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Market Activity and Commodities  

 

The delayed release of fourth-quarter GDP showed a stronger-than-expected rise in U.S. 

economic activity, up 2.6% at the end of last year and 2.9% on an annual basis, 

surpassing 2017’s 2.2% pace. Coupled with an eleven-month high in job creation at the 

start of the new year, consumer optimism rebounded, overcoming earlier pressures from 

a government shutdown and market volatility. Meanwhile, a slew of disappointing data 

overseas, particularly from Europe and China, reinforced concerns of a global slowdown 

with ongoing trade negotiations and Brexit worries compounding market uncertainty 

while at the same time offering further justification to the Fed’s new “patient” approach 

to monetary policy adjustments.   

 Equities – Equities continued to perform in February after marking the best January in 

nearly 30 years. Beginning at 2,704.10, the S&P 500 rose 3.0% in February and closed at 

2,784.49. The Dow rose 3.7%, closing the month at 25,916.00. Since the start of 2017, 

U.S. equities rose an average 31%.  

 Treasuries – Treasury yields pushed higher in the month of February. The 10-yr treasury 

yield rose 9bps, rising from 2.63% to 2.72%, in line with the earlier peak of 2.72% 

reached on the 4
th
. The 2-yr treasury yield increased 6bps by the end of February, closing 

at 2.52%. Since the start of 2018, the 10-yr has increased 31bps and the 2-yr rose 63bps. 

 Oil   

o (Feb 13) – According to the International Energy Agency (IEA), the oil market will 

struggle to absorb fast-growing crude supply from outside OPEC, even with 

production cuts and U.S. sanctions on Iran and Venezuela. "In 2019 the U.S. alone 

will grow its crude oil production by more than Venezuela's current output," the 

IEA added. "In quality terms, it is more complicated." Crude traded up 0.94% at 

$53.60 a barrel. 

o (Feb 14) – According to TIPRO’s annual "State of Energy Report,” Texas oil wells 

produced more than 1.54B barrels of crude in 2018, surpassing the previous record 

of 1.28B barrels set in 1973. The record beat came despite a 40% drop in prices 

during Q4. Crude traded up 0.20% at $54.01 a barrel. 

o (Feb 26) – Crude prices took a hit after President Trump lashed out at rising crude 

prices. Taking to Twitter, the president said, “Oil prices getting too high. OPEC, 

please relax and take it easy. World cannot take a price hike - fragile!” Crude 

dropped 3.1% to $55.48 a barrel. 
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National Growth and Outlook  

 NFIB Small Business Optimism (Feb 12) – The NFIB Small Business Optimism Index declined from 104.4 to a 

reading of 101.2 in January, more than the drop to 103.0 expected, according to Bloomberg, and the lowest reading 

since November 2016. 

 Leading Index (Feb 21) – The Leading Index unexpectedly declined 0.1% in January, a three-month low. According 

to Bloomberg, the index was expected to rise 0.1% in January. 

 Chicago Fed National Activity Index (Feb 25) – The Chicago Fed National Activity Index fell from 0.05 to a 

reading of -0.43 in January, an eight-month low. According to Bloomberg, the index was expected to decline to a 

reading of 0.10 at the start of the year. The Chicago Fed National Index draws on 85 economic indicators; a reading 

below zero indicates below-trend growth in the national economy and a sign of easing pressures on future inflation. 

In January, 35 of the 85 monthly individual indicators made positive contributions, while 50 made negative 

contributions. 

 GDP (Feb 28) – Q4 GDP was (finally?!) reported at 2.6%, more than the 2.2% gain forecasted, according to 

Bloomberg, but still a three-quarter low. Year-over-year, the U.S. economy continued to expand, accelerating to a 

3.1% pace in Q4. Annual growth rose from 2.2% in 2017 to 2.9% in 2018, matching the pace in 2015. In the details, 

personal consumption rose 2.8% in Q4, following a 3.5% gain in the third quarter. Goods consumption increased 

3.9%, thanks to a 5.9% rise in durable goods consumption, a two-quarter high. Nondurable sales rose 2.8% in the 

fourth quarter, following a 4.6% increase in Q3. Services consumption rose 2.4% in Q4, a three-quarter low. Gross 

private investment increased 4.6% in Q4, following a 15.2% rise the quarter prior, thanks to a $97.1 billion rise in 

inventories in Q4, following an $89.8 billion increase the quarter prior. Fixed investment gained 3.9% in the fourth-

quarter, a two-quarter high. Nonresidential investment, including office buildings and factories, increased 6.2%, a 

two-quarter high, thanks in part to a 13.1% increase in intellectual property investment, a three-quarter high, and a 

6.7% gain in equipment investment, also a three-quarter high. Structures investment, however, fell 4.2% in Q4, the 

second consecutive quarter of decline. Additionally, residential investment declined outright, falling 3.5% in the 

fourth quarter, marking a full year of contraction. On the trade side, exports rose 1.6%, following a 4.9% drop the 

quarter prior, and imports gained 2.7% in Q4, following a 10.5% gain in Q3. Finally, government consumption rose 

0.4% in the fourth-quarter, the lowest level since Q3 2017. Federal spending rose 1.6% in Q4, led by a 6.9% gain in 

national defense spending. State and local spending, however, declined 0.3% in Q4, a five-quarter low. 
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Employment  

 Jobless Claims  

o (Feb 7) – Initial jobless claims fell 19k from 253k to 234k in the week ending February 2. The four-week 

average, however, rose from 220k to 225k. 

o (Feb 14) – Initial jobless claims rose 4k from 235k to 239k in the week ending February 9. The four-week 

average rose from 225k to 232k. 

o (Feb 21) – Initial jobless claims fell 23k from 239k to 216k in the week ending February 16. The four-week 

average, however, improved from 232k to 236k. 

o (Feb 28) – Initial jobless claims rose 8k from 217k to 225k in the week ending February 23. The four-week 

average declined from 236k to 229k. 

 Nonfarm Payrolls (Feb 1) – Nonfarm payrolls rose 304k in January, more than the 165k gain expected, according to 

Bloomberg, and marking an eleven-month high. December payrolls were revised down from 312k to 222k, while 

November payrolls were revised up from 176k to 196k. Thus, the overall change in nonfarm payrolls (January data + 

net revisions) was 234k. In the details, private payrolls increased 296k in January, following a 206k gain in 

December. Goods-producing payrolls gained 72k in January, an eleven-month high, thanks in part to a 52k increase 

in construction payrolls. Also, manufacturing payrolls rose 13k in January, albeit a five-month low. Service 

producing payrolls gained by 224k in January, a three-month high, and following a 153k rise the month prior. Trade 

and transport payrolls increased 52k in January, reflecting in part a 21k rise in retail trade payrolls at the start of the 

year. Education and health payrolls gained 55k and business services payrolls rose 30k in January, thanks to a 1k rise 

in temporary help payrolls. Leisure and hospitality payrolls gained 74k and financial payrolls rose 13k in January, a 

three-month high. On the weaker side, information payrolls fell 4k in January, the third consecutive month of decline. 

Government payrolls rose 8k at the start of the year, following a 16k rise in December, with federal employment 

gaining 1k in January. 

 Participation Rate (Feb 1) – The civilian labor force decreased by 11k in January, following a 419k rise in 

December. The participation rate, therefore, rose slightly from 63.1% to 61.2% at the start of the year. 

 Unemployment Rate (Feb 1) – Household employment fell by 251k in January, the largest monthly decline since 

August 2018, and demonstrably more than the decline in the labor force. Thus, the unemployment rate ticked up one-

tenth of a percentage point to 4.0%, a seven-month high, albeit still near a five-decade low. 
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 Average Hourly Earnings (Feb 1) – Average hourly earnings rose 0.1% in January, less than the 0.3% rise 

expected, according to Bloomberg, and following a 0.4% gain in December. Year-over-year, wages improved 3.2% 

at the start of the year, down one-tenth of a percentage point from the prior month’s pace. 

 Average Weekly Hours (Feb 1) – The average workweek remained at 34.5 in January for the second consecutive 

month. 

 JOLTS (Feb 12) – The number of job openings unexpectedly rose 169k from 7.166m to 7.335m in December, the 

highest level since the Labor Department began measuring in 2000. According to Bloomberg, the number of job 

openings was expected to decline to 6.846m. 

  
 

Consumer Activity and Confidence  

 Vehicle Sales (Feb 1) – Total vehicle sales fell 5.1% at the start of the year from 17.50m to a 16.60m unit pace, a 

five-month low. Year-over-year, vehicle sales fell 2.8% in January, the third consecutive month of decline, and 

following a 1.5% drop the month prior. 

 Consumer Credit (Feb 8) – Consumer credit rose $16.55b in December, slightly below the median estimate of 

$17.00b by economists, according to Bloomberg, and the least in three months. Monthly gains in consumer credit 

averaged $15.57 billion in 2018. 

 University of Michigan Consumer Sentiment  

o (Feb 1) – The University of Michigan Consumer Sentiment Index rose from 90.7 to a reading of 91.2 in the 

final January report, a two-year low, though higher than the 90.7 reading expected. In the details, consumer 

expectations rose from 78.3 to a reading of 79.9, while consumers’ assessment of current conditions fell from 

110.0 to 108.8 in the final January report, the lowest since November 2016. 

o (Feb 15) – The University of Michigan Consumer Sentiment Index rose from 91.2 to a reading of 95.5 in the 

preliminary February report, more than the expected gain to 93.7, according to Bloomberg, and a two-month 

high. In the details, consumers’ assessment of current conditions rose from 108.8 to a reading of 110.0, and 

consumer expectations increased from 79.9 to a reading of 86.2 in the preliminary February report, a two-

month high. 

 Retail Sales (Feb 14) – Retail sales unexpectedly declined 1.2% in December, the largest monthly decline since 

September 2009, and following a 0.1% rise in November. According to Bloomberg, retail sales were expected to rise 

0.1% at the end of the year. Year-over-year, retail sales increased 2.3% in December following a 4.2% annual rise the 
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month prior. Car sales rose 1.0% in December following a 0.7% gain in November, while gasoline stations purchases 

declined 5.1%, the second consecutive month of negative sales. Excluding autos, retail sales fell 1.8% in December 

and increased 2.0% over the past 12 months. Excluding autos and gasoline, retail sales decreased 1.4% in December 

and rose 2.2% year-over-year. In the details, sales fell in every category with the exception of building materials, 

which rose 0.3% at the end of the year, a two-month high. On the weaker side, furniture sales fell 1.3%, electronics 

sales declined 0.1% and food and beverage sales dipped 0.4% at the end of the year. Health and personal care sales 

fell 2.0%, sporting goods sales dropped 4.9% and general merchandise sales fell 0.9%, thanks to a 3.3% decline in 

department store sales. Additionally, clothing sales decreased 0.7% and non-store retailers sales fell 3.9%, the 

sharpest drop since November 2008. 

 Consumer Confidence (Feb 26) – The Consumer Confidence Index rose from 121.7 to a reading of 131.4 in 

February, more than the expected rise to a reading of 124.9, according to Bloomberg, and a three-month high. In the 

details, present situation rose from 170.2 to 173.5 and consumer expectations gained from 89.4 to 103.4 in February, 

a three-month high. 

 

  

Inflation  

 CPI (Feb 13) – The CPI was flat in January for the third consecutive month. According to Bloomberg, economists 

forecasted a 0.1% rise in the CPI at the start of the year. Year-over-year, headline consumer prices rose 1.6% in 

January, the slowest pace since June 2017. Energy costs fell 3.1%, the third consecutive month of decline, while food 

prices rose 0.2% in January, following a 0.3% gain the month prior. Excluding food and energy, the core CPI rose 

0.2% at the start of the year, matching the increase the month prior. Over the past 12 months, the core rose 2.2% for 

the third consecutive month. In the details, services costs rose 0.2% at the start of the year, following a 0.3% rise in 

December. Housing prices also increased 0.2% in January, thanks to a 0.3% jump in the OER. Additionally, medical 

care prices gained 0.2%, recreation prices increased 0.3%, education and communication costs rose 0.2%, and 

apparel prices popped 1.1% in January, an eleven-month high. On the weaker side, commodities prices fell 0.3%, the 

third consecutive month of decline, and transportation prices dipped 1.3% in January, following a 1.5% drop in 

December. Also, computer prices fell 0.5% at the start of the year. 

 PPI (Feb 14) – The PPI fell 0.1% in January for the second consecutive month. According to Bloomberg, the PPI 

was expected to rise 0.1% in January. Year-over-year, headline producer prices rose 2.0% at the start of the year, 

down from 2.5% reported in December and the slowest pace since July 2017. In the details, food prices fell 1.7%, 
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following a 2.6% gain the month prior, and energy prices dropped 3.8% in January, the third consecutive month of 

decline. Year-over-year, energy prices plunged 7.5%, the most since August 2016. Excluding food and energy costs, 

the core PPI rose 0.3% at the start of the year and increased 2.6% over the past 12 months, more than the 2.5% rise 

expected, according to Bloomberg, and following a 2.7% gain in December. Additionally, services costs rose 0.3% in 

January, due to a 0.8% rise in trade costs and a 0.5% increase in transportation and warehousing costs, a two-month 

high. 

  
 

Manufacturing and Production Activity  

 ISM Manufacturing (Feb 1) – The ISM Manufacturing Index rose from 54.3 to a reading of 56.6 in January, more 

than the expected rise to a reading of 55.8, according to Bloomberg, and a two-month high. In the details, production 

rose from 54.1 to 60.5, new orders increased from 51.3 to 58.2 and backlog of orders gained from 50.0 to 50.3 in 

January, a two-month high. Additionally, imports rose from 52.7 to 53.8 in January, a three-month high. On the 

weaker side, prices paid fell from 54.9 to 49.6, employment declined from 56.0 to 55.5 and exports dropped 1 point 

to a reading of 51.8 at the start of the year, the lowest reading since November 2016. 

 Factory Orders (Feb 4) – Factory orders unexpectedly fell 0.6% in November following a 2.1% decline the month 

prior. According to Bloomberg, factory orders were expected to rise 0.3% in November.    

 ISM Non-Manufacturing (Feb 5) – The ISM Non-Manufacturing Index declined from 58.0 to a reading of 56.7 in 

January, more than the expected decline to 57.1, according to Bloomberg, and a six-month low. In the details, prices 

paid rose from 58.0 to 59.4, backlog of orders gained from 50.5 to 52.5 and employment improved from 56.6 to 57.8 

at the start of the year, a two-month high. On the weaker side, business activity fell from 61.2 to 59.7 and new orders 

declined from 62.7 to 57.7 in January. Additionally, exports fell from 59.5 to 50.5 and imports dropped from 53.5 to 

52.0 at the start of the year, a three-month low. 

 Empire Manufacturing (Feb 15) – The Empire Manufacturing Index rose 4.9 points to a reading of 8.8 in February, 

more than the expected rise to 7.0, according to Bloomberg, and a two-month high. In the details, new orders gained 

from 3.5 to 7.5, the strongest reading since December. On the weaker side, prices paid declined from 35.9 to 27.1, 

employment fell from 7.4 to 4.1, and work hours dropped from 6.8 to a reading of 2.5 in February, a four-month low. 

Additionally, shipments fell from 17.9 to a reading of 10.4 in the second month of the year. 
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 Industrial Production (Feb 15) – Industrial production unexpectedly fell 0.6% in January, the largest decline in 

eight months, and following a 0.1% rise the month prior. According to Bloomberg, industrial production was 

expected to rise 0.1% at the start of the year. 

 Capacity Utilization (Feb 15) – Capacity utilization dropped from 78.8% to 78.2% in January, more than the 

expected decline to 78.7%, according to Bloomberg, and a six-month low. 

 Philly Fed Business Outlook Survey (Feb 21) – The Philly Fed Index unexpectedly declined into negative territory 

from +17.0 to a reading of -4.1 in February, the largest monthly drop since August 2011 and the weakest reading 

since May 2016.  According to Bloomberg, the index was expected to decline to a reading of 14.0 in February. In the 

details, employment rose from 9.6 to 14.5, a two-month high. On the weaker side, new orders fell from +21.3 to -2.4, 

shipments declined from +11.4 to -5.3 and prices paid dropped 10.9 points to 21.8 in February, the weakest reading 

since July 2017.  

 Dallas Fed Manufacturing (Feb 25) – The Dallas Fed Manufacturing Outlook Index rose from 1.0 to a reading of 

13.1 in February, more than the expected rise to 4.7, according to Bloomberg, and a three-month high.  

 Richmond Fed Manufacturing (Feb 26) – The Richmond Fed Index rose from -2, the second consecutive month of 

a below zero reading, to +16 in February, more than the expected rise to a reading of 5, according to Bloomberg, and 

a five-month high. 

 Durable Goods (Feb 27) – Durable goods orders rose 1.2% in December, less than the 1.7% rise expected, according 

to Bloomberg, and following a 1.0% increase the month prior. Year-over-year, headline orders rose 3.8% in 

December, a six-month low. Transportation orders gained 3.3% following a similarly sized increase the month prior, 

thanks in part to a near 30% pop in civilian aircraft orders. Vehicles and parts orders, meanwhile, rose 2.1% in 

December, a five-month high. Excluding transportation, durable goods orders rose 0.1% at the end of the year and 

3.6% over the past 12 months. In other details, fabricated metals orders rose 0.3% in December. On the weaker side, 

computers and electronics orders were flat in December, while primary metals orders fell 0.9%, machinery orders 

declined 0.4%, and electrical equipment orders dropped 0.1%, the second consecutive month of decline. 

 Capital Goods (Feb 27) – Capital goods orders rose 2.0% in December, following a 2.9% rise the month prior. 

Nondefense capital goods orders increased 3.7% in December. Capital goods orders excluding aircraft and defense – 

a proxy for business investment – fell 0.7% in December, the second consecutive month of decline. Year-over-year, 

business investment rose 2.6% at the end of the year compared to a 6.2% annual pace at the start of 2018. 

 Kansas City Fed Manufacturing (Feb 28) – The Kansas City Fed Index fell from 5 to a reading of 1 in February, 

the lowest reading since November 2016. Despite the monthly decline, the index has maintained a positive reading 

for twenty-seven consecutive months, matching the streak in 2010-2012.  

 Chicago PMI (Feb 28) – The Chicago PMI rose from 56.7 to a reading of 64.7 in February, more than the expected 

rise to 57.5, according to Bloomberg, the highest reading since December 2017. In the details, all five components – 

employment, prices paid, new orders, inventories and supplier deliveries – gained momentum in February. 
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Housing Market Activity  

 Construction Spending (Feb 1) – Construction spending rose 0.8% in November, more than the 0.2% rise expected, 

according to Bloomberg, and following a 0.1% rise the month prior. Construction spending has averaged -0.3% over 

the last six months and rose 3.4% year-over-year, following a similar gain the month prior. 

 NAHB Housing Market Index (Feb 19) – The NAHB Housing Market Index rose from 58 to a reading of 62 in 

February, more than the expected rise to a reading of 59, according to Bloomberg, and a four-month high. 

 Building Permits (Feb 20) – Building permits rose 0.3% in December from 1,322k to a 1,326k unit pace, an eight-

month high. According to Bloomberg, permits were expected to decline 2.6% at the end of the year. Year-over-year, 

building permits rose 0.5% in December, after back-to-back months of decline. Single family permits fell 2.2% in 

December and 5.5% year-over-year. Multi-family permits, however, rose 4.9% in December, and 12.2% year-over-

year, a nine-month high. 

 Housing Starts (Feb 20) – Housing starts fell 11.2% in December, more than the 0.1% decline expected, according 

to Bloomberg, pulling the annual pace down from 1,214k to 1,078k, the lowest level since September 2016. Single 

family starts fell 6.7%, the fourth consecutive month of decline, and multi-family starts declined 20.4% in December. 

Year-over-year, housing starts dropped 10.9% at the end of 2018, the third consecutive month of negative sales 

activity, thanks to a 10.5% fall in single family starts and an 11.8% decline in multi-family starts from this time last 

year. On a regional basis, starts declined in three out of the four regions of the country at year-end. Starts fell 13.2% 

in the Midwest, 6.0% in the South and 26.3% in the West. Additionally, starts were flat in the Northeast in December 

following a 17.6% rise the month prior. 

 Existing Home Sales (Feb 21) – Existing home sales fell 1.2% in January from 5.00m to a 4.94m unit pace, the 

lowest level since November 2015. According to Bloomberg, existing home sales were expected to rise 0.2% at the 

start of the year. Single family sales fell 1.8%, while multi-family sales rose 3.6%. Year-over-year, existing home 

sales declined 8.5%, the eleventh consecutive month of negative sales, with single family sales falling 8.4%, and 

multi-family sales declining 9.5%. From a price standpoint, the median price of a previously owned home rose 2.8% 

in January from a year earlier to $248k. 

 S&P/CS 20 City Index (Feb 26) – The S&P Case-Shiller 20 City Home Price Index rose 0.2% in December, less 

than the 0.3% rise expected, according to Bloomberg, and a four-month low. Year-over-year, house prices rose 4.2%, 

down from 4.6% in the previous month, and the slowest pace in four years. 
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 Pending Home Sales (Feb 27) – Pending home sales rose 4.6% in January, more than the 1.0% rise expected, 

according to Bloomberg, and following six consecutive months of decline. Year-over-year, however, pending home 

sales fell 3.2%, the ninth consecutive month of decline. 

  
 

Trade and Currency  

 U.S. Dollar 

o (Feb 28) – The dollar rose following a stronger-than-expected Q4 GDP report, up 2.6% compared to 

expectations of 2.3% growth. The dollar traded up 0.4% at $96.16.  

 Trade (Feb 6) – The trade balance narrowed 11.5% from $55.7b to $49.3b in November, a five-month low. 

According to Bloomberg, the median estimate was a deficit of $54.0b. 

 Import Prices (Feb 15) – Import prices declined 0.5% in January, more than the 0.2% fall expected, according to 

Bloomberg, and the third consecutive month of decline. Year-over-year, import prices decreased 1.7%, the largest 

annual decline since August 2016. Trade prices fell an average of 0.1% per month throughout 2018. 

U.S. Trade Weighted Dollar Index 

 
Source: Bloomberg  
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Monetary Policy, Reports, and Commentary  

 Atlanta Fed GDPNow Forecast 

o (Feb 21) – Following an unexpected decline in existing home sales in January, the Atlanta Fed revised down 

its Q4 GDP forecast from 1.5% to 1.4%, significantly lower than earlier estimates of 3.0%. 

 Fed Speak  

o (Feb 4) – According to Minneapolis Fed President Neel Kashkari, Powell is “coming around” to the idea of 

waiting until wages and inflation pick up before hiking again. Speaking at a Town Hall event hosted by the 

Trinity Lutheran Church in Long Lake, Minnesota, the dovish-leaning Fed president insisted that a Fed pause 

will help keep a fundamentally healthy economy on track. "Let's just not tap the brakes prematurely.” 

o (Feb 5) – President Trump met with Federal Reserve Chairman Jerome Powell and Federal Reserve Vice 

Chairman Richard Clarida for dinner at the White House. According to reports, while the Fed chief did not 

share expectations for monetary policy, he stressed the Committee’s data-dependent stance based "solely on 

careful, objective and non-political analysis.” 

o (Feb 7) – Speaking to educators at a town hall meeting in Washington D.C., Federal Reserve Chairman 

Jerome Powell reiterated the Committee’s generally upbeat message around the U.S. economy. 

“Unemployment is low, prices are near 2% inflation, so we’re in a good place now,” he said. 

o (Feb 8) – According to St. Louis Fed President James Bullard, current Fed policy is a "little bit restrictive.” 

Speaking at St. Cloud State University in Minnesota, Bullard said he's concerned that the Fed’s policy 

approach "might be putting downward pressure instead of upward pressure on inflation."  

o (Feb 14 ) – Speaking to CNBC, Federal Reserve Governor Lael Brainard said she favors an end to balance 

sheet reduction this year: “In my view, that balance-sheet normalization process probably should come to an 

end later this year.”  

o (Feb 20) – Cleveland Federal Reserve President Loretta Mester also noted the likelihood of a near-term end 

of balance sheet reduction in a speech at the University of Delaware. Mester said she expects the Fed to 

complete its plans for balance sheet reduction “at coming meetings.” 

 January 30
th

 FOMC Meeting Minutes (Feb 20) – The January 30
th
 FOMC meeting minutes reiterated the Fed’s 

more patient tone revealed in the most recent statement and furthermore reinforced the Committee’s still-positive 

assessment of the domestic economy. According to the minutes, the discussion regarding the pathway for rates this 

year remained fruitful with some still arguing a need for additional policy action to rebuild the Fed’s proverbial tool 

kit in order to combat eventual weakness. Such a faction, however, appeared to be a minority with the majority of 

Fed officials seemingly comfortable with the action taken over the past few years, particularly amid a now-growing 

concern over inflation or lack thereof in the U.S. economy. In other words, while the initial statement release seemed 

to emphasize concerns overseas, a lack of domestic price pressures perpetuated by an importation of global 

deflationary pressures is also a primary catalyst for a sidelined Fed. Additionally, in January, the Fed issued a 

separate statement regarding balance sheet normalization, indicating a willingness to maintain an “ample” level of 

reserves once the balance sheet is right-sized. While “ample” was not quantified, in the January 30
th
 minutes, the 

Committee expressed a desire to more clearly communicate an end to balance sheet normalization and sooner than 

later. 
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Domestic News and Activity   

 Politics and the Trump Administration 

o (Feb 1) – President Trump was reportedly optimistic that the U.S. and China could reach "the biggest deal 

ever made” ahead of a March 2
nd

 deadline. 

o (Feb 4) – The U.S. and Russia suspended a 1987 nuclear weapons treaty, which banned land-based missiles 

with a range between 300 and 3,400 miles and kept nuclear-tipped cruise missiles off the European continent 

for three decades. 

o (Feb 6) – President Trump addressed a joint session of Congress in his second State of the Union address. 

The event was delayed one week from the originally scheduled date because of the ensuing government 

shutdown. In his remarks, the president called for unity, a vital component needed for the country to continue 

along a path to prosperity. “This is our future – our fate – and our choice to make. I am asking you to choose 

greatness. No matter the trials we face, no matter the challenges to come, we must go forward together,” the 

president said. Among the details, as expected, immigration was a key issue addressed in the president’s 

comments. Stopping short of declaring a state of national emergency, Trump reiterated his call for a border 

wall, urging both Republicans and Democrats to “join forces” and pass a bill in the next 10 days that 

addressed the need for heightened border security. The president also reminded Congress that “most of the 

people in this room voted for a wall, but the proper wall never got built. I will get it built,” he said. On the 

economy, the president touted the strength of the U.S. recovery calling it an economic “miracle” threatened 

by “politics, or ridiculous partisan investigations.” Economics, however, took a back seat to a more pressing 

political agenda which aside from illegal immigration, extended to trade, specifically noting that unfair trade 

practices with China “must end,” healthcare and a call for cheaper prescription drug prices, and international 

relations as Trump disclosed plans to meet with North Korean leader Kim Jong Un on February 27-28 in 

Vietnam. 

o (Feb 7) – With eight days before the February 15
th
 deadline, a bipartisan group worked diligently to reach a 

longer-term deal to fund the government. On the heels of his State of the Union address, the president 

reiterated his message that any compromise must include funding for a border wall. Whatever the proposal, 
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Speaker of the House Nancy Pelosi offered preemptive support suggesting Democrats may be willing to bend 

on border security in order to pass a last-minute budget and avoid a second-round shutdown. 

o (Feb 8) – President Trump announced that he would not meet with China's President Xi before a March 2
nd

 

deadline set by the two countries to achieve a trade deal. The declaration came following remarks from 

White House economic advisor Larry Kudlow that a "pretty sizable distance" remained between the two 

sides. Taken together, optimism for a trade deal in the short term waned. 

o (Feb 8) – House Democrats introduced a “Green New Deal" aimed at making the United States carbon 

neutral in 10 years. It also sets a policy tone for Democrats who plan to make climate change a central issue 

in the 2020 presidential election. According to reports, the plan, introduced by Rep. Alexandria Ocasio-

Cortez and Sen. Edward Markey, calls for a number of groundbreaking moves including new projects to 

modernize U.S. transportation infrastructure, de-carbonize the manufacturing and agricultural sectors, make 

buildings and homes more energy efficient, as well as provide universal health care, federal job and training 

guarantees and a family-sustaining guaranteed income. Republicans fired back calling the plan a "socialist 

manifesto" that would "take our growing economy off the cliff and our nation into bankruptcy.” 

o (Feb 12) – Washington officials reached a tentative deal to fund the government including $1.38B in border 

security. Well below the original $5.7B requested for border security, Republicans also blocked efforts to 

place certain limits on detention beds, an issue that had derailed talks earlier. 

o (Feb 13) – The national debt reached a new milestone, topping $22T for the first time. Debt stood at $19.95T 

when President Trump took office on January 20, 2017, but has been steadily rising amid increased spending 

particularly on domestic and military programs, reduced receipts and higher financing costs as the Federal 

Reserve continued to raise rates. Additionally, the passage of the Tax Cuts and Jobs Act, or $1.5T tax cut, 

has contributed to the rising debt. The Trump administration maintains that its tax cuts will eventually pay 

for themselves by generating faster growth, although some question the administration’s projections. 

o (Feb 14) – According to White House officials, President Trump may be willing to bypass the self-imposed 

deadline of March 2
nd

, potentially granting an additional 60 days in order to ensure that a comprehensive 

trade deal is reached with China. 

o (Feb 19) – The Trump administration held off on implementing “steep” tariffs on imported European 

vehicles as negotiations remained underway between the U.S. and EU. According to European Commission 

chief Jean-Claude Juncker, "Trump has given me his word that there will be no car tariffs for the time being. 

I believe him. However, should he renege on that commitment, we will no longer feel bound by our 

commitments to buy more U.S. soya and liquid gas." 

o (Feb 20) – As trade negotiations continued, the U.S. demanded that China keep the yuan stable, while 

Beijing wanted Washington to respect its right to develop and become “prosperous.” Speaking at a White 

House event, President Trump said the ongoing discussions were going well and additionally reiterated that 

he was open to pushing off the March 2
nd

 deadline to complete negotiations. 

o (Feb 25) – President Trump announced plans to delay an increase in tariffs on Chinese imports scheduled for 

March 2
nd

. "The U.S. has made substantial progress in our trade talks with China," he wrote on Twitter. 

"Assuming both sides make additional progress, we will be planning a Summit for President Xi and myself, 

at Mar-a-Lago, to conclude an agreement." 
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International News and Activity   

 European Union  

o (Feb 1) – Eurozone inflation slipped from 1.6% to 1.4% in January, the third month of waning price 

pressures. The core, however, which excludes volatile energy and unprocessed food prices, inched up to 

1.2% in January, above expectations of an unchanged reading at 1.1%. 

o (Feb 5) – According to the latest IHS Markit's Euro Zone Composite Final Purchasing Managers' Index, 

overall economic health in the bloc fell from 51.1 to 51.0 in December, its lowest point since July 2013. As 

weakening demand has spread from manufacturing to services, some analysts suggest first-quarter growth 

will barely remain positive in Q1, up 0.1%, according to Bloomberg, relative to earlier estimates of 0.4%. 

o (Feb 7) – German industrial output unexpectedly dropped in the latest December reading, down 0.4% 

compared to the 0.7% increase expected by analysts. 

o (Feb 12) – The EU refused to reopen the separation agreement as talks continue in Brussels. British Prime 

Minister Theresa May, however, insisted she can get legally binding changes to replace the contentious Irish 

border "backstop."  

o (Feb 13) – According to Eurostat, the EU saw an annual decline of 2.7% in industrial production in the last 

month of 2018, the weakest pace since the financial crisis. According to the details, the region finds itself 

“squeezed” between international and domestic drags. 

o (Feb 14) – The German economy grew 0.02% in the latest Q4 report, narrowly escaping recession. 

According to the report, global trade disputes and Brexit are among the top variables threatening to derail a 

near decade-long expansion in Europe's largest economy. 

 The U.K. 

o (Feb 4) – British Prime Minister Theresa May is reportedly “determined” to deliver an on-time Brexit on 

March 29
th
. With the deadline rapidly approaching, some ministers in her own Cabinet suggested a delay 

could be needed to push related legislation through the U.K. House of Commons.  

o (Feb 7) – The Bank of England left rates unchanged at 0.75%. Furthermore, the central bank predicts only 

one possible rate hike over the next three years. As Brexit negotiations drag on, the outlook for growth has 

slowed. The BOE downgraded its forecast for current year growth from 1.7% to 1.2% and 2020 from 1.7% 

to 1.5%. 

o (Feb 11) – The British economy grew just 0.2% in the final quarter of 2018 after a 0.6% increase in Q3. 

Against a background of Brexit-related uncertainty, the latest survey from economists furthermore showed a 

one-in-three chance of a recession in the next year, according to Bloomberg. 

o (Feb 13) – U.K. inflation fell below the Bank of England's 2% target for the first time in two years, dropping 

from 2.1% to 1.8% in January and giving officials further reason to refrain from raising interest rates as 

Brexit fears grip the economy. British lawmakers continue to face a choice between Theresa May's Brexit 

deal or a long extension to the March 29
th
 deadline for leaving the bloc. 

o (Feb 19) – Seven Labour MPs resigned from the U.K.'s main opposition party, undermining the influence of 

Jeremy Corbyn and his Brexit strategy. The new faction will sit in the U.K. Parliament as "The Independent 

Group," after reportedly citing concerns with the main opposition's "Brexit" position, "bullying" and "anti-

Semitism." 

o (Feb 22) – According to reports, Theresa May has asked the EU for a three-month delay to the March 29
th
 

Brexit deadline. Anything longer than that would put the U.K. under pressure to take part in European 

elections on May 23-26. Furthermore, if an extension is granted, the assumption would be that British 

lawmakers pass a renegotiated deal when May presents it. 
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 China  

o (Feb 1) – Chinese officials were optimistic that they could come to an agreement on trade with the U.S. 

According to China's trade delegation, the negotiations with the U.S. in Washington made "important 

progress" and focused on three key themes – "trade, structural issues and enforcement." 

o (Feb 1) – The latest reading from Caixin/Markit showed Chinese manufacturing activity fell from 49.7 to 

48.3 in January, the slowest pace of activity since February 2016. 

o (Feb 4) – The Caixin/Markit's services PMI dipped to 53.6 in January from 53.9 the previous month, still 

well above the 50.0 mark that separates growth from contraction. Despite a moderately slower pace of 

activity, China’s service sector continued to grow at a relatively solid pace at the start of the year. 

o (Feb 15) – Chinese factory gate inflation slowed from 0.9% to 0.1% in January, the seventh consecutive 

month of waning price pressures. Consumer prices, meanwhile, rose just 1.7% year-over-year in January, a 

one-year low. 

-Lindsey Piegza, Ph.D., Chief Economist   
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Glossary   

BOE – Bank of England 

CPI – Consumer Price Index  

EU – European Union 

FOMC – Federal Open Market Committee  

GDP – Gross Domestic Product 

IEA – International Energy Agency 

ISM – Institute for Supply Management 

JOLTS – Job openings and Labor Turnover Survey  

MPs – Members of Parliament 

NAHB – National Association of Homebuilders  

NFIB – National Federation of Independent Business  

OER – Owners’ Equivalent Rent 

OPEC – Organization of Petroleum Exporting Countries 

PCE – Personal Consumption Expenditures 

PM – Prime Minister 

PMI – Purchasing Managers’ Index  

PPI – Producer Price Index  

S&P – Standard and Poor’s 

TIPRO – Texas Independent Producers & Royalty Owners Association 
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This material is prepared by the Fixed Income Strategy Department of Stifel Nicolaus & Co (“Stifel”). This 

material is for informational purposes only and is not an offer or solicitation to purchase or sell any security or 

instrument or to participate in any trading strategy discussed herein.  The information contained is taken from 

sources believed to be reliable, but is not guaranteed by Stifel as to accuracy or completeness.  The opinions 

expressed are those of the Fixed Income Strategy Department and may differ from those of the Fixed Income 

Research Department or other departments that produce similar material and are current as of the date of this 

publication and are subject to change without notice. Past performance is not necessarily a guide to future 

performance. Stifel does not provide accounting; tax or legal advice and clients are advised to consult with their 

accounting, tax or legal advisors prior to making any investment decision. Additional Information Available Upon 

Request. 
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