Economic Events – Week of October 23, 2006 – Villanova Equity Society
UBS Same Store Sales – 7:45am 10/24/06

· This weekly measure of comparable store sales at major retail chains, published by the International Council of Shopping Centers, is related to the general merchandise portion of retail sales. It accounts for roughly 10 percent of total retail sales.
FOMC Meeting Begins – 2:30pm 10/24/06
Existing Home Sales – 10:00am 10/25/06

· Existing home sales fell 0.5 percent in August to an annualized 6.30 million rate from 6.33 million in July. Sales have been declining from a record high of 7.27 million in June 2005. Sales are now down 12.6 percent from a year ago. Last week's rise in housing starts but decline in permits have muddied the water somewhat in terms of whether housing has bottomed out or not. 
· While the sales figure is important, the inventory numbers are going to be just as important since housing is not going to bottom until inventories are lean. In August, supplies of existing homes rose to 7.5 months -- the highest in 13 years. There are other signs that housing may be soon firming or at least leveling off. 
· Mortgage rates have been easing in recent weeks and the NAHB housing market index ended eight straight declines, rising to 31 in October from 30 in September. But markets will be closely watching the home sales and inventories numbers to see what they add to the housing picture.
FOMC FFR Announcement – 2:15pm 10/25/06
· The FOMC meets again on October 25. During the last two monetary policy meetings, the Fed left the fed funds interest rate target unchanged at 5-1/4 percent, following 17 consecutive increases. The Fed continues to emphasize that risks are balanced between both inflation that does not decline enough and economic growth that may slow too much. Recently, more FOMC members have emphasized the importance of bringing inflation down and the upside risks on inflation even though markets have discounted any interest rate increases. 

· Markets instead assume that fed funds will remain steady through June 2007. While few expect any interest rate change out of this meeting, markets will be looking to see if there is any change in the policy "bias" in the post-meeting statement. 

· It is almost certain that the Fed will not lower interest rates until the FOMC first removes the inflation concern bias. That is, the Fed will likely announce seeing balanced risks in its statement one meeting before cutting the fed funds rate. Essentially, the first concrete sign for pending lower interest rates from the Fed is an FOMC meeting announcement with the elimination of the inflation bias in the statement. 

· Given recent comments from Fed members, that is not likely to happen this meeting.

Durable Goods Orders – 8:30am 10/26/06

· Durable goods orders were flat in August after falling 2.8 percent in July. Weakness has been led by aircraft orders. More recently, regional manufacturing surveys and the ISM survey were mixed as the Philadelphia Fed manufacturing survey showed a rebound in October in both current new orders and new orders six months out while the New York Fed's survey reported mild slowing (still positive) in new orders.
Jobless Claims  – 8:30am 10/26/06

· Initial jobless claims fell 10,000 in the Oct. 14 week to 299,000, the first sub-300,000 reading in nearly three months. Based on initial claims, the labor market has been firming in recent weeks - a positive for economic growth and good for income growth and support for equities. If initial claims remain moderately low, that will should lead to a rebound in employment growth and affirm the soft landing mentality.
New Home Sales – 10:00am 10/26/06

· New home sales rose 4.1 percent in August to an annualized rate of 1.050 million. Inventory overhang is still a concern even though supply slipped to 6.6 months from 7.0 months in July. As with existing home sales, the markets will be watching both the sales pace and the inventory numbers.
GDP – 8:30am 10/27/06
· Second quarter real GDP posted a 2.6 percent increase, following a sharp 5.6 percent jump in the first quarter. The Fed has been indicating that the economy needs to slow somewhat below potential growth before inflation will ease to below 2 percent for the core PCE deflator. Since the Fed has noted that it has lowered its estimates for potential GDP growth, potential GDP now is likely seen to be in the 2-1/2 to 3 percent range. This means the Fed hopes to see GDP growth a little below 2-1/2 percent. The markets do expect below potential growth - at least for the third quarter.
Consumer Sentiment Index – 10:00am 10/27/06

· The University of Michigan's Consumer sentiment index jumped to 92.3 in mid-October from 85.4 in September, likely reflecting lower gasoline prices and the continued up trend in the stock market. The markets and the Fed will be watching confidence numbers since that is a factor in the strength of consumer spending and whether we get a soft landing or hard landing. 

· Also, the inflation expectations numbers will get some attention since the Fed is concerned that higher inflation expectations not become embedded. One-year inflation expectations edged down to 2.9 percent in mid-October from 3.1 percent last month and as high as 4.2 percent in August.

Side Notes:

· OPEC met last Thursday in Qatar and decided to decrease output through the December meeting by 1 million barrels, this effect on prices is minimal because OPEC’s past maximum output level was 28 million barrels per day, but the countries were producing below that maximum at 27.5 million. OPEC decided to decrease its maximum output ceiling by 1 million, therefore only decreasing total output by 500k barrels, not the full million.  Also, a majority of OPEC presidents feel that $50-60 oil is an acceptable range, currently trading at ________ means that their should be no further noise from OPEC through December unless the prices slip into the $51-53 range.
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