ The dollar has backed off from 12-year highs reached in November against a basket of
other major currencies. U.S. multinational companies have found some measure of relief
from the dollar’s decline, and analysts have begun raising earnings per share estimates for
the year ahead.
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