WEEKLY ECONOMIC UPDATE

Summary

The U.S. stocks market retreated on
Friday but ended in the green for the
week. The Dow Jones Industrial Aver-
age gained 1.2%, the S&P 500 in-
creased 2.6%, and the NASDAQ rose
3.2% for the week.

Last week was a busy week for in-
flation reports. The Consumer Price In-
dex increased 0.1% in May and was up
4.0% on a year-over-year basis. That
is less than half of the level of inflation
in May 2022. The Producer Price Index
fell 0.3% in May from the previous
month and producers’ prices are how
only 1.1% above a year ago. The de-
cline was higher than economists fore-
casted. All in all, the reports point to a
deceleration in inflation. The slowdown
in the two headline indicators is driven
by a drop in energy prices. In fact, Core
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CPI, which excludes food and energy,
rose 0.4% in May and is still 5.3% up
from May 2022. Similarly, Core PPI
was up 0.2% in May and was up 2.8%
year-over-year.

Retail sales increased 0.3% in May,
against analysts’ forecast of no growth.
The biggest driver of this increase was
sales of Motor Vehicles and Parts,
which soared 1.4% from the previous
month. Pent-up demand for cars from
the shortage during the pandemic is
bolstering consumers’ spending. With-
out sales of motor vehicles and parts,
retail sales increased by only 0.1%.
Industrial production was down 0.2% in
May compared to the previous month,
against analysts’ expectations of a
0.1% increase. The capacity utilization
rate slipped to 79.6% from an upwardly

revised 79.8% (from 79.7%) in April.
Total industrial production was up
0.2% year over year. The capacity uti-
lization rate of 79.6% was 0.1 percent-
age point below its long-run average.

Initial unemployment claims for the
week ending June 10 were unchanged
at 262,000. The four-week moving av-
erage for initial claims increased 9,250
to 246,750. That is the highest level for
this average since November 20,
2021. Continuing jobless claims for the
week ending June 3 advanced 20,000
to 1.775 million. The preliminary Uni-
versity of Michigan Consumer Senti-
ment Index for June checked in at 63.9,
versus the final reading of 59.2 for
May. An easing in year-ahead inflation
expectations underpinned a pickup in
consumer sentiment.

Last Week: Indicator gzg:)t;i;d Eg;;g{;iuosn* Comment
Treasury Budget (May — Mo 8:30) -$240.3 Bil. NA
CPI (May — Tu 8:30) +0.1% +0.2% YoY=+4.0%
Core CPI (May — Tu 8:30) +0.4% +0.4% YoY=+5.3%
MBA Mortgage Applications Index (06/10 - We 7:00) +7.2% NA
PPI (May — We 8:30) -0.3% -0.1%
Core PPI (Feb — We 8:30) +0.2% +0.2%
Retail Sales (May — Th 8:30) +0.3% +0.0%
Initial Claims (6/10 — Th 8:30) 262K 251K
Continuing Claims (6/03 — Th 8:30) 1,775K NA Prior week: 1755K
Industrial Production (May — Th 9:15) -0.2% +0.1% 0.2% yr/yr
Capacity Utilization (May — Th 9:15) 79.6% 79.7%
Business Inventories (Apr — Th 10:00) +0.2% +0.2%
U. of Michigan Consumer Sentiment (Jun — Fr 10:00) 63.9 60.2
Upcoming Week: Indicator Egg:;r;ilfn* Last Period Comment
Housing Starts (May — Tu 8:30) 1,400 TUAR 1,401 TUAR
Building Permits (May — Tu 8:30) 1,425 TUAR 1,416 TUAR
MBA Mortgage Applications Index (06/17 - We 7:00) NA +7.2% Not available
Initial Claims (6/17 — Th 8:30) 250K 262K
Continuing Claims (6/10 — Th 8:30) NA 1775K
Existing Home Sales (May — Th 10:00) 4.28 MUAR 4.28 MUAR
Leading Indicators (May— Th 10:00) -0.8% -0.6%
*Sources: www.briefing.com and www.federalreserve.gov
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Economic Review

The CONSUMER PRICE
INDEX (CPI) increased by
4% in May on a year-over-
year basis, down from 4.9%
in April. This is the smallest
12-month increase since

semiconductors is up 2.1%
from May 2022, a result of
the CHIPS and Science Act
signed by President Biden
on August 9, 2022.

Sales at U.S. retailers in-
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March 2021. The core con-
sumer price index (the CPI
excluding Food and Energy)
also dropped year-over-
year to 5.3% from 5.5% in
April. Food inflation remains
elevated at 6.7% while shel-
ter prices were up 8% year-
over-year. The decline of
the CPI is driven by a drop
in energy prices (-11%) and
prices for used cars and
trucks (-4.2). Overall infla-
tion rates have come down
significantly since the peak
in June 2022. However,
core inflation will still be

creased in May. RETAIL
SALES (seasonally ad-
justed) rose 0.3% from the
previous month after in-
creasing a revised 0.4% in
April. Spending was flat or
up across nearly every retail
category, except for gaso-
line stations (-2.6%) and
miscellaneous store retail-
ers (-1.0%). Durable goods 20
registered the largest in- 15 Equipment, & Semiconductors
crease in spending, espe- / \
cially for building materials 10

(2.2%) and motor vehicles \£ \ N
and parts (1.4%). Furniture

and home furnishings store 0 \M
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creased by 0.2% in May
from the month before. Man-
ufacturing output remained
positive in May (+0.5%),
helping to offset weakness
in mining (-0.4%) and utili-
ties output (-1.8%). Motor
vehicle  assemblies in-
creased 0.5% to a season-
ally adjusted annual rate of
11.43 million units from
11.37 million in April. The IP
index is basically flat from a
year ago (+0.2%), but the IP

drinking places climbed
0.3%, and nonstore retalil
sales rose 0.3% month-
over-month. Spending on
clothing was unchanged.
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Fed Speeches

The Federal Open Market
Committee (FOMC) met last
week and decided to main-
tain the target range for the
federal funds rate at 5 to 5-
1/4 percent but to continue
the process of reducing se-
curities holdings. Although
“recent indicators suggest
that economic activity has
continued to expand,” the
committee noted some con-
cerns about the U.S. econ-
omy in the FOMC statement
in the near future.

Tighter credit conditions
for households and busi-
nesses are likely to
weigh on economic ac-
tivity, hiring, and infla-
tion. The extent of these
effects remains uncer-
tain. The Committee re-
mains highly attentive to
inflation risks.

While the committee de-
cided to pause in June, in a
press conference Chair
Powell hinted the Fed is not
done raising interest rates
this year.

In light of how far we
have come in tightening
policy, the uncertain lags
with which monetary pol-
icy affects the economy,
and potential headwinds
from credit tightening,
today we decided to
leave our policy interest
rate unchanged and to
continue to reduce our
securities holdings.
Looking ahead, nearly
all Committee partici-
pants view it as likely
that some further rate in-
creases will be appropri-
ate this year to bring in-
flation down to 2 percent

over time.

Financial Markets

U.S. stocks posted major gains last week as the Dow Jones
Industrial Average rose 1.2%, the S&P 500 increased
2.6%, and the NASDAQ jumped 3.2%. Treasury yields
were slightly lower for 3- and 6-month bills and for 30-year
bonds, a bit higher for other securities. Oil prices rose 1.9%
and ended the week at $71.70 per barrel. The U.S. dollar
traded lower on the international market. The greenback
lost 0.4% against the Japanese yen and 1.8% against the
euro last week.
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Interest Rate Forecast*

The Federal Open Market remained low. Inflation remains  households and businesses remains uncertain. The Com-
Committee (FOMC) leftthe fed-  elevated. The U.S. banking are likely to weigh on economic  mittee remains highly attentive
eral funds rate target at 5.00%  system is sound and resilient.  activity, hiring, and inflation.  to inflation risks.”

to 5.25% at the Fed’s June pol-  Tighter credit conditions for The extent of these effects

icy meeting. In the statement
released following the June Prime
meeting, the FOMC said, “re-

cent indicators suggest that 2“: Qtr 23 8.15 5.00 4.97 5.17 4.12 3.54 3.79 6.38
economic ac“v":y has contin- 3" Qtr 8.25 5.13 5.10 5.32 4.50 4.08 4.10 6.58
ued to expand at a modest 4" Qtr 8.25 5.13 5.10 5.29 4.80 4.65 4.50 6.62
pace. Job gains have beenro-  1=Qtr'24 825 513 5.10 5.26 5.10 5.15 510  6.72
bust in recent months, and the  5ns oy 8.08  4.96 4.94 5.05 5.14 5.26 535  6.65

unemployment rate has
ploy *Forecast as of May 26, 2023

FINANCIAL MARKET SUMMARY

As of As of Weekly 4-Week 13-Week

6/16/2023 6/9/2023 Change Change Change
MONEY MARKETS (Changes in BPs)
Prime 8.25 8.25 0 0 50
LIBOR Index Base Rate (1Month) 5.15 5.11 4 1 39
Fed Funds (Wed close) 5.08 5.08 0 0 50
TREASURIES (BE) (Changes in BPs)
3 Months 5.34 5.37 3) 5 82
6 Months 5.35 5.39 (4) 1) 64
1 Year 5.24 5.17 7 22 98
2 Years 4.70 4.59 11 42 89
5 Years 3.99 3.92 7 23 55
10 Years 3.77 3.75 2 7 38
30 Years 3.86 3.89 (3) 9) 26
MUNICIPALS- AAA G.O. & Mortgage (Changes in BPs)
2-Year Muni 2.94 2.95 1) (4) 42
5-Year Muni 2.64 2.65 1) 1 28
10-Year Muni 2.57 2.58 1) (6) 18
30-Year Muni 3.59 3.60 (1) ?3) 13
30-Year Conventional Mortgage 6.69 6.71 (2) 30 9
MARKET INDICATORS (Changes in %)
DJIA 34,299.12 33,876.78 1.2 2.6 7.6
S&P 500 4,409.59 4,298.95 2.6 5.2 12.6
NASDAQ 13,689.57 13,259.14 3.2 8.2 17.7
CRB Futures 300.66 288.86 4.1 3.8 7.7
Oil (WTI Crude) 71.70 70.38 1.9 2.3 (6.3)
Gold 1,956.80 1,975.00 (0.9) (1.1) (2.0)
Yen / Dollar 139.40 139.97 (0.4) 2.7 3.3
Dollar / Euro 1.09 1.07 1.8 1.2 2.6

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.
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