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One thing we’ve learned in recent days is that holiday-shortened weeks can be just as
fun as the five-day variety. Tuesday morning (a substitute for Monday morning)
brought angst and excitement in the form of a 500-point meltdown in stocks matched
by a six-week low on the 10yr T-Note yield as it hit 2.78%. That’s what a little Italian
constitutional crisis can do for ya. The ugliness in share prices reversed and recouped
on Wednesday (Italians calmed down), only to be reconstituted on Thursday as the US
tax increase on imports put the rest of the world in a bit of a tizzy. By Friday morning
(which feels like Thursday), market watchers were relieved to know that we would
finally see a calm day in the form of a simple monthly jobs report.

The serenity of dawn’s early light was slightly broken by an unorthodox tweet from
the White House (imagine that) which leaked the anxiousness of some who reside
therewithin to see the public release of the jobs report. Broken protocols and
traditional discretion notwithstanding, the anxiousness was understandable as the
jobs report was solid indeed. The headline unemployment rate fell to nearly a half-
century low of 3.8%. We’ve come a long way in the nine and a half years since we hit
10% at the depths of the Great Recession. Moreover, we’ve now seen a cycle high
level of wage growth at 2.7% year-over-year. Though labor force participation slipped
a bit, most measures of the report were excellent for this well-seasoned point in the
recovery. The 10yr Note yield seemed settled at 2.90% after initial data-digestion,
while the 2yr hovered around 2.47% as yield curve flattening remains intact.

Now, lest we forget the other key numbers this week, please allow a recap: As the
Italian food fight was grabbing headlines on Tuesday we learned that US Consumer
Confidence (as measured by the Conference Board) came in at 128%, right on the
screws vis a vis consensus estimates. Then on Wednesday GDP was revised downward
to 2.2% for the quarter… not an earth-shattering revelation…. and eventually,
yesterday, whilst European and North American Allies grumbled about US
protectionism, we were told that the Fed’s preferred measure of inflation, the Core
Personal Consumption Expenditures (PCE) index, came in slightly higher than
expected for the month, though the year-over-year trend slipped a bit to 1.8% vs 1.9%
last month. Once again, the earth was not shattered.

So in the midst of all this, whither the Fed? The dust has not quite settled for the
week, but I think it’s safe to say that policymakers are resolute and absolute in their
determination to raise rates again. How much, how long, and how high are heavy
questions hanging ‘round the necks of those in charge. Lets hope they don’t do what
they do best and overdo what needs doing. Time will tell.

Lester will return to duty next week with high wisdom after a cleansing hike in the
mountains with canine companions…. At least that’s where we think he is.
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