WEEKLY ECONOMIC UPDATE

Summary

U.S. stocks ended Friday higher but
most of the major indices finished in
the red for the week as investors re-
mained concerned about continued in-
terest rate hikes despite potential signs
of inflation slowing down from the De-
cember Producer Price Index report.
The Dow Jones Industrial Average fell
2.7%, the S&P 500 decreased 0.7%,
and the NASDAQ climbed 0.6% for the
week. Last week was a busy week for
economic reports. The Producer Price
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Index declined 0.5% in December but
was up 6.2% from a year earlier. Core
PPI, which excludes food and energy,
rose 0.1% in December and was up
5.5% from December 2021. Retail
sales dropped 1.1% in December and
retail sales excluding automobiles also
decreased 1.1%-—resulting in a second
straight month with declines in most
discretionary sales categories. Indus-
trial production (-0.7%) and capacity
utilization (78.8%) both fell as industrial

output continued its general decline
over the past six months. Housing
starts outperformed expectations but
building permits underperformed in
December as they declined for the third
straight month. Initial unemployment
claims for the week ending January 14
decreased 15,000 to 190,000. Contin-
uing claims for the week ending Janu-
ary 7 rose 17,000 to 1,647,000.

Last Week: Indicator ggg]obrgd Eg;:&gﬁ;* Comment
Producer Price Index (Dec — Tu 8:30) -0.5% -0.1% Up 6.2% year-over-year
Core PPI (Dec — Tu 8:30) +0.1% +0.1% Up 5.5% year-over-year
Retail Sales (Dec — We 8:30) -1.1% -0.8% Retail sales excluding autos fell 1.1%
Industrial Production (Dec — We 9:15) -0.7% -0.1%
Capacity Utilization (Dec — We 9:15) 78.8% 79.6% 3" straight month of decline
Business Inventories (Nov — We 10:00) +0.4% +0.4%
NAHB Housing Market Index (Jan — We 10:00) 35 31
Initial Claims (1/14 — Th 8:30) 190 K 212 K
Continuing Claims (1/7 = Th 8:30) 1,647 K NA
Housing Starts (Dec — Th 8:30) 1,382 TUAR 1,355 TUAR 1.4% decline from November
Building Permits (Dec — Th 8:30) 1,330 TUAR 1,370 TUAR 1.6% decline from November
Existing Home Sales (Dec — Fr 10:00) 4.02 MUAR 3.96 MUAR
Upcoming Week: Indicator gg;g;rz%sn* Last Period Comment
Leading Economic Index (Dec — Mo 10:00) -0.7% -1.0%
Durable Orders (Dec — Th 8:30) +2.9% -2.1%
Gross Domestic Product (Q4 — Th 8:30) +2.6% +3.2%
Initial Claims (1/21 — Th 8:30) 205 K 190 K
Continuing Claims (1/14 — Th 8:30) NA 1,647 K Not available
New Home Sales (Dec — Th 10:00) 606 TUAR 640 TUAR
Personal Income (Dec — Fr 8:30) +0.2% +0.4%
Personal Spending (Dec — Fr 8:30) -0.1% +0.1%
PCE Prices (Dec - Fr 8:30) NA +0.1% Not available
PCE Prices — Core (Dec - Fr 8:30) +0.3% +0.2%
Pending Home Sales (Dec — Fr 10:00) -1.0% -4.0%
U. Michigan Consumer Sentiment (Jan — Fr 10:00) 64.6 64.6
*Sources: www.briefing.com and www.federalreserve.gov
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Economic Review

The PRODUCER PRICE
INDEX (PPI) for final de-
mand decreased 0.5% in
December following a down-
wardly revised 0.2% in-
crease in November, while
the core PPI for final de-
mand rose 0.1% after a
downwardly revised climb of
0.2% in November. From a
year earlier, the index for fi-
nal demand jumped 6.2%
compared with 7.3% in No-
vember. The core measure
was up 5.5%, compared
with 6.2% in November. The
PPI report demonstrates
that current inflation levels
are still very high at the pro-
ducer level but are trending
downward. Consumers and
producers alike will continue
to look to the Federal Re-
serve to control inflation and
for inflation to continue slow-
ing.

Sales at U.S. retailers de-
creased in December. RE-
TAIL SALES (seasonally
adjusted) fell 1.1% last
month after declining a re-
vised 1.0% in November.
Retail sales (excluding auto-
mobiles) also dropped 1.1%
after a revised decrease of
0.6% in November. Motor
vehicle and parts dealers’
sales fell 1.2% and gasoline
station sales plunged 4.6%
after a 1.6% drop in Novem-
ber. General merchandise
sales continued to suffer
with a 0.8% loss, led by a
6.6% fall in department
store sales. This marked the
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second straight month that
sales in most discretionary
categories declined.

INDUSTRIAL PRODUC-
TION fell 0.7% in Decem-
ber, short of economists’ ex-
pectations of a decline of
0.1%. The capacity utiliza-
tion rate dropped to 78.8%
in December compared with
a revised reading of 79.4%
in November. Manufactur-
ing output edged down 1.3%
in December and motor ve-
hicle assemblies decreased
1.1%, which put the season-
ally adjusted annual rate at
9.98 million units. Mining
production fell 0.9% after
declining 1.2% in Novem-
ber. Utilities output rose
3.8%, which followed a
4.8% increase in November.
Year-over-year, industrial
production was up 1.6% and
the capacity utilization rate
(78.8%) was 0.8 percentage
points below its long-run
(1972-2021) average.
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Fed Speeches

Patrick Harker, President and
CEO of the Federal Reserve
Bank of Philadelphia, gave a
speech entitled “Economic Out-
look and the Anchor Economy”
last week at the Lyons Center
for Economic Education and
Entrepreneurship in  Newark,
Delaware. President Harker
shared his thoughts on the cur-
rent U.S. economic outlook:

Last year, the U.S. econ-
omy created 4.5 million
jobs, and while we are see-
ing scattered layoffs in cer-
tain segments like tech,
there is little evidence of a
major downturn in the job
market. In fact, a record

We are starting to see inflation
come down across a spectrum
of goods. And so, with monetary
policy doing its work, supply
chains healing, and excess de-
mand running off, | forecast
core inflation to come in at
around 3.5 percent this year. |
want to be clear: This is well
over our 2 percent target. But it
is suggestive of clear move-
ment in the right direction. Core
inflation should fall to 2.5 per-
cent in 2024 and then back
down to 2 percent in 2025.

GDP growth will be modest, but
I’m not forecasting a recession.
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Financial Markets

U.S. stocks finished mixed last week with the Dow Jones
Industrial Average falling 2.7% and the S&P 500 decreas-
ing 0.7% while the NASDAQ climbed 0.6%. Treasury yields
were little changed across the curve with the 10-year yield
falling 4 basis points to 3.39% and the 30-year yield in-
creasing 1 basis point to 3.57%. Oil prices climbed 1.7%
and ended the week at $81.31 per barrel. The U.S. dollar
rose 1.4% against the Japanese yen and the euro climbed
0.2% against the greenback last week.
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Interest Rate Forecast*

The Federal Open Market Inflation remains elevated, re- prices, and broader price pres- increases in the target range
Committee (FOMC) raised the flecting supply and demand im-  sures.” The statement went on  will be appropriate.”

federal funds rate target to balances related to the pan- to say that the Committee “an-

4.25% to 4.50% at the Fed’s demic, higher food and energy ticipates that ongoing

December policy meeting. In
the statement released follow- Prime
ing the December meeting, the

FOMGC said. “Recent indicators 1% Qtr 23 7.50 4.38 4.26 4.81 4.59 4.24 4.49 6.81
point to modest growth in 2" Qtr 7.83 4.71 4.59 4.99 4.81 4.52 475  6.83
spending and production. Job 34 Qtr 8.17 5.04 4.92 5.11 4.90 4.91 4.95 6.80
gains have been robust in re- 4" Qtr 8.25 5.13 5.00 4.96 4.97 5.11 521  6.75
centmonths andthe unemploy- 1524 g5 513 5.00 4.93 5.02 5.06 516  6.65

ment rate has remained low.
*Forecast as of December 30, 2022

FINANCIAL MARKET SUMMARY

As of As of Weekly 4-Week 13-Week

1/20/2023 1/13/2023 Change Change Change
MONEY MARKETS (Changes in BPs)
Prime 7.50 7.50 0 0 125
LIBOR Index Base Rate (1Month) 4.50 4.46 4 11 93
Fed Funds (Wed close) 4.33 4.33 0 0 125
TREASURIES (BE) (Changes in BPs)
3 Months 4.71 4.66 5 37 62
6 Months 4.79 4.76 3 12 36
1 Year 4.65 4.66 (@) 1) 7
2 Years 4.09 4.12 3) (22) (40)
5 Years 3.48 3.53 (5) (38) (86)
10 Years 3.39 3.43 (4) (36) (82)
30 Years 3.57 3.56 1 (25) (76)
MUNICIPALS- AAA G.O. & Mortgage (Changes in BPs)
2-Year Muni 2.17 2.27 (10) (46) (100)
5-Year Muni 2.12 2.23 (11) (40) (112)
10-Year Muni 2.23 2.33 (10) (29) (113)
30-Year Muni 3.26 3.32 (6) (30) (81)
30-Year Conventional Mortgage 6.15 6.33 (18) (12) (79)
MARKET INDICATORS (Changes in %)
DJIA 33,375.49 34,302.61 (2.7) 0.5 7.4
S&P 500 3,972.35 3,999.09 0.7) 3.3 5.9
NASDAQ 11,140.43 11,079.16 0.6 6.1 2.6
CRB Futures 302.90 299.86 1.0 0.5 3.3
Oil (WTI Crude) 81.31 79.92 1.7 9.4 (5.0)
Gold 1,928.90 1,923.20 0.3 6.9 16.2
Yen / Dollar 129.58 127.83 1.4 (2.5) (12.2)
Dollar / Euro 1.09 1.08 0.2 2.3 10.1

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.

e

'Il"‘ CHMURA Week of January 23, 2023 www.chmura.com © Chmura Economics & Analytics, 2023 4



