Consolidated Investment Report

February2016

As Palm Beach County’s Chief Financial Officer, the Clerk & Comptroller is charged with SHARON R. BOCK
safeguarding and investing all County funds. The Clerk’s management of the fixed Clerk & Comptroller
income portfolio is in accordance with regulations set forth in Palm Beach County’s Palm Beach County

Investment Policy. The County Investment Policy is very specific in terms of its stated
investment objectives. The primary objective of the policy is to prevent any loss of
principal and, secondarily, to meet the County’s expenditures. After meeting these two

objectives, the Clerk actively seeks opportunities to maximize investment income.

Portfolio Allocation

February 29, 2016
H 3% = 3%
Performance
M Certificate of Deposit Total Return
Fiscal Year to Date 0.54%
B Money Market Prior Month 0.12%
Prior Quarter 0.31%
® Small Business Prior Year 1.43%*
Administration Pool
ministration Foo Prior 3 Years 0.85%*
M State of Israel Bond Prior 5 Years 1.60%*
Prior 8 Years 3.17%*
B Florida Local Government . .
*figures annualized
Investment Trust

® Commercial Paper

Portfolio Statistics

February ‘16 January “16 December “15 November ‘15 October “15 September ‘15
Month-end Market Value  $1,772,937,179.75  $1,747,832,261.62 $2,052,652,752 $1,306,295,440 $1,312,665,707 $1,381,695,231
Book Value $1,760,820,605.36  $1,736,050,951.75 $2,040,841,376 $1,294,496,641 $1,300,104,818 $1,368,802,182
Unrealized Gain/Loss $12,116,574.40 $11,781,309.87 $11,811,376 $11,798,799 $12,560,889 $12,893,048
Book Yield 1.462% 1.467% 1.297% 1.751% 1.675% 1.627%
Market Yield 1.367% 1.369% 1.227% 1.551% 1.417% 1.489%
Effective Duration .37 years .38 years .29 years .55 years .44 years .40 years
Convexity 17 133 .080 .258 154 .095
Average Credit Rating AA/Aa2/AA AA/Aa2/AA AA+/Aal/AA+ AA+/Aal/AA+ AA+/Aal/AA+ AA+/Aal/AA+
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Portfolio Income

February ‘16 January “16 December ‘15 November ‘15 October ‘15 September ‘15
Interest Income (FYTD) $10,918,521.32 $8,760,420.63 $6,290,047 $3,937,417 $1,993,495 $23,502,677
Investment Income (FYTD) $8,987,290.23 $6,700,930.31 $4,597,562 $2,507,287 $1,515,138 $20,191,741
Interest Income (current month) $2,126,733.28 $2,369,429.40 $2,352,630 $1,944,207 $1,993,495 $1,956,294

Economic Overview

Market Activity:

Stocks had a mixed close in February vs. January with the Dow Jones Industrial Average rising to
16,517 for a 0.3% gain for the month while the S&P 500 Index closed at 1,932 for a 0.4% loss. The 10-
year Treasury note yield fell to 1.73% vs. the 1.92% close at the end of January. The 2-year Treasury
note yield closed at 0.77% vs. the 0.78% close in January. At the end of February long term trends
had short-term Treasury 2-year note yields in an uptrend while long-term Treasury 10-year note
yield and stocks were on downtrends. The markets seem to be forecasting slower economic growth,

low inflation, and a possible Fed rate hike within the next six months.
Consumers:

Nonfarm payrolls rose 151,000 in January, missing expectations, after a drop in temporary and
transportation workers. The unemployment rate fell to 4.9%, the lowest since November 2007. The
annual increase in hourly earnings was 2.5%. January total vehicle sales increased to 17.46 million
units, at a seasonally adjusted annual rate, vs. the 17.22 pace in December. Nonfarm productivity fell
at a 3.0% annual pace during the fourth quarter from 0.3% in the third. January personal income and
spending both gained 0.5%, well ahead of expectations. January retail sales rose a better-than-
expected 0.2%, while December was revised to a gain of 0.2% from -0.1%. The Job Openings Labor
Turnover Survey in December showed 3.06 million workers voluntarily quit their jobs, the highest
since 2008. The number of openings hit 5.607 million, the second highest ever recorded. Fourth
quarter U.S. gross domestic product (GDP) growth was revised up to 1.0% from the 0.4% originally
reported. Business inventories and net exports increased compare the prior numbers while

consumption spending was revised to a smaller gain.
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Business:

The January ISM Manufacturing Index fell to 48.2, the fourth straight reading below 50 which
indicates contraction, while the January ISM services index slipped to 53.5, its lowest reading in two
years vs. 55.8 in December. Business inventories rose 0.1% in December, while wholesale inventories
fell 0.1%. The NFIB Small Business Optimism Index declined to 93.9, falling to a two-year low.
January industrial production jumped 0.9%, its largest monthly gain since July, after declining for
three straight months. Utility production increased due to the cold weather. Capacity utilization
rose to 77.1% in January from 76.1% in December. The index of leading indicators fell 0.2% in
January for the second consecutive decline. New durable goods orders jumped 4.9% in January as
commercial aircraft orders surged. Excluding transportation, orders increased 1.8% but declined

0.6% from a year ago.
Housing;:

Housing starts declined 3.8% to 1.1 million annualized units in January, due to the winter storms in
the east. New building permits fell 0.2% to 1.2 million. New home sales plunged 9.2% in January to a
494,000 annualized rate after a large gain in December. The January pending homes sales index fell
2.5%, the largest drop in 2 years vs. a revised 0.9% gain in January (originally a 0.1% increase). Year-

over-year, the index fell 0.9% vs. the yearly rise of 3.1% reported in December.
International Trade:

The December trade gap widened as exports fell to a four-year low. The trade deficit increased in
December as stable domestic demand supported imports while weaker global growth reduced
international sales. The gap increased 2.7% to $43.4 billion from $42.2 billion in November.
December imports increased 0.3% and exports decreased 0.3%, to the weakest import level since
January 2012. For all of 2015, the trade gap increased 4.6% to $531.5 billion, the largest since 2012.

Inflation:

The January core (excluding food & energy) Personal Consumption Expenditures Deflator, the Fed’s
preferred inflation measure, increased at a 1.7% annual rate vs. the annual increase of 1.5% in
December. The Fed’s target for this number is 2%. The annual rate has not hit that level in 45
months. The Consumer Price Index was flat in January despite a 2.8% drop in energy prices.

Excluding food and energy, core CPI increased 2.2% year-over-year, the fastest 12-month pace since

June 2012. Wholesale prices edged higher as the producer Price Index rose 0.1% in January, but fell
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0.2% year-over-year. Excluding food and energy, PPI rose 0.2% for the month and 0.8% from a year

ago.
Federal Reserve:

During Congressional testimony, Fed Chair Yellen acknowledged that turbulent global markets
might cause the Fed to delay further rate hikes. She denied that the Fed was planning to implement
zero rates again or negative rates in the future. The Federal Reserve’s January meeting minutes
indicated concern from the committee that tightening financial conditions created more risks to the

Fed’s economic outlook and increased the level of uncertainty.
News:

The Bank of England kept interest rates unchanged at its February meeting but indicated that the
next likely change would be higher rates. Supreme Court Justice Antonin Scalia died at 79, setting up
a presidential election year nomination fight. North Korea test fired a long-range rocks almost a
month after a nuclear detonation test. Russia, Saudi Arabia, Qatar and Venezuela suggested a plan to
freeze oil production assuming Iran and other producers agreed. Privacy concerns complicated the

conflict between Apple and the U.S. government in unlocking the San Bernardino terrorist’s iPhone.
Bottom Line:

The financial market trends of lower bond yields and stocks prices indicate that slowing economic
growth and low inflation along with market volatility will delay the next Fed rate hike until the end
of 2016.
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