Market & Economic Update
Week of: February 20, 2017

CURRENT ECONOMIC EVENTS
Accelerating economic data and stronger business confidence have continued to push developed market
equities higher. High expectations for U.S. tax and regulatory reform are frequently cited as the catalysts
for the recent move higher for risk assets (like stocks), but strong underlying economic activity and data are
more likely the culprit for the rally. Political uncertainty, particularly in Europe, remains an ongoing risk to
developed market equities.
• U.S. retail sales, jobless claims and housing data were all better than expected last week. These figures all
point to a healthier consumer, with gradually rising wages, a strong jobs market, a stable housing market
and encouraging retail sales, indicating the stronger data is flowing through to consumer behavior.
• Both eurozone and Japanese Purchasing Managers Indices (PMI) continue to move higher, validating the
global trend of stronger economic data.
• Two important measures of business optimism charged higher. The Philadelphia Federal Reserve’s (Fed)
Business Outlook Survey, which provides a gauge of the manufacturing industry, hit the highest level since
1984. The National Federation of Independent Businesses (NFIB) Survey, a measure of small business
confidence, hit the highest level since 2004. Both were likely influenced by expectations that the Trump
administration may cut regulations deemed burdensome by the business community. We believe strong
economic data is providing a boost to confidence, as well. There is a potential risk that expectations for
reform have become too optimistic. However, even if near-term policy changes are muted, robust business
confidence may boost capital expenditure and hiring, further stimulating the domestic economy.
Political risks to the eurozone ticked higher, with French presidential candidates jockeying for position going
into the final months leading up to the election. This has led to greater dispersion among European rates,
though easy monetary policy and strong economic data are keeping volatility low and European stocks
trending higher.
• The business-friendly Emmanuel Macron lost ground over the weekend, with conservative Francois Fillon
now leading in the polls as the overall favorite to win the French presidency. However, Marine Le Pen, who
is skeptical of France’s membership in the European Union (EU) and of the euro currency, continues to gain
ground. Despite the more traditional candidates leading the polls, the surprise Brexit and Trump votes in
2016 are making investors wary of placing too much faith in surveys.
• French bond yields are now at their widest level versus German yields in over four years, reflecting political
uncertainty. Despite these concerns, the recent strength in economic data, weaker euro, ongoing easy
monetary policy and low volatility are pushing European stocks higher. The volatility of European stocks
has fallen to near decade lows, implying most equity investors are focused on the economic data rather than
political risks.
Contributed by: William J. Merz, CFA – Portfolio Strategist
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EQUITY MARKETS
U.S. equities continue to reach new highs due to improving economic data and a pro-growth Washington, DC.
• The Dow Jones Industrial Average (DJIA), S&P 500 and NASDAQ Composite all ended last week at
all-time highs, with 10 of 11 S&P 500 sectors posting gains. The Energy sector was the only sector that
declined.
• Year-to-date performance has been broad based and superb, indicative of a risk-on bias. As of Friday’s
close, the DJIA and S&P 500 are up 4.4 percent and 5 percent, respectively. The small cap-oriented
Russell 2000 has advanced a more modest 3.1 percent. The international MSCI EAFE and MSCI EM
indices are up a respective 4.8 percent and 9.7 percent. Among S&P 500 sectors, nine of 11 have posted
year-to-date gains, seven of which are up over 5 percent, led by the 9.1 percent gain of Information
Technology. Energy and Telecom Services are the two sectors that have declined, dropping 5.6 percent and
4.5 percent, respectively.
Economic expansion is bolstering the market rally, serving as the basis for higher earnings and strengthening
confidence.
• Rebounding manufacturing, strong retail sales and firming inflation are among indicators reflective of a
growing economy and supportive of upward trending earnings.
• Revenue and earnings appear on the cusp of increasing. The fourth quarter earnings season is nearing the
end, with just over 80 percent of S&P 500 companies having reported results as of February 20. Revenue is
tracking in-line while earnings are trending modestly above expectations. For 2017, Street consensus is for
year-over-year revenue and earnings growth of roughly 5 percent and 10 percent, respectively.
While the macro environment appears constructive for equity prices, among items that could trigger a
near-term pullback include complacency, valuation, extended technical trends, Washington-related uncertainty
and geopolitics.
• The Chicago Board Options Exchange (CBOE) Volatility Index (VIX) is trending between 10 percent and
11 percent, indicating that volatility is unusually low at the moment, which is consistent with high levels of
complacency.
• Broad market valuations are elevated, with the S&P 500 trading at roughly 21.5 times and 18 times trailing
12-month and 2017 earnings estimates, according to Bloomberg. The 50-year current year average priceearnings multiple, according to RBC Capital Markets, is 14.2 times, implying equities are largely priced
to perfection.
• Technically, equities appear somewhat extended, having become a buy-high, sell-higher market, with the
S&P 500 at all-time highs, roughly 8 percent above the 200-day moving average.
• The gap between expectations surrounding President Trump’s pro-growth agenda and the time likely
required before change can be enacted seems wide, setting the stage for potential future volatility.
Our outlook remains for equities to grind higher in 2017, absent a recession or accelerating inflation.
• Our published year-end 2017 S&P 500 price target of 2,400 is under review, with a bias to the upside,
based on modest multiple expansion and higher earnings. We continue to favor growth sectors over
defensive sectors, particularly on pullbacks.
Contributed by: Terry D. Sandven – Chief Equity Strategist
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FIXED INCOME MARKETS
The 10-year Treasury yield ended last week slightly higher, although rates peaked approximately nine basis
points higher midweek in the midst of robust economic data releases. Inflation accelerated in January, with
the annual headline and core consumer price index (CPI) rates coming in at 2.5 percent and 2.3 percent,
respectively. January retail sales data was well above expectations even after December retail sales were
adjusted higher, as well. Manufacturing activity also showed strong signs of recovery, with the Empire State
Manufacturing and Philadelphia Fed Business Outlook surveys growing well above expectations. Despite the
recent surge in various economic releases, including business and consumer confidence, Treasury rates have
remained range bound because uncertainty in domestic policy and broader global politics continue to weigh
on U.S. growth expectations in the short term. Investors continue to be particularly attuned to the new Trump
administration and the likelihood that the expressed desire for tax and trade reform leads to increased growth
projections in the near term.
On the monetary policy front, last week’s key development was Fed Chair Janet Yellen’s semi-annual
Congressional testimony to the Senate Banking Panel and the House Financial Services Committee. Investors
continue to watch the Fed attentively to assess any potential changes in monetary policy expectations.
Yellen’s comments were largely representative of other recent commentary and the latest February Federal
Open Market Committee (FOMC) meeting, noting the economy continues to recover at a pace such that the
Fed expects to continue gradually raising rates and normalizing monetary policy. Specifically, Yellen noted
“the Committee will evaluate whether employment and inflation are continuing to evolve in line with…
expectations, in which case a further adjustment of the fed funds rate would likely be appropriate,” which
was taken by many to mean that a March rate hike is plausible if the data remains robust. However, she did
note that domestic fiscal policy remains a significant uncertainty to monetary policy. Nevertheless, we still
expect the Fed to hike rates twice in 2017 starting in June, with a third possible hike if inflation accelerates in
the second half of the year.
We continue to be wary of municipal debt. Investors have remained attuned to the potential change of tax
policy under the new Trump administration and the possibility of reduced municipal security demand as a
result. Spreads started to widen at the end of 2016 as investors responded to this potential scenario, although
the market has recovered a bit in early 2017. Issuance has also been somewhat muted in early 2017 and is
expected to remain modest this year as compared to 2016. Tax policy changes are likely to be the key factor
driving volatility in the municipal market, particularly relative to taxable investment grade issues.
Contributed by: Gregory L. Powell, CFA – Senior Fixed Income Analyst
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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. The NASDAQ Composite Index is a marketcapitalization weighted average of roughly 5,000 stocks that are electronically traded in the NASDAQ market. The MSCI EAFE Index includes approximately
1,000 companies representing the stock markets of 21 countries in Europe, Australasia and the Far East (EAFE). The MSCI Emerging Markets Index is
designed to measure equity market performance in global emerging markets. The Chicago Board Options Exchange (CBOE) Volatility Index (VIX) shows
the market’s expectation of 30-day volatility and is a widely used measure of market risk and is often referred to as the “investor fear gauge.”
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. The municipal bond market is
volatile and can be significantly affected by adverse tax, legislative or political changes and the financial condition of the issues of municipal securities. Interest
rate increases can cause the price of a bond to decrease. Income on municipal bonds is free from federal taxes, but may be subject to the federal alternative
minimum tax (AMT), state and local taxes.
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