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Economy Week of June 20, 2016
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All bets are off as a result of the vote in England to exit the EU. The fear of the uncertainty of the impact to global economic conditions of this event
will keep the Fed on the sidelines for the remainder of this year. The impact will be in currency markets, with the dollar stronger and U.S. market
interest rates dropping as capital flows into the safe haven of treasuries over the next few months. This will reduce export opportunities and increase
the trade deficit this year. The truth is no one knows what this decision will do to global growth, but everyone believes it is not positive.
Intermediate and long-term market interest rates have already dropped to near record lows, with the yield on the five-year treasury below 1% early
Monday morning. We are near levels not seen since 2009 at the bottom of the Great Recession. This is in spite of continuing improvement in our
economy.

The housing data was up as reported last week. Consumer spending has jumped in the last two months, and is expected to be up again for May when
reported this week. Auto sales remain above 17 million on an annualized basis, even as production has slowed. Incomes have risen at a better pace
this year than any year in the last five. Inflation is rising. The core PCE price index is due out this week, with a consensus forecast of a 0.2% rise for
the month. Should this be correct, it would result in an increase of 2.25% over the first five months of this year and 1.6%. Real GDP for the first
quarter of this year will be revised upward to above 1%, or just below the 1.4% growth of the last quarter of last year. None of this data makes any
difference to the Fed since it is all from before the vote last week. Even a higher consumer confidence index report and lower unemployment
claims data reported over the last month, will not cause the Fed to move given the uncertainty of the impact of volatility in global financial markets.

We have eliminated any expectation of a Fed move this year from our forecast. The Fed will wait to assess conditions before making any move. This
means the very low loan rates being offered by many banks will continue to put pressure on earning asset yields for the rest of the year. We do not
believe the exit from the EU by England will have a major impact to the U.S. economy other than keeping interest rates low. It is a global financial
market and central banks will need to take steps to calm markets in the short run. Intervention by the European central banks by adding additional
liquidity ,some of which will flow into U.S. treasuries, will drive market rates down further as investors take markets to the extreme. Buckle your seat
belts as it will be a rocky trip before we reach support levels.
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