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Markets 9-Jan 10-Jan 11-Jan 12-Jan 13-Jan YTD% 30-Dec-16

DJIA 19,887.38 19,855.53 19,954.28 19,891.00 19,885.73 0.62% 19,762.60

S&P 500 2,268.90 2,268.90 2,275.32 2,270.44 2,274.64 1.60% 2,238.83

NASDAQ 5,531.82 5,551.82 5,563.65 5,547.49 5,574.12 3.55% 5,383.12

SNL Bank Index 532.00 536.15 539.06 532.96 537.51 0.91% 532.65

Fed Funds Rate 0.66% 0.66% 0.66% 0.66% 0.66% 0.55%

1 Month LIBOR 0.76% 0.77% 0.77% 0.77% 0.77% 0.77%

3 Month LIBOR 1.01% 1.02% 1.02% 1.02% 1.02% 1.00%

3 Month T-Bill 0.50% 0.52% 0.52% 0.52% 0.53% 0.51%

1 Year Treasury 0.82% 0.82% 0.82% 0.81% 0.82% 0.85%

2 Year Treasury 1.21% 1.19% 1.20% 1.18% 1.21% 1.20%

3 Year Treasury 1.47% 1.47% 1.47% 1.45% 1.48% 1.47%

5 Year Treasury 1.89% 1.89% 1.89% 1.87% 1.90% 1.93%

10 Year Treasury 2.38% 2.38% 2.38% 2.36% 2.40% 2.45%

30 Year Treasury 2.97% 2.97% 2.96% 3.01% 2.99% 3.06%
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Week of January 9, 2017

This data is from November and the big increase was 

driven by the $11.0 B jump in credit card balances
$24.5 Billion

Huge volatility in the past three months, but the 

consensus calls for a jump to 1.20 Million for December

5.522 Million

CONSUMER PRICE INDEX

(click to enlarge)

MONDAY MUSING

I had dinner with a friend of many years this 

past weekend.  He made the mistake of 

bringing his son and we ended up telling 

stories about my friend.  There were many.  

For example, he once bought of box of 

sanitary napkins because the box said they 

could be worn while swimming and riding a 

bike.  He had never been able to do either.  

But the best story was when he recently 

went to Lowe's to buy a wet-dry vacuum 

after having a plumbing problem at his 

house.  He asked for help in picking one and 

was directed to a specific brand.  The 

process came to an abrupt end when he 

asked the sales clerk where he put the water 

in.  This is one guy who should always seek 

professional help around the house.

January 16, 2017

WEEKLY HIGHLIGHT

Inflation risks have driven market interest 

rates up, but this move may be ahead of the 

fundamentals

Week of January 15, 2017

All financial markets closed

A sharp rise of 0.6% is expected, rebounding from the 

drop in November led by both utility output and auto 

production

Inflation risks have been rising, even as the current data 

remains modest, with expectations of 0.3% for the month

The jump in output expected should drive the operating 

rate up, but only to a low level of 75.4%

Up from the revised data from October, indicating strong 

job growth going forward

0.4%
Another indication inflation is rising, with the big number 

from December bringing YOY rise to 1.2%

0.6%
The solid gain was driven by auto sales as sales, 

excluding cars, only increased 0.2%



THE AUSTIN ADVISOR

Trusted Advisor to Financial Institutions

www.austinassociates.com

info@austinassociates.com PASTE FOOTER HERE

Commentary
The rise in intermediate and long-term market interest rates in the last two months has been driven by rising inflation risks.  This week we will get 

the Consumer Price Index, after getting the PPI data last week for December.  Both of these measures of inflation will be higher than the monthly 

average of the last two years, but are not at alarming levels.  The Fed has set a target of 2% and even a stronger CPI number will not bring the year-

over-year increase to that level.  It has run at 1.7% over the last twelve months.  This raises the question of wheither the bond market is properly 

pricing in the inflation fundamental.  

We continue to forecast a higher inflation rate in 2017 than has been the case in any year since the recession of 2008-09.  We have long believed 

companies will need to raise prices to cover rising labor costs as wages grow at a faster pace in the existing tight labor market.  The JOLTS index 

released last week confirmed companies are having trouble finding qualified workers to fill the job openings they have.  As final demand increases, 

this environment will only get tighter and wage growth will accelerate.  The difficulty companies will have is the strength of the dollar.  A strong 

dollar makes it more difficult to raise prices since our goods become more expensive in foreign markets and imported goods will not rise in price.  

Pricing freedom is restricted as the dollar strengthens.  The inflation picture is also affected by a low capacity utilization rate.  There is ample room 

to increase production in a rising demand environment without creating a supply constraint condition.  

We do not expect inflation to move to alarming levels, but it should be above the average of the last five years.  This would indicate the bond market 

is ahead of the fundamentals.  Even with expectations for more increases in managed rates from the Fed this year, the bond market has discounted 

Fed action and higher inflation already.  Therefore, we would expect a period of little movement in market rates as they trade around current levels.  

Should rates stabilize around current levels, there will be less pressure on banks to raise deposit rates but we should see loan rates move higher.  Our 

clients are reporting higher loan quotes in the last month.  There are still banks in many markets willing to make longer term, fixed rate loans at low 

rates, but there are fewer of them now than was the case in the last year.  There are more banks that have raised their rates on loans after the Fed 

increase in December.  It is always difficult to determine a new market rate for lending.  There is a lag between higher loan quotes and rising earning 

asset yields.  We do believe loan rates will be moving higher given the rise in market rates already experienced.  This is a time to be very disciplined 

in loan pricing.
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