WEEKLY ECONOMIC UPDATE

Summary

The stock market rallied on Friday and
all three major indexes posted major
gains. The S&P 500 hit its first record
high in more than two years, ending the
week at 4,840. The Dow Jones Indus-
trial Average also posted a new record,
beating its previous high three weeks
ago. The tech-heavy NASDAQ jumped
2.3% for the week.

On Wednesday, the U.S. Census
released data about December retail
sales. The report showed stronger-
than-anticipated consumer spending in
the last month of 2023, with sales up
0.6% month-over-month. The labor
market continues to show signs of
resilience. Initial jobless claims for the
week ending January 13 decreased
16,000 to 187,000, the lowest number
since September 2022. Continuing
jobless claims for the week ending

ECONOMIC RELEASES

January 6™ declined 26,000 to 1.806
million. Existing home sales decreased
1.0% month-over-month in December
to a seasonally adjusted annual rate of
3.78 million. Existing home sales slid
19% in 2023 from the previous year to
4.09 million, the lowest since 1995 and
lower than during the subprime crisis of
2007-2010. Construction of new
homes also fell in December, the first
time in four months. However, this is
likely to be just a one-time drop rather
than a change in the trend. Building
permits, a leading indicator of future
housing starts, were up 1.9% to a
seasonally adjusted annual rate of
1.495 million, beating analysts'
expectations. This is an encouraging
sign that the housing market will be
more active in 2024. We already saw
a pick-up in activities in the first part of

January. The MBA  Mortgage
Applications Index surged 10.4% last
week after rising another 9.9% the
week before. When mortgage rates
peaked in October, that figure plunged
to the lowest level since 1995. The
recent gains have pushed the index up
to a six-month high. Consumer are
feeling more optimistic about the
economy: the preliminary Consumer
Sentiment Index improved sharply in
January, driven by a drop in year-
ahead inflation expectations.

Total industrial production increased
0.1% month-over-month in December.
While this was better than expected,
the November index was revised down
from +0.2% to 0.0%. Export prices
declined 0.9% in December while
import prices were flat for the month.

Last Week: Indicator gg;notféd E)?S:(?tr]a?ili)sn* Comment

MBA Mortgage Applications Index (1/13 — We 7:00) +10.4% NA Previous week: +9.9%
Retail Sales (Dec— We 8:30) +0.6% +0.5% Retail Sales ex-auto: +0.4%
Export Prices (Dec — We 8:30) -0.9% NA Export Prices ex-ag.: -0.9%
Import Prices (Dec — We 8:30) 0.0% NA Import Prices ex-oil: 0.0%
Industrial Production (Dec — We 9:15) +0.1% -0.1%

Initial Claims (1/13 = Th 8:30) 187K 206K

Continuing Claims (1/6 — Th 8:30) 1806K NA

Housing Starts (Dec — Th 8:30) 1460 TUAR 1417 TUAR

Building Permits (Dec — Th 8:30) 1495 TUAR 1478 TUAR

Existing Home Sales (Dec — Fr 10:00) 3.72 MUAR 3.80 MUAR

U. of Michigan Consumer Sentiment — Prelim (Jan — Fr 10:00) 78.8 68.8 Prior: 69.7

Next Week: Indicator

Consensus

Comment

MBA Mortgage Applications Index (1/20- We 7:00)

Expectation*

NA +10.4%
Initial Claims (1/20 — Th 8:30) 200K 187K
Continuing Claims (1/13 — Th 8:30) NA 1806K
Durable Orders (Dec — Th 8:30) +0.1% +5.4% Durable Goods —ex transportation: +0.5%
GDP-Adv. (Q4 —Th 8:30) +2.0% +4.9%
Chain Deflator-Adv. (Q4 — Th 8:30) +2.8% +3.3%
New Home Sales (Dec — Fr 10:00) 640 TUAR 590 TUAR
Personal Income (Dec — Fr 8:30) +0.3% +0.4%
Personal Spending (Dec — Fr 8:30) 1+0.4% +0.2%
PCE Prices (Dec — Fr 8:30) +0.2% -0.1% PCE Prices — Core: +0.1%

I"“l *Sources: www.briefing.com and www.federalreserve.gov
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Economic Review

Nominal RETAIL SALES
(including food services)
rose to a seasonally ad-
justed $709.9 billion in De-
cember, a 5.6% year-over-
year increase. After adjust-
ing for inflation, total retail
sales were up 2.2% from a
year ago. This increase
marks a departure from the
trend for the year, as real re-
tail sales in 2023 were down
0.7% compared with 2022.
Sales at gas stations fell for
a third month in a row as
pump  prices declined.
Month-over-month, sales in-
creased the most for cloth-
ing stores (+1.5%), e-stores
(+1.5%), general merchan-
dising stores (1.3%), and
motor vehicle and parts
dealer (+1.1). December
sales were down for the
month at furniture and home
furnishing store sales (-
1.0%) and at electronics and
appliance stores (-0.3%).

Total INDUSTRIAL PRO-
DUCTION was up 1.0%
year-over-year in Decem-
ber. On average, the index
was up only 0.2% in 2023
compared with the previous
year. Manufacturing, the
largest component of indus-
trial production, picked up in
December, ending the year
up 1.3% from December
2022. However, on average,
manufacturing production in
2023 was down 0.5% com-
pared with 2022. This de-
cline was driven by a 1.3%
reduction in non-durable
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manufacturing output. Dura-
ble manufacturing output
was up 0.2% for the year.
Looking at the remaining
two components of the in-
dustrial production index,
utilities were down 1.5%
while mining was up 4.8%
for 2023.

EXISTING HOME SALES
continued to retreat in De-
cember to a seasonally ad-
justed annual rate of 3.78
million from 3.82 million in
November. Sales were
down 6.2% from the same
period a year ago. High
mortgage rates and home
prices are weighing on the
overall level of activity.
Those who can afford to
prefer to pay cash to avoid
high mortgage payments.
All-cash sales made up 29%
of transactions in Decem-
ber, up from 27% in Novem-
ber. Short supply is fueling
home prices that grew to
record highs. The median
price  for  single-family
homes increased 4.0%
year-over-year to $387,000.
Higher prices and financing
costs are disproportionally
affecting first-time buyers,
which accounted for 29% of
sales in December, down
from 31% in November and
one year ago.
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Retail Sales
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Fed Speeches

Governor Christopher J.
Walker spoke on January
16 at The Brooking Institu-
tion in Washington, D.C. In
his remarks, Governor
Walker highlighted that the
restrictive monetary policy
carried out by the FOMC
since March 2022 has suc-
cessfully cooled off the
economy without causing
the unemployment rate to
increase.

“‘Real gross domestic
product (GDP) is ex-
pected to have grown
between 1 and 2 per-
cent in the fourth quar-
ter, unemployment is
still below 4 percent,
and core personal con-
sumption  expenditure
(PCE) inflation has
been running close to 2
percent for the last 6
months.”

While conventional wisdom
would predict that a tighten-
ing in the monetary policy
would cause the unemploy-
ment rate to go up, the job
vacancy rate, i.e. ratio of job
openings to the sum of

current employment and job
openings, during the pan-
demic was so high that the
softening of labor demand
was entirely absorbed by a
reduction in the volume of
job openings:

“It just seemed counter-
intuitive to me that with
that many job openings
and so few people look-
ing for work that the first
thing a firm would do
when labor demand sof-
tened would be to lay off
workers.”

It is not entirely clear, how-
ever, if the fight against in-
flation is indeed over. One
piece of data that Governor
Walker will be watching
closely is the scheduled re-
vision of the CPI in Febru-
ary. Lately, these revisions
have been substantive and
have often changed the pic-
ture of the economy:

“My hope is that the re-
visions confirm the pro-
gress we have seen, but
good policy is based on
data and not hope.”
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Financial Markets

Last week was a week of big gains for the stock
market with the Dow Jones Industrial Average
advancing 0.7%, the S&P 500 jumping 1.2%, and the
NASDAQ rising 2.3%. Both the Dow and the S&P 500
have hit new record highs. Strong December retail
sales and low initial claims have investors worried
that the FOMC will not start lowering interest rates as
quickly as anticipated, sending yields on government
securities higher. The average 30-year conventional
mortgage rate shed 6 basis points. The price of gold
decreased 1%. Crude oil prices rose 1.5%, ending
the week at $72.72 per barrel. In the forex market, the
U.S. dollar traded 2.2% higher against the Japanese
Yen and 0.5% higher against the euro.
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Interest Rate Forecast*®

The Federal Open Market Com-
mittee (FOMC) kept the federal
funds rate target at 5.25% to

adjust the stance of monetary
policy as appropriate
emerge that could impede the at-

if risks
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goals. The Committee's assess-
ments will take into account a
wide range of information, includ-

conditions, inflation pressures
and inflation expectations, and fi-
nancial and international devel-

5.50% during the Fed’s Decem-  tainment of the Committee's ing readings on labor market opments.”

ber policy meeting. In the state-

ment released following the . ; Fed 6-Mo. 2-Yr. 10-Yr. 30-Yr  30-Yr
meeting, the FOMC said, “In as- Avg. for: Prime — £yngs SOFR T-Bill Note Treasury Bond Mortgage
sessing the appropriate stance of 1% Qtr 24 8.5 5.4 5.36 5.4 4.7 4.3 4.5 6.9
monetary policy, the Committee 20 Qr 8.4 5.3 5.27 5.3 4.8 4.4 4.5 6.8
will continue to monitor the impli- 34 Qtr 1 4.94 4 4 4

cations of incoming information - 8. 5.0 9 5.0 -8 2 5 6.6
for the economic outlook. The 47 Qtr 7.7 4.5 4.52 4.6 4.5 45 4.5 6.4
Committee would be prepared to 1t Qtr ‘25 6.9 3.8 3.77 4.3 4.1 45 45 6.2
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FINANCIAL MARKET SUMMARY

As of

1/19/2023

As of
1/12/2023

MONEY MARKETS (Changes in BPs)

Prime 8.50 8.50 0 0

Secured Overnight Financing Rate (SOFR) 5.31 5.31 0 0 1
Fed Funds (Wed close) 5.33 5.33 0 0

TREASURIES (BE) (Changes in BPs)

3 Months 5.45 5.45 0 1 (13)
6 Months 5.21 5.16 5 (10) (33)
1 Year 4.84 4.65 19 2 (57)
2 Years 4.39 4.14 25 8 (68)
5 Years 4.08 3.84 24 21 (78)
10 Years 4.15 3.96 19 25 (78)
30 Years 4.36 4.20 16 31 (73)
MUNICIPALS- AAA G.O. & Mortgage (Changes in BPs)

2-Year Muni 2.83 2.66 17 32 (93)
5-Year Muni 2.48 2.31 17 25 (107)
10-Year Muni 2.52 2.35 17 29 (112)
30-Year Muni 3.63 3.49 14 21 (100)
30-Year Conventional Mortgage 6.60 6.66 (6) (7) (103)
MARKET INDICATORS (Changes in %)

DJIA 37,863.80 37,592.98 0.7 1.3 14.3
S&P 500 4,839.81 4,783.83 1.2 1.8 14.6
NASDAQ 15,310.97 14,972.76 2.3 2.1 17.9
CRB Futures 304.11 302.66 0.5 (0.0) (6.0)
Oil (WTI Crude) 73.81 72.72 1.5 3.0 (15.8)
Gold 2,029.09 2,048.95 (1.0) (1.2) 2.4
Yen / Dollar 148.10 144.92 2.2 4.1 (1.0)
Dollar / Euro 1.09 1.10 (0.5) 7.7 2.8
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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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