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Week of January 18, 2016
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The headline number remains very low, while the core
rate is up 2.1% on a year-over-year basis
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driven by changes in mortgage closing requirements

This index has flattened in the past six months, with
decline in December following the large 0.4% jump in
November

Week of January 25, 2016
This measure of consumer attitudes is little changed in
the past year, with monthly volatility around the 96.0
level
Expect 500k for the month, which is about the average
monthly level in the past six months with inventories still
low

No change in monetary policy is expected, but the issue
will be whether the Fed still believes risks are balanced

Weak foreign demand, a strong dollar and slowing
manufacturing cause this to be stagnant expecting only
0.2%

Consensus forecasts have been cut due to higher trade
deficits, lower inventory build and slower spending and
stands at only 0.9%
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This will be a big week for data to be digested by investors. The most important will be the language in the statement issued by the FOMC following
their meeting on Wednesday. The statement issued in December said the Fed believes risks to the economy were balanced, with no clear signal of a
change in the direction of the U.S. economy. Since then, stock markets have melded down and market interest rates have dropped. This volatility
has been driven by risks in countries that have commodity based economies and by a slowdown in growth in China. The Fed passed on a rate move
last September based on these same conditions. No one expects the Fed to make a second move on managed rates this week. The consensus forecast
had been the next increase by the Fed would come in March. The language in the statement this week should give some indication of whether the Fed
will stay on course to raise rates four times this year, or whether current fears driving financial asset pricing will keep them on hold in March.

The FOMC meeting is before the release of the advance estimate for fourth quarter Real GDP data. This data is expected to be weak, at less than 1%
for the quarter. The major factors keeping growth low are the larger trade deficit from weak exports, and a much lower inventory build as
compared to the middle two quarters of 2015. The key component will be personal consumption expenditure growth. This spending sector accounts
for 68% of total Real GDP. It has been growing at better than 3% consistently. Should it drop to well under that growth, the risks to the economy may
not be balanced in the Fed's view. It might be enough to keep the Fed on the sidelines in March. The advance report is always subject to large
revisions since the trade deficit and personal spending for December have not be released as of yet and are estimated in this report.

We continue to expect the Fed to raise rates by 100 basis points in 2016, even if they pass on a move in March. Our basis for this is the need to
normalize rates in order to reduce the incentive for risk on trades. The Fed is concerned the very low interest rates are driving capital into higher
risk sectors in order to find returns. One example is the lower underwriting standards being used in commercial real estate lending at many banks.
The Fed has said they view the increase in commercial real estate prices as an indication of a speculative bubble being built. They would like to cool
the market without causing large declines. They must normalize interest rates gradually to accomplish this difficult objective. We forecast the U.S.
economy can absorb higher interest rates and still grow at close to 3% for the full year 2016. Consumer confidence and spending will be driven by
continued job growth and rising wages in what is already a tight labor market. A wise old man once said you make money when you buy when nobody
wants something and you sell when everybody wants something. This is a time when is seems nobody wants stocks and everybody wants bonds
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