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Date: May 5, 2017 

TO: MEMBERS, INVESTMENT COMMITTEE 
 
I. AGENDA ITEM # AND TITLE : Agenda Item 5 –  Market Outlook and Economic 

Update 
  
II. NAME AND PROGRAM: Treasury and Investments 
  
III. ACTIVITY:   Informational 

  Request for Direction 
  Action Proposed 
  Exploratory 

  
IV. JUSTIFICATION:   Standard/Required Item 

  Board Request – New Item 
  New Topic from Staff 

V. EXECUTIVE SUMMARY: 
 
  The purpose of the attached is to illustrate the current dynamics of the economy and capital 

markets, with a particular focus on the implications that the Trump agenda and the current 
Federal Reserve policy may have on the U.S. outlook. Additionally, we provide our view on 
the expected portfolio returns of the P&C universe.  

 
VI.  ANALYSIS: 
 
  Consumer, business, and investor confidence has surged post-election in anticipation of 

higher growth rates from expected tax and regulatory reforms. However, high levels and 
debt and aging demographics continue to be a headwind for growth, calling into question 
whether Trump’s policies, if passed, can meaningfully change the low levels of growth the 
U.S. has witnessed since 2009.  Additionally, the Fed has started to move the Fed Funds 
rate higher and expectations are they will continue to tighten in 2017 and 2018.  Higher 
interest rates and a stronger dollar could also act as a headwind on growth.  Our base case 
is for modestly higher interest rates in 2017 and 2018.  However, with meaningful policy 
change on the table, both monetary and fiscal, we expect volatility around this baseline.  

 
VII.  RECOMMENDATION:  

 
Our fixed income portfolio strategy in this environment has the following structural 
elements: 
 
 Maintain overall portfolio duration position at target level 
 Stay overweight the spread sectors 
 Heightened focus on individual security selection  
 Dry Powder – Tactically assume defensive yield curve positions  
 Front end yield curve exposure  
 Floating rate securities and amortizing securities 

 Selectively pare risk positions on strength 
 Be prepared to take advantage of volatility 
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US Perspective
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• The Inherited Conditions

• The Trump Agenda

• Outlook for Rates and Spreads

• Return and Strategy Implications
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Inherited Conditions – Debt & Demographics
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Source: ESTAT/ CAO/ ONS/ BEA/ Haver/ NEAM
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Inherited Conditions - China Slowdown
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Current expansion stands at 94 months

Source:  NBER/ NEAM

Business Cycles (Expansions and Contractions Over Time)
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Source:  BEA/ Haver/ NEAM

Nominal and Real GDP Growth (YoY%)

U.S. GDP Growth
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U.S. Payroll Growth Still Solid, But Has Peaked
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Source:  BLS, Haver, NEAM
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Consumer

Consumer Confidence Average Hourly Earnings
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Sales of “Big Ticket” Items in U.S.
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Housing Starts U.S. Auto Sales

Source: Census Bureau/ BEA/ NBER/ Haver/ NEAM
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Trade

Tax Cuts 
& 

Economic 
Stimulus

ACA
Regulatory 
Changes

Trump - Priorities Year One
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Supreme Court Nomination

Healthcare Fix           Longer than Expected

Deregulation Ongoing

Tax Bill Working On It

Destination Mileage To Go

Trade              Work in Progress

Trump – First Days
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Source:  BBC

Election Demographics
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Central Bank Policy Divergence
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NormalizeAccommodate
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Source: FRB, Haver, NEAM

Median Fed Funds Rate 
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Source: NEAM

Interest Rate Forecast
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Fixed Income Market Spreads
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Projected Returns – P&C Industry Fixed Income Portfolios

Key Takeaways

• NEAM believes 2017 returns 

will be slightly lower than 
2016 returns

• Estimated mean return for 

2017 is 1.18% 

• Probability of a negative total 
return is 1 in 3

17
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Strategy Implications

18

• Our base case is for modestly higher interest rates in 2017 and 2018.  However, with meaningful policy 
change on the table, we also expect volatility around the baseline.  

• Our fixed income portfolio strategy in this environment has the following structural elements:

� Maintain overall portfolio duration position at target level

� Stay overweight the spread sectors

� Heightened focus on individual security selection 

� Dry Powder – Tactically assume defensive yield curve positions 
- Front end yield curve exposure 
- Floating rate securities and amortizing securities

� Selectively pare risk positions on strength

� Be prepared to take advantage of volatility
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