Market & Economic Update
Week of: January 9, 2017

CURRENT ECONOMIC EVENTS
Global economic momentum appears to be improving at the end of 2016. Our view is the “glass is half full”
and we believe global growth will remain positive, but slow, in 2017.
• Purchasing manager indexes (PMI) across major global economies continued their improvements through
December. Data for the United States, Germany, the United Kingdom and Japan pointed toward a growing
expansion in manufacturing activity. Data for many emerging market nations still indicated growth,
although not at an accelerating pace.
• Manufacturing momentum was improving to finish 2016, but it is unlikely to continue over the full course
of 2017. After some inventory rebuild, activity is likely to moderate until we have a clearer political picture
globally, including for U.S. fiscal and trade policies from the new administration. For now, we retain our
view for slow, but positive, global growth over the course of the year.
U.S. jobs report remains solid, which leads us to believe the Federal Reserve (Fed) is still likely to increase rates
at a faster pace in 2017.
• U.S. nonfarm payrolls grew by 156,000 jobs in December, which reflects more than 2.15 million jobs for
2016. The unemployment rate rose to 4.7 percent, reflecting a slight rise in labor force participation. Of
particular note was the renewed growth in wages, with average hourly earnings gaining 2.9 percent over the
past year, the strongest pace in more than seven years.
• The annual pace of jobs growth is moderating, reflecting the aging of this employment cycle and the
tightening of the labor market. Further meaningful gains for consumers are more likely to arise from wage
growth in 2017, rather than a reacceleration in jobs growth. The consumer and related spending growth
remain keys to the continuation of the U.S. economic expansion this year.
China currency volatility is likely to remain in 2017, but is unlikely to lead to a China crisis.
• The value of the Chinese yuan in offshore trading strengthened more than 3 percent in the past week.
This appears to reflect efforts by the People’s Bank of China to “punish” currency speculators and to stem
currency outflows from China. This comes after yuan weakness accelerated in 2016, reflecting U.S. dollar
strength and expected U.S. Fed tightening.
• Fears of a loan or currency crisis are unlikely to come to fruition this year, in our view. A key event,
scheduled to occur this fall, is the 19th National Congress of the Communist Party of China, which will
set government policy and leadership for the next five years. The government is likely to work to forestall
any credit or currency crisis to avoid volatility ahead of this important meeting. Also important is that we
believe China has sufficient tools and currency reserves to manage these issues over this period.
Contributed by: Robert L. Haworth, CFA – Senior Investment Strategist
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EQUITY MARKETS
Equities have begun 2017 in somewhat of a wait-and-see mode following the robust run-up since the
November U.S. elections and in anticipation of greater visibility into the soon to be Trump presidency and
fourth quarter results.
• Equities ended the first week of 2017 with performance reversing many of the trends of 2016. In contrast
to 2016, international equities outperformed U.S. equities, large caps outpaced small companies and
Healthcare, the worst-performing sector in 2016, was the best-performing sector during the holidayshortened first week of January.
• The march toward 20,000 by the Dow Jones Industrial Average (DJIA) continues. The Dow closed last
week at 19,963.80, the second highest close on record. While reaching 20,000 is a noteworthy milestone,
arguably a more important phenomenon is the underlying health of the broad economy. An improving
economy tends to lead to higher earnings and, presumably, higher stock prices.
• Supportive of our assertion that investors are in a wait-and-see mode and that animal spirits remain
bridled, the S&P 500 has not closed at all-times highs since December 13. This, too, may reflect increased
realization that legislative changes to the tax code, Affordable Care Act or Dodd-Frank may still be months,
if not years, away.
Our underlying thesis remains that the political and investment landscapes in the United States have changed,
providing the basis for higher earnings and stock prices.
• The U.S. economy appears to be in a Goldilocks zone, most recently evidenced by the solid December
employment report.
• We anticipate earnings growth being the primary driver of equity prices in 2017 versus Fed-driven liquidity
and multiple expansion. Fourth quarter releases will ramp this week, with eight S&P 500 companies
scheduled to release results during the week, and 34 companies and 104 companies slated to report results
during the weeks of January 16 and 23, respectively. In contrast to recent quarters, consensus expectations
are relatively high, with fourth quarter revenue and earnings growth projected to increase approximately
2.5 percent and 5 percent, respectively, over year-ago levels, according to Bloomberg.
Our base case is for U.S. equities to grind higher in 2017, anchored by our expectations that corporate
earnings will increase, the pace of inflation and wage gains will be moderate, and future Fed rate hikes will be
measured and deliberate.
• Our 2017 price target for the S&P 500 is 2,400 (19x our 2017 earnings estimate of $127), with upside
driven by incremental earnings growth, contingent on the magnitude and timing of legislative actions, such
as tax reform.
• Industrials, Materials, Energy and Financials sectors, while well-positioned to benefit from the changing
landscape in Washington, appear “rich” after rallying post-election.
• Technology, Healthcare and Consumer Discretionary remain favored sectors, based on valuation and
longer-term growth prospects.
• Utilities, Real Estate Investment Trusts (REITs), Telecom Services and, to a degree, Consumer Staples would
likely face near-term headwinds should investors rotate away from defensive-oriented sectors.
• Small- to mid-cap (SMID) companies appear well-positioned for 2017. A high dollar and U.S.-centric
administration typically bode well for the SMID space.
Contributed by: Terry D. Sandven – Chief Equity Strategist
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FIXED INCOME MARKETS
The 10-year Treasury continued its downward trend, dropping 11 basis points for the week despite positive
PMI data and an employment report showing moderate jobs growth. Last week’s move could be perceived as
the market retracing some of the post-election Treasury sell-off that could not be supported by the current data.
There were quite a few Federal Open Market Committee (FOMC) speakers in the media last week. Nearly
every speaker made a reference to potential fiscal stimulus and how it could lead to as many as three increases
to the policy rate in 2017. Evans expressed uncertainty over inflation actually reaching the Fed’s target amid
global growth concerns. Kaplan simply stated the Fed needs to be gradual and patient, yet retain some ability
to be nimble. Williams and Mester both observed the current Summary of Economic Projections (SEP) to be
“reasonable.” Harker stated that while he sees three hikes as appropriate, it is subject to change.
The FOMC also released the December meeting minutes last week. There were some concerns highlighted
around the recent dollar strength and sharp rise in Treasury yields because tightening financial conditions
could perhaps pose a risk to the outlook for the domestic economy. There was also considerable uncertainty
around potential fiscal initiatives and how that may impact supply and demand. A majority of the members
acknowledged upside risks to the forecasts as a result of the potential fiscal policies. Lastly, they continued to
stress the shallow trajectory of monetary policy normalization and the data-dependent nature of any future
increases to the policy rate. We continue to expect two increases to the policy rate in 2017, with the risk of a
third increase should the glide path of inflation move up more than currently anticipated.
Contributed by: Jennifer L. Vail – Head of Fixed Income Research

REAL ESTATE MARKETS
Housing, both homebuilding and sales activity, remains modest compared to pre-housing bubble levels.
Housing starts and sales are likely to demonstrate continued, albeit restrained, improvement.
• The current level of sales activity and construction remains below long-term averages, indicating additional
room for recovery. Permit activity for single-family homes has improved for four consecutive months.
• Inventories are low, which is negatively impacting sales activities. This is also boosting home prices and
could lead to further gains in home building.
• Multifamily investment is set to continue, with demand driven by household-forming millennials and baby
boomers. However, some multifamily markets are and will be challenged to balance supply, demand and
rent rate growth.
Job creation, wage growth, household formation levels, and consumer and builder confidence support real
estate investments.
• Current cash flow yields are reasonable and the economic environment remains positive. The opportunity
has shifted to value-added and opportunistic strategies from core strategies. The market appears to favor
direct strategies at this time.
• REITs should see growing demand as investors search for a substitute for low-yielding fixed investments in
an environment of rising inflation. Commercial real estate fundamentals, such as vacancy trends and cash
flows, should benefit from an improving economy. However, we are clearly later in the economic cycle and
lending conditions may begin to tighten.
Contributed by: Edgar W. Cowling, Jr., CCIM – Director of Specialty Assets

Please refer to important disclosures on page 4.

Page 3

Market & Economic Update — continued
Week of: January 9, 2017

This information represents the opinion of U.S. Bank. The views are subject to change at any time based on market or other conditions and are current
as of the date indicated on the materials. This is not intended to be a forecast of future events or guarantee of future results. It is not intended to provide
specific advice or to be construed as an offering of securities or recommendation to invest. Not for use as a primary basis of investment decisions. Not to be
construed to meet the needs of any particular investor. Not a representation or solicitation or an offer to sell/buy any security. Investors should consult with
their investment professional for advice concerning their particular situation. The factual information provided has been obtained from sources believed to be
reliable, but is not guaranteed as to accuracy or completeness. U.S. Bank is not affiliated or associated with any organizations mentioned.
Past performance is no guarantee of future results. All performance data, while obtained from sources deemed to be reliable, are not guaranteed for
accuracy. Indexes shown are unmanaged and are not available for direct investment. The Dow Jones Industrial Average (DJIA) is a price-weighted average
of 30 actively traded blue chip stocks and is the most widely used indicator of the overall condition of the U.S. stock market. The S&P 500 Index consists of
500 widely traded stocks that are considered to represent the performance of the U.S. stock market in general.
Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. International investing involves
special risks, including foreign taxation, currency risks, risks associated with possible differences in financial standards and other risks associated with future
political and economic developments. Investing in emerging markets may involve greater risks than investing in more developed countries. In addition,
concentration of investments in a single region may result in greater volatility. Investing in fixed income securities are subject to various risks, including
changes in interest rates, credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors.
Investment in debt securities typically decrease in value when interest rates rise. This risk is usually greater for longer-term debt securities. Investments in
lower-rated and non-rated securities present a greater risk of loss to principal and interest than higher-rated securities. Investments in real estate securities
can be subject to fluctuations in the value of the underlying properties, the effect of economic conditions on real estate values, changes in interest rates and
risks related to renting properties (such as rental defaults).
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