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Real GDP growth has not been 3% since 2005 when Bush was President
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1995   
near-miss Housing bubble 

economy was slower 
than late 90s stock 
market bubble, but 
unemployment still 
fell from 6.3% to 4.4%

Fed hikes 
rates 3 to 6%
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Q1 16 Q2 16 Q3 16 Q4 16 Q1 17p Q1 17r
REAL GDP 0.8 1.4 3.5 2.1 0.7 1.2
REAL CONSUMPTION 1.6 4.3 3.0 3.5 0.3 0.6

CONSUMPTION 1.1 2.9 2.0 2.4 0.2 0.4
   Durables -0.1 0.7 0.8 0.8 -0.2 -0.1
   Nondurables 0.3 0.8 -0.1 0.5 0.2 0.2
   Services 0.9 1.4 1.3 1.1 0.2 0.4

INVESTMENT -0.6 -1.3 0.5 1.5 0.7 0.8

   Business Plant 0.0 -0.1 0.3 -0.1 0.6 0.7
   & Equipment and -0.6 -0.2 -0.3 0.1 0.5 0.4
   Intellectual Property 0.2 0.4 0.1 0.1 0.1 0.3

   Homes 0.3 -0.3 -0.2 0.4 0.5 0.5

   Inventories -0.4 -1.2 0.5 1.0 -0.9 -1.1

EXPORTS -0.1 0.2 1.2 -0.6 0.7 0.7

IMPORTS 0.1 0.0 -0.3 -1.3 -0.6 -0.6

GOVERNMENT 0.3 -0.3 0.1 0.0 -0.3 -0.2
      Federal defense -0.1 -0.1 0.1 -0.1 -0.2 -0.2
      Fed nondefense 0.0 0.1 0.1 0.1 0.0 0.0
      State and local 0.4 -0.3 0.0 0.1 -0.2 -0.1
Below line: Percentage point contributions to Q1 17 1.2% real GDP

Third estimate for Q1 is Thursday, June 29
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1.2% GDP NOW IN FIRST QUARTER BETTER THAN 0.7% BEFORE   
 
Real GDP growth was 

revised up in the first 

quarter this week to 1.2% 

from the 0.7% estimate a 

month ago.  

 

Why was growth half a 

percentage point higher? 

The reasons were mixed 

with some of the drag on 

spending made less so. 

Stronger spending 

revisions were seen in 

consumer expenditures 

on services, and business 

investment on “intellectual property,” which is software, 

R&D, and Entertainment. The stronger growth at the 

start of the year adds a tenth on our full year 2017 

forecast to 2.3%. We are still thinking 3% in 2018, not 

ruling it out anyway, while the Fed forecasts in 2018 are 

for just 2.1% growth.  

 

One of the new administration officials has said that the 

definition of Trump economics was 3% GDP. Growth of 

3% is not that much higher than the trend in 2014-15, 

and a lot lower than the “double-GDP” campaign pledge
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Real GDP investment spending on 
equipment measured  on year/year basis

that was more like 4% 

(double the “2% trend”) 

Growth was 2.6% in 2015, 

before slowing to 1.6% in 

2016 on a temporary fall in 

inventories call it and the 

oil crash which dragged 

down business spending 

on structures and 

equipment. One reason for 

cutting corporate taxes is 

to boost business capex 

investment spending. The 

jury is out on whether 

investment will increase by 

giving corporations more after-

tax income. It is not just the 

Trump economics team that 

wants more capex and growth. 

The Yellen-led Federal Reserve 

wants to see more business 

investment, and this is one 

reason they are keeping the 

cost of borrowing at these 

extraordinarily low levels.   

1995   
near-miss 

2.6%
Q1  7.2
Q2  2.9e
Q3  2.9e
Q4  5.0e

2010       
+15.9%Business investment 

spending on equipment

-2.9

2009       
-22.9%

 

$BLN Nominal GDP expenditures Q4 15 YOY% Q1 16 Q2 16 Q3 16 Q4 16 YOY% Q1 17 Annual rate
Equipment & Intellectual Property 1823.5 4.4 1806.4 1817.4 1813.2 1822.9 0.0 1858.2 7.7%
EQUIPMENT 1092.6 4.2 1066.3 1058.7 1049.3 1053.5 -3.6 1074.3 7.9%
Information processing equipment 322.1 4.6 319.9 316.8 322.8 324.4 0.7 333.0 10.6%

puters 75.4 -7.1 76.0 78.2 77.0 74.4 -1.3 77.5 16.7%
r processing equipment 1 246.6 8.7 243.9 238.6 245.8 250.0 1.4 255.4 8.6%

Industrial equipment 224.7 3.8 222.2 227.3 226.1 228.7 1.8 233.8 8.9%
Transportation equipment 310.7 10.3 301.3 297.6 286.7 286.6 -7.8 292.6 8.4%
Other equipment 2 235.1 -3.2 222.9 217.0 213.7 213.8 -9.1 215.0 2.2%
INTELLECTUAL PROPERTY 730.9 4.9 740.1 758.7 763.9 769.4 5.3 783.9 7.5%
   Software 330.1 3.8 336.0 339.4 342.6 343.7 4.1 348.4 5.5%

search & Development (R&D) 320.3 5.7 323.0 337.9 338.8 342.3 6.9 350.5 9.6%
   Entertainment, literary, artistic 80.6 6.2 81.1 81.4 82.5 83.4 3.5 85.0 7.7%
1 Communication, medical, photocopy, office and accounting equipment; nonmedical instruments

niture; agriculture, construction, mining/oilfield, and service industry machinery; electrical equipment

    Com
    Othe
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2 Fur

 

Business spending is getting all 
the scrutiny right now. R&D dollars keep flowing for all the talk rising 9.6% at an annual rate in Q1 
2017 after a 6.9% gain in 2016. Business equipment spending rebounded strongly in the first 
quarter, but nondefense capital goods orders ex-aircraft from Friday’s durable goods report show no 
movement in March and April. One of the tax reforms mentioned is the immediate expensing of 
equipment 
purchases, so it is 
possible that some 
April durable 
goods purchases 
are being delayed. 
On the other hand, 
most of the 
durables 
weakness had 
been limited to farm machinery and oil & gas equipment orders. Too early to say whether 
Washington uncertainty is back on as a risk factor for the economy. 



 

JOBLESS CLAIMS—BETTER THAN BEST TIMES NOW FOR LABOR MARKET  

President takes Office Unemployment
Clinton Jan 1993 7.3%
Bush Jan 2001 4.2%
Obama Jan 2009 7.8%

Unemployment claims were 234,000 in the May 20 week. There have now been four straight weeks 
that jobless claims have been down low in the 230,000 range. The labor 
market couldn’t be any stronger according to jobless claims. It shows that 
businesses are wisely hoarding labor and not laying off workers because 
there are no skilled workers to fill these jobs at corporations and 
companies across the country. The Friday, June 2 monthly payroll jobs number could be another 
200K-plus.  

Initial jobless claims new low 227K: best level since the 1970s
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31-Mar Q2 Q3 Q4 Q1 Q2 Q3
2017 2017 2017 2017 2018 2018 2018

30-Yr Bond 3.03 3.10 3.20 3.40 3.60 3.70 3.80
10-Yr Note 2.40 2.50 2.70 3.00 3.20 3.40 3.50

 5-Yr Note 1.93 2.10 2.40 2.70 3.00 3.20 3.30

 2-Yr Note 1.25 1.50 1.75 2.00 2.25 2.50 2.75

3-month Libor 1.15 1.50 1.70 1.95 2.20 2.45 2.70
Federal Fund Rate 1.00 1.25 1.50 1.75 2.00 2.25 2.50
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Continuing unemployment claims say economy is beyond full employment
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Total payrolls
Apr +211K
Mar  +79K
Feb +232K

Payroll 
jobs
left
axis

000s4.8 4.55.0000s 4.9 4.6 4.75.0 4.7 4.9 4.9 4.74.9 4.8 4.4

Unemployment rates

May 13, 2017
1.923 million

TREASURY CURVE BREAKS 100 BPS, MORE NARROWING TO WAIT ON FED    
The yield curve between 2-yrs and 10-yrs 
was 95 bps on Friday versus 96 bps last 
week. 10-yr yields had come down further 
from 2.40% in the prior week on the Trump 
Comey Russia revelations, in no particular 
order, falling with the Wednesday, May 17 
Dow industrials steep 372 point drop, the 
biggest sell-off since the election. Stocks rallied back this week, the S&P 500 at least at record highs, 
but 10-yr yields stayed down in the dumps within a tight range of the closes from 2.25 to 2.28 percent.    

2yr/10yr Treasury curve supposed to flatten if Fed hikes rates June 14
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Jan  -5.9
Feb  -7.7
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FEDERAL RESERVE POLICY   Selected Fed assets and liabilities Sep 10

Fed H.4.1 statistical release 2008**
billions, Wednesday data 24-May 17-May 10-May 3-May pre-LEH
Factors adding reserves
U.S. Treasury securities 2464.660 2464.638 2464.815 2464.792 479.782
Federal agency debt securities 8.834 8.834 11.829 11.829 0.000
Mortgage-backed securities 1780.383 1778.109 1769.016 1769.015 0.000
Primary credit (Discount Window) 0.011 0.023 0.000 0.024 23.455
Term auction credit (TAF auctions) 0.000 0.000 0.000 0.000 150.000
Asset-backed TALF 0.000 0.000 0.000 0.000
Maiden Lane (Bear) 1.710 1.709 1.709 1.709 29.287
Maiden Lane II (AIG) 0.000 0.000 0.000 0.000 0.000
Maiden Lane III (AIG) 0.000 0.000 0.000 0.000 0.000
Central bank liquidity swaps 0.041 0.036 0.035 0.035 62.000
Federal Reserve Assets 4517.5 4513.6 4520.0 4517.6 961.7
3-month Libor % 1.20 1.18 1.18 1.17 2.82
Factors draining reserves
Currency in circulation 1551.551 1548.437 1548.378 1546.200 834.477
Term Deposit Facility 16.347 0.000 0.000 0.000 0.000
Reverse repurchases w/others 184.946 167.270 187.269 186.667 0.000
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July 2017 Fed funds futures "odds" of June 14 Fed rate hike

Mar 1
(Feb 28)
Dudley
rate hike 
compelling

Apr 7    
98K jobs 
but 4.5% 
unemploy
ment 

Apr 25 
Dow
+232 
points

Apr 24 
French 
election

Mar 15 
Fed  rate 
hike  to 
1.0%

May 26 
1.011%
close
80% Odds

Apr 18 
Bond rally 
yield low 
2.16%

May 17 
Dow     
-372 
points

May 12 
Core 
CPI 
0.1%

Reser
   T
   T
   T

ve Balances (Net Liquidity) 2206.163 2247.673 2219.918 2200.821 24.964
reasuries within 15 days 11.910 11.910 20.483 20.483 14.955
reasuries 16 to 90 days 44.608 44.608 37.862 37.862 31.549
reasuries 91 days to 1 year 230.778 230.777 223.204 223.203 69.272

   Treasuries over 1-yr to 5 years 1195.577 1195.573 1170.574 1170.570 170.807
   Treasuries over 5-yrs to 10 years 349.059 349.054 384.944 384.939 91.863
   Treasuries over 10-years 632.730 632.716 627.747 627.733 101.337
**September 10, 2008 is pre-Lehman bankruptcy of 9-15-08 

 
The Fed meets June 13-14 to consider its 
monetary policy. Yellen will hold a press 
conference after the meeting from 230pm to 
330pm EDT, to explain the Fed’s reasons 
behind what is widely expected to be a 25 
bps rate hike in the Fed funds rate to 
1.25%.  
 
The Fed has two objectives, maximum 
employment which has been met, and 2.0% 
inflation which has not. We never 
understood the Fed’s concern about 
inflation being too low; it’s not as if there is 
any real risk of deflation as this is not an 
economy facing stagnation or weakened 
demand. We like the Fed Chair’s original comment a few years ago that the Fed funds rate should 
be at normal when the unemployment rate comes back down to normal. Well, that condition has 
been met: the unemployment rate is 4.4% and it was never lower during the Greenspan housing 
bubble economy years of 2004 to 2006. We cannot believe the Fed funds rate isn’t already up there 
(and not “way up there”) at 3%. And keep in mind, based on their latest March FOMC meeting 
forecasts, the Fed funds rate will not be at 3% until the end of 2019. Too long to wait in our view, 
let’s see what Trump’s Fed Chair does with monetary policy. Time for a change. 
 
What should the Fed do on June 14 at the 2pm decision announcement time? If you ask the market, 
Fed funds futures traders still believe in their hearts that the odds of a 25 bps rate hike to 1.25% are 
80%. July Fed funds futures closed at 1.11% on Friday, May 26, and should only move 5 bps higher 
to 1.16% on average in July if the Fed hikes rates. 
 
 
 
 



 
 
CORPORATE BONDS: COCA-COLA, NORFOLK SOUTHERN, PUBLIC STORAGE   
Corporate offerings were $39.3 billion in the May 26 week versus $39.1 billion in the May 19 week. 
On Monday, Becton Dickinson came with a $9.7 billion 7-part offering. It priced $2.4 billion 3.7% 10-
yrs (m-w +25bp) at 145 bps (Ba1/BBB+). The global medical technology company will use the 
proceeds to fund its acquisition of C.R. Bard Inc. Corporate bonds (10-yr Industrials rated A2) were 
83 bps above 10-yr Treasuries on Friday versus 84 bps last Friday.   
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BAA-RATED CORPORATES TO 30-YR GOVTS

163 bps in April (4.57% vs 2.94%)
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EXPECTED 10-YR 

hike
2-3 WEEK 
TRADING RANGE 
2.00% to 2.75% 
 
Week’s  10-YR 
Range Mar 15

Fed
rate
hike

 
HIGH 101-11  2.22% 
 
Tuesday, May 23, 
overnight highs made 
after U.K. terror attack 
in Manchester  Dec 12, 2012

Fed QE3 Govts
6.5% unemployment
trigger for rate hike
10-yr closes 1.70%

 
LOW 100-22+  2.30% 
 
Wednesday, May 24, 
light selling before Fed 
minutes rally on 
tightening “soon,” but 
not soon enough 
 
 
 



 

Financial Market Weekly | 26 May 2017 

 
 6 

 

 

 
 

Analyst Certification   
The views expressed in this report accurately reflect the personal views of Christopher S. 
Rupkey, the primary analyst responsible for this report, about the subject securities or issuers 
referred to herein, and no part of such analyst's compensation was, is or will be directly or 
indirectly related to the specific recommendations or views expressed herein.   
 

 

 

 

 

 

 

 
 
 
 
 
 

The information herein is provided for information purposes only, and is not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or 
other financial instruments.  Neither this nor any other communication prepared by The Bank of Tokyo-Mitsubishi UFJ, Ltd. (collectively with its various offices and affiliates, "BTMU") or 
should be construed as investment advice, a recommendation to enter into a particular transaction or pursue a particular strategy, or any statement as to the likelihood that a particular 
transaction or strategy will be effective in light of your business objectives or operations.  Before entering into any particular transaction, you are advised to obtain such independent 
financial, legal, accounting and other advice as may be appropriate under the circumstances.  In any event, any decision to enter into a transaction will be yours alone, not based on 
information prepared or provided by BTMU.  BTMU hereby disclaims any responsibility to you concerning the characterization or identification of terms, conditions, and legal or 
accounting or other issues or risks that may arise in connection with any particular transaction or business strategy.  While BTMU believes that any relevant factual statements herein and 
any assumptions on which information herein are based, are in each case accurate, BTMU makes no representation or warranty regarding such accuracy and shall not be responsible for any 
inaccuracy in such statements or assumptions.  Note that BTMU may have issued, and may in the future issue, other reports that are inconsistent with or that reach conclusions different from 
the information set forth herein.  Such other reports, if any, reflect the different assumptions, views and/or analytical methods of the analysts who prepared them, and BTMU is under no 
obligation to ensure that such other reports are brought to your attention. 

 

Copyright 2017 MUFG All Rights Reserved  

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The articles and opinions in this publication are for general information only, are subject to change, and are not intended to provide specific investment, legal, tax or other advice or 
recommendations. The information contained herein reflects the thoughts and opinions of the noted authors only, and such information does not necessarily reflect the thoughts and opinions 
of MUFG or its management team. We are not offering or soliciting any transaction based on this information. We suggest that you consult your attorney, accountant or tax or financial 
advisor with regard to your situation. Although information has been obtained from sources we believe to be reliable, neither the authors nor MUFG guarantee its accuracy, and such 
information may be incomplete or condensed. Neither the authors nor MUFG shall be liable for any typographical errors or incorrect data obtained from reliable sources or factual 
information. 

 

About MUFG Americas Holdings Corporation 

Headquartered in New York, MUFG Americas Holdings Corporation is a financial holding company and bank holding company with total assets of $148.1 billion at December 31, 2016. Its 
main subsidiaries are MUFG Union Bank, N.A. and MUFG Securities Americas Inc. MUFG Union Bank, N.A. provides an array of financial services to individuals, small businesses, 
middle-market companies, and major corporations. As of December 31, 2016, MUFG Union Bank, N.A. operated 365 branches, comprised primarily of retail banking branches in the West 
Coast states, along with commercial branches in Texas, Illinois, New York and Georgia, as well as two international offices. MUFG Securities Americas Inc. is a registered securities 
broker-dealer which engages in capital markets origination transactions, private placements, collateralized financings, securities borrowing and lending transactions, and domestic and 
foreign debt and equities securities transactions. MUFG Americas Holdings Corporation is owned by The Bank of Tokyo-Mitsubishi UFJ, Ltd. and Mitsubishi UFJ Financial Group, Inc., 
one of the world’s leading financial groups. The Bank of Tokyo-Mitsubishi UFJ, Ltd. is a wholly owned subsidiary of Mitsubishi UFJ Financial Group, Inc. Visit  
http://www.unionbank.com/ or http://www.mufgamericas.com/ for more information.  

 

About MUFG (Mitsubishi UFJ Financial Group, Inc.) 

MUFG (Mitsubishi UFJ Financial Group, Inc.) is one of the world’s leading financial groups, with total assets of approximately $2.6 trillion (USD) as of December 31, 2016. Headquartered 
in Tokyo and with approximately 350 years of history, MUFG is a global network with more than 2,200 offices in nearly 50 countries. The Group has more than 140,000 employees and 
about 300 entities, offering services including commercial banking, trust banking, securities, credit cards, consumer finance, asset management, and leasing. The Group’s operating 
companies include Bank of Tokyo-Mitsubishi UFJ, Mitsubishi UFJ Trust and Banking Corporation (Japan’s leading trust bank), and Mitsubishi UFJ Securities Holdings Co., Ltd., one of 
Japan’s largest securities firms. 

Through close partnerships among our operating companies, the Group aims to "be the world’s most trusted financial group," flexibly responding to all of the financial needs of our 
customers, serving society, and fostering shared and sustainable growth for a better world. MUFG’s shares trade on the Tokyo, Nagoya, and New York (MTU) stock exchanges. Visit 
www.mufg.jp/english/index.html.  

     

 
 
 
 
 
 


