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General market news
 Rates finished last week by moving higher. Short rates moved the most, as the 2-year
Treasury yield opened on Monday at 2.70 percent. The 10-year had been at 2.80 percent a
week and a half ago but opened Monday at 2.93 percent. The 30-year opened at 3.09
percent. The curve-flattening process is getting upward pressure from short rates as the
market anticipates the Federal Reserve (Fed) moving short rates higher this fall. Long
rates seem to be hitting a ceiling for the time being.
 All three major U.S. averages moved lower last week. The tech-heavy Nasdaq Composite
Index had the largest loss in months, as technology shares had a large sell-off. Facebook
and Twitter executives testified before Congress about foreign interference in U.S.
elections and what steps are being taken to mitigate that, and investors responded
negatively to the outcome. The energy sector further pressed U.S. markets lower as
investors sold off in response to rising U.S. oil inventories. Finally, Chinese tariff talks
have weighed on markets recently, but nothing has been implemented. The U.S.
administration is evaluating the effects of the latest proposed round of tariffs before
acting.
 Last week, several important economic reports were released. On Tuesday, the Institute
for Supply Management (ISM) Manufacturing index defied expectations and rose to 61.3
from an already strong 58.1. On Thursday, the ISM Nonmanufacturing index also came
in better than expected, jumping from 55.7 to 58.5. These positive results show that
business confidence remains high.
 On Friday, the August employment report came in better than expected, with 201,000
new jobs added during the month. The underlying data was also strong, with
unemployment remaining steady at 3.9 percent and average wage growth increasing to
2.9 percent annualized.
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What to look forward to
This week’s data will start with prices and concerns over inflation.
On Wednesday, the producer price reports will be released. The headline index, which includes
energy and food, is expected to rise by 0.2 percent for August, up from a flat result in July. There
may be some upside risk on energy prices, as well as tariff-driven increases in other input
prices—particularly steel and electronics. The annual change is expected to drop from 3.3
percent to 3.2 percent, indicating that longer-term inflation pressures remain above the target
range set by the Fed. The core index, which excludes energy and food, should also rise. It is
expected to go from 0.1 percent in July to 0.2 percent for August. The annual figure should stay
steady at 2.7 percent. Tariffs are reported to be driving faster input inflation, although it is not yet
expected to show up in the aggregate figures.
On Thursday, the consumer price reports are expected to show continued inflation at the headline
level. The headline index will likely rise by 0.3 percent in August, up from 0.2 percent in July.
The annual figure is expected to drop from 2.9 percent in July to 2.8 percent in August. The core
index, on the other hand, should stay steady—with the monthly figure holding at 0.2 percent and
the annual figure at 2.4 percent. As with the producer prices, these figures indicate inflation
continues to run above the Fed’s target levels, which should continue to drive interest rates
higher.
On Friday, the retail sales report is expected to show growth of 0.6 percent for August, up from
0.5 percent in July, on a rise in gasoline prices and steady auto sales. There is some downside
risk, as a modest pullback may be likely after a big increase in July. Core retail sales, which
exclude autos, are also expected to do well. August growth should remain steady at 0.6 percent—
the same as in July.
Also on Friday, the industrial production report should tick up a bit, from a gain of 0.1 percent
for July to a gain of 0.3 percent for August. Manufacturing will likely show similar growth—
from a 0.3-percent gain in July to a 0.4-percent gain in August. There’s some downside risk with
these numbers, as manufacturing employment declined last month and growth in oil drilling and
utility production was moderate.
Finally, we’ll see the University of Michigan consumer confidence survey on Friday. It is
expected to hold steady from August to September at 96.2. This is a historically high level and
suggests that consumers are not yet worried about the effects of a trade war, given a decline in
gas prices and the recent stock market surge. There may be some upside risk here, as the recent
increase in the Conference Board survey brought it close to an 18-year high.
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