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Weekly Economic Review: July 29" — August 2", 2019

Top Headline: Federal Reserve Cuts

Interest Rate

The Federal Reserve cut rates for the first time since 2008 by
25 basis points, to a range between 2.00% and 2.25%.
Additionally, the Fed ended quantitative tightening two
months early, halting runoff of its $3.8 trillion asset portfolio.
Powell’s message was noncommittal, as he neither endorsed
nor ruled out the beginning of an easing cycle.

Past Week’s Releases

Other News

In a move that further escalated tensions, the Trump
administration imposed sanctions on Iranian Foreign Minister
Javad Zarif as a consequence of what the U.S. calls
unacceptable provocations by Iran. Sanctions freeze the
minister’s assets in the U.S. and prevent him from traveling
across U.S. borders. Most importantly, sanctions will impede
Zarif's ability to conduct diplomatic relations with the U.S.

On Tap This Week

The week is highlighted by producer price index data as
well as continuing earnings releases.
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Upcoming Releases

Indicator Open  Close AWeek A3M Date Indicator Period  Prev. Exp.
DIIA 27192.5 264850 -2.60% -0.08% M 8/5 ISM Non-Mfg Index Jul 55.1 55.5
S&P 500 30259 29321 -3.10% -046% W 8/7 Consumer Credit ¢ Jun $17.1B $16.0B
USD* 98.0 98 1 0.07% 0.57% Th 8/8 Initial Jobless Claims ¢ 8/3 215K 215K
|Oear 8/9 PPl Wl 0.1% 0.2%
Treasury* 2.07%  1.85% 0.23% 0.70% F /9 Core PPl Jul 0.3% 0.2%

*ICE U.S. Dollar Index Spot Price

*Absolute change in yield over specified period
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Yield Curve Highlights
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Detailed Economic Releases
7/30/2019 Prev. Exp. Act.
Personal Income 0.4%r| 0.3% 0.4%
Consumer Spending 0.5% 0.3% 0.3%

Despite income and spending being in line with or above expectations, spending growth was down this month
from 0.6% in April and 0.5% in May to 0.3% in June. This downward spending trend is reflected both in goods
and services. PCE and core PCE were in line with expectations at 0.1% and 0.2%, though the core PCE year-on-
year rate did increase by 0.1% to 1.6% on the back of a 0.1% downward revision in the previous month. With
respect to income levels, the wages and salaries component of the score jumped 0.5%, though this follows
weaker gains of 0.2% and 0.1% in the previous two months. The savings rate was also up 0.1% to 8.1%.

Summary: The report is mixed, with the PCE index showing a slight boost in the year-on-year inflation
rate, though consumer spending reflects a downward trend.

This information was prepared for you by Capital Advisors Group, Inc. from outside sources which we believe to be reliable. However, we make no representations as to its accuracy or completeness. The
economic statistics presented in this report are subject to revision by the agencies that issue them.
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7/30/2019 Prev. Exp. Act.
Consumer Confidence 124.3 rt 125.0 135.7

Consumer confidence reached its highest level in years thanks to a healthy July jobs report. The indicator of those
seeing jobs as ‘hard to get’ was down by 3.0% to 12.8%, while the indicator of those seeing jobs as plentiful
rose by 2.2% to 46.2%. Business conditions saw some improvement, while the slice of consumers expecting
rising incomes grew by 4.2% to 24.7%. Despite these positives, inflation expectations were down 0.4% to 4.7%.

Summary: Inflation expectations came in weaker, despite consumer confidence hitting its highest level
in years.

7/31/2019 Prev. Exp. Act.
FOMC 2.25%2.5% 2.00%2.25% 2.00%2.25%

The Fed’s rate cut to a range between 2.00% to 2.25% was the biggest change in the FOMC'’s policy meeting
statement, while much of the language remained the same. The jobs market was still considered to be strong and
economic growth continued to be described as moderate. However, Powell cited global developments as the
reason for a switch from neutral to accommodative policy. Muted inflation was also referenced as a reason for
the cut. The FOMC also ended quantitative tightening two months early, as the Fed will now fully reinvest
maturing Treasuries and mortgage-backed securities on its balance sheet. The statement did not give clear
direction on future policy moves but reiterated that data will continue to be monitored closely.

Summary: The FOMC cut rates by 25 basis points and ended quantitative tightening two months early.

8/1/2019 Prev. Exp. Act.
Initial Jobless Claims 207K r1 214K 215K

Claims remained low and in line with a strong demand for labor. Four-week average claims came in at a healthy
level of 211.5K. Continuing claims rose by 22K for the month while the four-week average was up slightly at

1.698M.

Summary: Low levels of initial and continuing claims point to strong demand for labor.

This information was prepared for you by Capital Advisors Group, Inc. from outside sources which we believe to be reliable. However, we make no representations as to its accuracy or completeness. The
economic statistics presented in this report are subject to revision by the agencies that issue them.
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8/1/2019 Prev. Exp. Act.
ISM Mfg Index 51.7 51.9 51.2

The ISM manufacturing index fell from 51.7 last month 51.2 for the current month, indicating only slight growth
in manufacturing production. The index has fallen from 60.8 in August of last year. While new orders did rise by
0.8%, production growth slowed by 3.3 points to 50.8 and employment slowed by 2.8 points to 51.7. The
prices paid index has also been a consistent negative with slowdowns in raw material prices, the indicator down
2.8 points to 45.1.

Summary: The ISM manufacturing index gave support to the Fed’s decision to cut rates, as the index
fell on the month and is now down from 60.8 to 51.2 on the year.

8/1/2019 Prev. Exp. Act.
Construction Spending 0.5% rt 0.3% -1.3%

Construction spending fell by 1.3% in June, falling below the low end of the consensus range and bringing the
year-on-year drop to minus 2.1%. While public spending had been a bright spot in the report in previous
months, spending for both educational building and highways & streets was down in June. Nevertheless, year-
on-year rates for these components remain positive. Meanwhile, private nonresidential construction was down
0.4% on the year, with June contributing to that decline. Manufacturing was up on the year by 10.5% supported
by 0.5% growth in June, while commercial building was down 12.0% on the year. Residential construction
continued to pull the report down as spending was down 8.1% on the year. The monthly decline was due to
contractions in single-family construction which offset strength in multi-family construction.

Summary: Spending was down on the month and on the year, raising questions on the sustainability
of foreign investment levels and on whether the global slowdown is factoring into this decline.

This information was prepared for you by Capital Advisors Group, Inc. from outside sources which we believe to be reliable. However, we make no representations as to its accuracy or completeness. The
economic statistics presented in this report are subject to revision by the agencies that issue them.
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8/2/2019 Prev. Exp. Act.
Nonfarm Payrolls 193Ky 151K 164K
Unemployment Rate 3.7% 3.6% 3.7%

Despite the headline number of 164K beating expectations of 151K, the breakdown of underlying payrolls data
paints a less positive picture. Higher government spending contributed to an additional 16K in government
payrolls, meaning that private payrolls only rose by 148K which leaves it below expectations. Manufacturing
hours per week also declined from 40.7 hours in June to 40.4 hours in July. On the positive side, average hourly
earnings were up by 0.3% meeting the top end of expectations, with June’s average hourly earnings growth also
revised upward by 0.1%. Additionally, the pool of available workers fell by almost 200K in the month to 11.1M.
By sector, manufacturing, business services, and financial activities added 16K, 38K and 18K, respectively,
while retail fell by 4K.

Summary: Government payrolls contributed significantly to payroll gains, though the labor market did
tighten as reflected by a higher participation rate.

8/2/2019 Prev. Exp. Act.
International Trade $55.3Br| $54.7B $55.2B

Imports and exports contracted by 1.7% and 2.1%, respectively, contributing to a slight improvement in the trade
deficit. Exports of both goods and services fell this month, while imports of goods decreased and imports of
services were up. The deficit for goods trade with China was down from $30.2B to $30.0B on the month, and
the deficit with Mexico was up from $9.6B to $9.9B. Exports of consumer goods were the weakest link, down
$1.9B to $16.2B, while exports of capital goods were down $1.2B to $44.9B. Meanwhile, exports of
agricultural products were up to $12.1B. As for imports, oil price effects caused a $3.2B decline in industrial
supplies and consumer goods fell by $0.9B.

Summary: Contractions in both imports and exports provide support for the Fed’s reasoning to cut
rates. If this continues, it could provide further support for monetary easing.

8/2/2019 Prev. Exp. Act.
Consumer Sentiment 98.4 98.4 98.4

Consumer expectations recovered by 1.2 points in July after falling 4.2 points in June given trade uncertainties.
Current conditions were steady at 110.7 and have remained mostly unchanged over the last few months.
Inflation expectations, meanwhile, were up 0.2% for the year-ahead outlook to 2.5% but down 0.1% to 2.6% for
the five-year outlook.

Summary: Consumer expectations and current conditions were steady, supporting the unchanged
indicator.

This information was prepared for you by Capital Advisors Group, Inc. from outside sources which we believe to be reliable. However, we make no representations as to its accuracy or completeness. The
economic statistics presented in this report are subject to revision by the agencies that issue them.
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About Us Katja Dunlap

Research Analyst

Capital Advisors Group, Inc. is an independent SEC- o
registered investment advisor specializing in institutional Matthew Paniati
cash investments, risk management, and debt finance Research Analys!
consuling. Our clients range from venture capital

funded startups and emerging growth companies to

Fortune 100 companies.

Drawing upon more than a quarter of a century of
experience through varied inferest rate cycles, the firm
has built its reputation upon deep, research-driven
investment strategies and solutions for ifs clientele.

Capifal Advisors Group manages customized
separately managed accounts (SMAs] that seek o
protect principal and maximize risk-adjusted refums
within the context of each client’s investment guidelines
and specific liquidity needs. Capital Advisors Group
also provides FundlQ® money market fund research;
CounterpartylQ® aggregation and credit analysis of
counterparty exposures; risk assessment on shortterm
fixed income securities and portfolios; and independent
debt finance consulting services.

Headquartered in metropolitan Boston, Capital Advisors
Group maintains multiple U.S. regional offices.
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Capital Advisors Group, Inc.
29 Crafts Street, Suite 270
Newton, MA 02458

Tel: 617.630.8100

Fax: 617.630.0023
www.capifaladvisors.com
info@capitaladvisors.com
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