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Markets 23-Oct  24-Oct  25-Oct  26-Oct 27-Oct  YTD% 30-Dec-16 WEEKLY HIGHLIGHT

23,273.96 23,441.76 23,329.46 23,400.86 23,434.19 18.58% 19,762.60
2,564.98 2,569.13 2,557.15 2,560.40 2,581.07 15.29% 2,238.83
6,586.83 6,598.43 6,563.89 6,556.77 6,701.26  24.49% 5,383.12

A wealth of data is due out this week and
the FOMC meets with no change in policy
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3 Month T-Bill 1.09% 1.12% 1.12% 1.11% 1.10% 0.51%
1 Year Treasury 1.42% 1.43% 1.43% 1.43% 1.42% 0.85%
2 Year Treasury 1.58% 1.60% 1.61% 1.63% 1.59% 1.20%
3 Year Treasury 1.70% 1.73% 1.74% 1.76% 1.73% 1.47%
5 Year Treasury 2.01% 2.05% 2.06% 2.07% 2.03% 1.93%
10 Year Treasury 2.38% 2.42% 2.44% 2.46% 2.42% 2.45%
30 Year Treasury 2.89% 2.92% 2.95% 2.96% 2.93% 3.06%
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The Advance report is subject to large revisions, with
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Income growth improved to 0.4% in September,
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This index has been running at near record levels, with
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FOMC Meeting
Statement
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Those of us who believe there is a correlation between economic fundamentals and valuations in financial markets continue to be lost. The true
economic condition is unknown since the data being released is affected by hurricanes and fires in the west. For example, nonfarm payrolls were
reported as having declined by 33,000 in September, but are expected to jump by more than 300,000 for October. Average hourly earnings were
reported as having risen by 0.5% in September, but are only expected to be up 0.2% for October. It is difficult to determine the true condition of the
labor market with this much monthly volatility. The condition of the labor market is a key determinate of any changes in Fed monetary policy. The
Advance Report of the third quarter Real GDP was released at a +3.0%, which was well above consensus forecasts. The report is always subject to
large revisions. In the past three years, those revisions have tended to be upward. This number may be revised downward since the data for the last
month of the quarter was estimated and seasonally adjusted but not adjusted for the hurricanes. We expect the estimates for personal consumption
expenditures will prove to be too high in this Advance report. The inventory growth reported for the third quarter may have been a function of the
disruption in the supply chain from the weather. That means inventory accumulation would be much lower going forward than would otherwise be the
case. Finally, the inflation fundamentals remain very low. The GDP price deflator for the third quarter and the PCE core price index for September
were well continued indicating no upward pressure on pricing.

The Fed meets this week trying to assess the actual condition of the economy. There are no forecasts of the FOMC moving managed rates up at this
meeting. The key question is whether the Fed changes its guidance for future action. The Fed has continued to indicate an increase of 25 basis points
at the December meeting. The bond market has taken short rates up in anticipation of this move. The statement issued at 2 pm on Wednesday will be
closely monitored by investors to determine if the timing of the next Fed move has changed due to the volatility of the economic data being released.
There are sectors of the economy that are clearly accelerating. Business fixed investment was up in the third quarter, durable goods orders
experienced strong growth and the ISM Index is at post recession highs. These fundamentals, combined with strong consumer confidence and higher
final demand, suggest stronger Real GDP growth going forward than has been the case in the past six years. Our forecast calls for better than 3%
growth in 2018. Our forecast also calls for inflation moving above the Fed's target of 2% by the middle of next year. This fundamental economic
environment should lead to a steepening of the yield curve, with intermediate and long-term market rates moving up faster and sooner than the Fed
moves monetary policy.
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