WEEKLY ECONOMIC UPDATE

Summary

U.S. stocks rallied on Friday on a stronger-
than-expected retail sales report but ended
the week in the red. The Dow Jones Indus-
trial Average slipped 0.2%, the S&P 500
eased 0.9%, and the NASDAQ fell 1.6% for
the week. Last week’s economic reports
were mixed. Both consumer and wholesale
prices continued to post very large year-
over-year increases last month. Consumer
prices advanced 1.3% in June and were up
9.1% from a year earlier. Core consumer
prices increased 0.7% and were 5.9%

ECONOMIC RELEASES

higher on a year-over-year basis. Con-
sumer energy prices jumped 7.5% last
month and consumer food prices rose
1.0%. Producer prices increased 1.1% and
were up 11.3% from June 2021. Core pro-
ducer prices climbed 0.4% last month and
advanced 8.2% from a year earlier. Pro-
ducer energy prices jumped 10.0% from
May and producer food prices were up
0.1%. Retail sales rose more than expected
last month as sales increased in 9 of the 13
major retail sectors; core retail sales, which

mirror the consumer spending component
of gross domestic product, advanced a
healthy 0.8% in June. Business inventories
climbed 1.4% in May and business sales
rose 0.7%. Initial unemployment claims for
the week ending July 9 increased 9,000 to
244,000. Industrial production decreased
unexpectedly last month as output fell in
the manufacturing and utilities sectors. Ca-
pacity utilization, a gauge of economic
slack, was down 0.3 percentage points
from May to 80.0%.

Last Week: Indicator gg;nobrféd Eg;:&gﬁ;* Comment

Consumer Price Index (Jun — We 8:30) +1.3% +1.1% +9.1% from June 2021

Core Consumer Price Index (Jun — We 8:30) +0.7% +0.6% Food prices rose 1.0% & energy prices climbed 7.5%
Initial Unemployment Claims (7/9 — Th 8:30) 244 K 239 K 4-week moving average increased 3,250 to 235,750
Continuing Claims (7/2 = Th 8:30) 1,331 K NA

Producer Price Index (Jun — Th 8:30) +1.1% +0.9% +11.3% from June 2021

Core Producer Price Index (Jun — Th 8:30) +0.4% +0.5% +8.2% from June 2021

Retail Sales (Jun — Fr 8:30) +1.0% +0.8% Core retail sales rose 0.8%

Retail Sales ex-auto (Jun — Fr 8:30) +1.0% +0.6%

Industrial Production (Jun — Fr 9:15) -0.2% +0.2% Manufacturing output fell 0.5%

Capacity Utilization (Jun — Fr 9:15) 80.0% 80.0% Down 0.3 points from June

Business Inventories (May — Fr 10:00) +1.4% +1.2% Business sales rose 0.7%

Michigan Sentiment (Jul -Fr 10:00) 51.1 49.4 Up 1.1 points from final June reading

Consensus

Upcoming Week: Indicator Expectation* Last Period Comment
NAHB Housing Market Index (Jul — Mo 10:00) 66 67
Housing Starts (Jun — Tu 8:30) 1,598 TUAR 1,549 TUAR
Building Permits (Jun — Tu 8:30) 1,680 TUAR 1,695 TUAR
Existing Home Sales (Jun — We 10:00) 5.40 MUAR 5.41 MUAR
Initial Unemployment Claims (7/16 — Th 8:30) 240 K 244 K
Continuing Claims (7/9 — Th 8:30) NA 1,331 K Not available
*Sources: www.briefing.com and www.federalreserve.gov
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Economic Review

Both wholesale and consumer
prices continued to post very
large year-over-year increases
last month. The PRODUCER
PRICE INDEX (PPI) for final
demand rose 1.1% in June and
the core PPI for final demand
increased 0.4%. From a year
earlier, the index for final de-
mand surged 11.3% and the
core measure was up 8.2%
from June 2021. Food prices
inched forward 0.1% while en-
ergy prices jumped 10.0%. The
CONSUMER PRICE INDEX
(CPI) increased 1.3% last
month and core consumer
prices rose 0.7%. Food prices
were up 1.0% in June and en-
ergy prices climbed 7.5%.
Overall consumer prices ad-
vanced 9.1% over June 2021
compared with a 5.9% increase
for core consumer prices. The
June CPI and PPI data suggest
a 100-basis point rate hike is
not off the table at this month’s
Federal Open Market Commit-
tee meeting.

Sales at U.S. retailers rose
more than expected in June.
RETAIL SALES (seasonally
adjusted) increased 1.0% last
month after edging down an up-
wardly revised 0.1% in May.
From a year earlier, sales were
up 8.4%. Sales advanced in 9
of the 13 major retail sectors in
June led by gas stations
(+3.6%) and nonstore retailers
(+2.2%). Core retail sales,
which mirror the consumer
spending component of gross
domestic  product  (GDP),
climbed 0.8% in June.

INDUSTRIAL PRODUCTION
decreased 0.2% in June as out-
put declined in the
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manufacturing and utilities sec-
tors. From a year earlier, indus-
trial production was up 4.2%,
however. Manufacturing out-
put, the largest component of
industrial production, fell 0.5%
in June after decreasing 0.5%
in May. The output of motor ve-
hicles and parts declined 1.5%
after falling 1.9% in May. Min-
ing production was up 1.7% af-
ter increasing 1.2% in May
while utilities production de-
creased 1.4% after rising 1.9%
in May. CAPACITY UTILIZA-
TION slipped 0.3 percentage
points to 80.0% in June and
manufacturing capacity utiliza-
tion was down 0.5 percentage
points to 79.3%.

First-time jobless claims in-
creased last week but remain
very low. INITIAL CLAMS rose
9,000 to 244,000 for the week
ending July 9. The four-week
moving average was up 3,250
to 235,750. CONTINUED BEN-
EFITS fell 41,000 to 1,331,000
for the week ending July 2. The
four-week moving average, a
better measure of underlying
trends, was down 5,250 to
1,339,500.
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Fed Speeches

Federal Reserve Bank of Kansas City
President and CEO Esther George
spoke at the Mid-America Labor/Man-
agement Conference in Lake Ozark,
Missouri last week. President George
said the Fed risks “oversteering” if it
moves interest rates up too quickly.

increases for households and
businesses to adapt to, and
more abrupt changes in interest
rates could create strains, either
in the economy or financial mar-
kets, that would undermine the
Fed’s ability to deliver on the

“Such projections suggest to me that a rapid pace of rate in-
creases brings about the risk of tightening policy more quickly
than the economy and markets can adjust. ”

Federal Reserve Bank of Kansas City President & CEO Esther George

First, communicating the path for
interest rates is likely far more
consequential than the speed
with which we get there. Moving
interest rates too fast raises the
prospect of oversteering. It is no-
table that even before the March
increase in the target range for
the federal funds rate, Treasury
yields had already moved up sig-
nificantly and financial conditions
were tightening, as expectations
were building for significant ad-
justments in monetary policy.
And indeed, the adjustment has
been significant. This is already
a historically swift pace of rate

higher path of rates communi-
cated. Along these lines, I find it
remarkable that just four months
after beginning to raise rates,
there is growing discussion of re-
cession risk, and some forecasts
are predicting interest rate cuts
as soon as next year. Such pro-
jections suggest to me that a
rapid pace of rate increases
brings about the risk of tightening
policy more quickly than the
economy and markets can ad-
just.
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Financial Markets

U.S. stocks declined last week with the Dow Jones Indus-
trial Average slipping 0.2%, the S&P 500 easing 0.9%, and
the NASDAQ falling 1.6%. Treasury yields were lower
across the long end of the curve with the 10-year yield drop-
ping 16 basis points (bps) to 2.93% and the 30-year yield
falling 17 bps to 3.10%. Oil prices tumbled 7.0% and ended
the week at $97.44 per barrel. The U.S. dollar rose 1.8%
against the Japanese yen and the euro declined 1.0%
against the greenback last week.
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Interest Rate Forecast*

The Federal Open Market
Committee (FOMC) raised
the federal funds rate target to
1.5% to 1.75% at the Fed’s
June policy meeting. In the
statement released following

the unemployment rate has
Inflation re-

remained

mains elevated,

supply

3 Qtr 22

and

reflecting
demand

Prime
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imbalances
pandemic,

prices,
pressures.”

higher
and broader
The statement

related to the
energy
price

went on to say, “...the Com-
mittee anticipates ongoing in-
creases in the target range
will be appropriate.”

the June meeting, the FOMC 5.25 2.13 2.16 2.58 3.57 3.59 373 593
said, "Overall economic activ- 40 gt 6.88  3.79 3.88 4.08 4.38 4.24 431 621
ity appears to have picked Up gy 3 754 446 4.56 4.44 4.65 4.43 458  6.27
after edging do-Wn in the first 2" Qtr 7.54 4.46 4.56 4.44 4.65 4.43 4.58 6.12
quarter. Job gains have been : : : : : : : :
robust in recent months and 34 Qtr 7.38 4.29 4.39 4.18 4.29 4.24 4.54 5.76
*Forecast as of June 28, 2022
FINANCIAL MARKET SUMMARY
As of As of Weekly 4-Week 13-Week
7/15/2022 7/8/2022 Change Change Change
MONEY MARKETS (Changes in BPs)
Prime 4.75 4.75 0 0 125
LIBOR Index Base Rate (1Month) 1.97 1.79 18 46 142
Fed Funds (Wed close) 1.58 1.58 0 0 125
TREASURIES (BE) (Changes in BPs)
3 Months 2.37 1.98 39 74 158
6 Months 2.94 2.68 26 69 169
1 Year 3.12 2.96 16 26 128
2 Years 3.13 3.12 1 4) 66
5 Years 3.05 3.13 (8) (29) 26
10 Years 2.93 3.09 (16) (32) 10
30 Years 3.10 3.27 17) (20) 18
MUNICIPALS- AAA G.O. & Mortgage (Changes in BPs)
2-Year Muni 1.75 1.80 (5) (31) (27)
5-Year Muni 2.06 211 (5) (35) (20)
10-Year Muni 2.51 2.55 (4) 10 3
30-Year Muni 3.06 3.09 (3) (37) 21
30-Year Conventional Mortgage 5.51 5.30 21 (27) 51
MARKET INDICATORS (Changes in %)
DJIA 31,288.26 31,338.15 (0.2) 4.7 (9.2)
S&P 500 3,863.16 3,899.38 (0.9) 5.1 (12.1)
NASDAQ 11,452.42 11,635.31 (1.6) 6.1 (14.2)
CRB Futures 296.40 307.07 (3.5) (10.0) (10.7)
Oil (WTI Crude) 97.44 104.83 (7.0) (11.4) (8.5)
Gold 1,704.10 1,740.00 (2.1) (7.5) (13.8)
Yen / Dollar 138.54 136.09 1.8 2.7 10.1
Dollar / Euro 1.01 1.02 (1.0) (4.0) (6.9)
The information in this newsletter is obtained from sources we believe to be reliable. We cannot, however, guarantee its accuracy and
[ @ completeness. Furthermore, the opinions in this report constitute our present judgment, which is subject to change without notice.
il
|||||1 C H M U RA Week of July 18, 2022 www.chmura.com © Chmura Economics & Analytics, 2022 4



