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U.S. Economy
Consumer spending in June rose 0.4% from May, and May spending was revised up to a 0.5% gain from April.
Disposable income rose 0.3%, and the Fed’s preferred inflation measure was up 2.2% year-over-year. The
economy added 157,000 jobs in July, and June gains were revised up to 248,000. Earnings rose 2.7% year-overyear, participation was unchanged, and the unemployment rate dropped to 3.9%.
Our Take: Both of these results show continued expansion in the U.S. economy and firming inflation.
These results are unlikely to alter the Fed’s policy trajectory.

Trade
Reports surfaced of talks between representatives of Mnuchin and Chinese Vice Premier Liu to restart trade
negotiations. However, President Trump also directed the USTR’s office to examine imposing a 25% tariff on an
additional $200 billion of imports from China rather than just a 10% tariff. The Chinese government announced that
it has a list of goods comprising $60 billion of imports from the U.S. on which it will impose tariffs if the U.S.
implements more tariffs.
Our Take: After a brief flash of hope that the U.S. and China may be able to negotiate a de-escalation of the
current trade conflict, it now appears that the Trump administration is determined to further escalate the conflict in
hopes of motivating changes to China’s trade and foreign investment policies. The escalating trade conflict is a
severe threat to global growth.

FOMC Meeting
As expected, the Federal Reserve Open Market Committee (FOMC) announced its decision to maintain the federal
funds rate at the current target of 1.75% to 2.0%. According to the Fed statement, the labor market continued to
strengthen and economic activity has been “rising at a strong rate.” The committee noted that both household
spending and business investment have “grown strongly,” and unemployment has stayed low. The committee also
stated that inflation remains near its 2% target.
Our Take: Unemployment is low, growth is accelerating, and inflation is near the Fed’s 2% target. Nothing
in the statement hinted that the Fed plans to deviate from its forecast of two additional rate increases in 2018 and
continued balance sheet reduction.

Japan
The BOJ reiterated its commitment to monetary stimulus, while also making some tweaks to policy aimed at
reducing market distortions and strains on commercial banks caused by the current policy. One of the significant
tweaks is to allow 10-year JGB yields to deviate as much as 20 basis points from the 0% target. Longer U.S. and
European yields rose in response to these developments.
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Our Take: Kuroda is determined to press on with monetary stimulus. The reaction in global bond markets
to these small policy tweaks indicates the extent to which major central banks have distorted markets with their
policies over the past decade.

Municipals
Chicago will have its smallest budget deficit since 2007, according to a report released this week. Chicago’s 2019
budget deficit is expected to be almost $98 million. In addition, the city’s pension liability dropped from $35 billion
last year to $28 billion this year. Mayor Rahm Emanuel stated this week that he is “proud of the fiscal work we have
done” and that the city has “more work to do.”
Our Take: Chicago is on the right track. Chicago’s budget deficit at this time last year was expected to be
$114 million. In 2011, the city had a deficit of $635 million. While the city has made progress and is taking steps to
improve its fiscal health, leaders should continue to focus on meaningful pension reform along with closing the
budget gap.
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