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Summary

In the last week of May, the stock market
retreated from previous gains. The Dow
Jones Industrial Average lost 1%, the
S&P 500 fell 0.5%, and the NASDAQ
dropped 1.1%. The second estimate for
18t quarter real GDP showed that the
U.S. economy grew at an annualized rate
of 1.3%, a downward revision from the
previous estimate of 1.6%. Inflation
moderated somewhat. The 1%t quarter
GDP deflator was revised down to 3.0%
from 3.1%, and the core PCE Price Index
for April was also better than expected,
with the smallest month-over-month
increase this year. This measure is
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Last Week: Indicator

closely watched by the Fed since it is
used to measure progress toward the 2%
inflation target rate. From a year ago,
core PCE is up 2.8%. Housing prices
continue to rise above experts’
expectations.  Year-over-year prices
were up 7.4% in March. Higher prices are
keeping potential buyers out of the
market. The MBA mortgage applications
index dropped 5.7% for the week ending
on May 25. Consumers are feeling more
optimistic about the economy. The
Conference Board’s Consumer
Confidence index unexpectedly rose to
102 in May from 97.5 in the previous

Number Consensus

month. Wages and consumer spending
are also both moderating. Personal
income increased 0.3% month-over-
month in April, as expected, down from
0.5% in March. Personal spending
increased 0.2% month-over-month from
0.7% in March. The labor market
continues to remain solid. Initial jobless
claims for the week ending May 25
increased slightly to 219,000 and
continuing jobless claims for the week
ending May 18 increased by 4,000 to
1.791 million.

Comment

Reported

Expectation*

S&P Case-Shiller Home Price Index (Mar — Tu 10:00) +7.4% +7.0%

Consumer Confidence (May — Tu 10:00) 102.0 96

MBA Mortgage Applications Index (5/25 — Th 8:30) -5.7% NA

Initial Claims (5/25 — Th 8:30) 219K 216K

Continuing Claims (5/18 — Th 8:30) 1,791K NA

GDP - Second Estimate (Q1 — Th 8:30) +1.3% +1.3% Prior estimate: +1.6%
GDP Deflator - Second Estimate (Q1 — Th 8:30) +3.0% +3.1%

Personal Income (Apr — Fr 8:30) +0.3% +0.3%

Personal Spending (Apr — Fr 8:30) +0.2% +0.3%

PCE Prices (Apr — Fr 8:30) +0.3% +0.3%

PCE Prices — Core (Apr - Fr 8:30) +0.2% +0.3%

Next Week: Indicator g::::stnaiil:;* Prior Comment
ISM Manufacturing (May — Mo 14:00) 49.6 49.2

Construction Spending (May — Mo 14:00) +0.2 -0.2

Factory Orders (Apr — Mo 8:30) +0.6% +1.6%

JOLTS (Apr — We 8:30) NA 8.488M

MBA Mortgage Applications Index (6/1— We 7:00) NA 5.7%

ISM Non-Manufacturing (May — We 14:00) 50.7% 49.4%

Initial Claims (6/1 — Th 8:30) 216K 219K

Continuing Claims (5/25 — Th 8:30) NA 1,791K

Productivity-Rev (Q1 — Th 8:30) +0.3% +0.3%

Unit Labor Costs-Rev (Q1 — Th 8:30) +4.7% +4.7%

Trade Balance (Apr — Th 8:30) -$76.5B -$69.4B

Nonfarm Payroll (May — Fr 8:30) 185K 175K Prior Nonfarm Private Payrolls: 167K
Avg Hourly Earnings (May — Fr 8:30) +0.3% 0.2%

Unemployment Rate (May — Fr 8:30) 3.9% 3.9%

Consumer Credit (Apr — Fr 15:00) $11.0B $6.3B

*Sources: www.briefing.com and www.federalreserve.gov
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Economic Review

The Conference Board's
CONSUMER CONFI-
DENCE INDEX increased to
102.0 in May following three
months of  consecutive
decline. The Present
Situation Index — a measure
of consumers’ opinion on
current business and labor
market conditions, in-
creased to 143.1 in May
from 140.6 in April. The

Expectations Index - a
measurement of consum-
ers’ future outlook for

income, business, and labor
market conditions — rose to
74.6 in May from 68.8 in
April. Lastly, the 12-month
inflation expectations edged
up from 5.3% in April to
54% in May. Overall,
consumers are optimistic
about labor market condi-
tions, which usually results
in increased spending
activity.

According to the second
estimate for Q1, real GDP
increased at an annual rate
of 1.3%, down from the
preliminary  estimate of
1.6%. The  downward
revision was driven by a
contraction in consumer
spending from 2.5% to 2%.
Additionally, exports were
revised up to 1.2% from
0.9%, while imports were
revised up to 7.7%
compared to the initially
projected 7.2%. Real final
sales of domestic product,
which excludes changes in
private inventories, were

revised down to 1.7% from
the previous estimate of
2.0%. Overall, notwithstand-
ing its downward adjust-
ment, consumer spending
remained in line with the
average over the previous
eight quarters. Although
consumer spending was
weaker in Q1 than in the
preceding quarter, it still
supports a soft landing
outlook.

PERSONAL  SPENDING
was up 5.3% year-over-year
in April, but only 2.6% after
controlling for inflation. On
the other hand, PERSONAL
INCOME grew by 4.5% over
the same period. In real
terms, personal income was
up only 1.8%. Month-over-
month, wages and salaries
increased 0.2% after in-
creasing 0.6% in March,
while rental income was up
0.1% after increasing 1.5%
in March. Personal interest
income increased 0.4%
month-over-month after a
0.4% decrease in March,
and personal dividend in-
come increased 0.5% fol-
lowing a 0.4% increase in
March. The personal sav-
ings rate as a percentage of
disposable personal income
held steady at 3.6%.
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Fed Speeches

On May 28, Governor
Michelle W. Bowman dis-
cussed using the central
bank’s balance sheet as a
monetary policy tool at the
2024 BOJ-IMES Confer-
ence, hosted by the Bank of
Japan in Tokyo, Japan. Im-
mediately following the 2008
financial crisis, the Fed had
to provide additional support
for an economy plagued by
high unemployment and
subdued inflation.

Back then, the Fed was suc-
cessful in keeping inflation
around 2% and moderating
unemployment at the same
time. Because of this suc-
cess, the Fed adopted a QE
policy during the pandemic
as well. However, given the
strength of the housing mar-
ket, it is not clear if this was
the right decision. The infla-
tion that followed would sug-
gest that this response was
too strong, according to
Bowman, especially given
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Financial Markets

The stock market ended the week in red. All major
indices posted losses, with the Dow Jones Industrial
Average down 1%, the S&P 500 down 0.5%, and the
NASDAQ 1.1%. Yields on the 10 and 30-year bonds
advanced, while all other government securities were
flat or shed a few basis points (bps). The average 30-
year conventional mortgage rate gained another 7
basis points to 7.22%. The price of gold decreased
0.3%. Crude oil prices dropped 0.7%, finishing the
week at $77.25 per barrel. On the Forex market, the
US dollar traded higher against the Japanese Yen
(0.2%) but was unchanged against the euro.
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Interest Rate Forecast*®

During the Fed's May policy sustainably toward 2 percent. agency debt and agency mort-  securities holdings by reducing
meeting, the Federal Open In addition, the Committee will gage-backed securities. Begin-  the monthly redemption cap on
Market Committee (FOMC) continue reducing its holdings  ningin June, the Committee will ~ Treasury securities from $60
kept the federal funds rate of Treasury securites and slow the pace of decline of its  billion to $25 billion.”

target at 5.25% t0 5.50%. In the
statement released following
the meeting, the FOMC said,

6-Mo. 2-Yr. 10-Yr. 30-Yr

T-Bill Note Treasury Bond

nd 1
“The Committee does not ex. 2rd Qtr 24 8.50 5.33 5.33 5.41 4.85 4.54 4.64 7.05
pect it will be appropriate to re- 3 Qtr 8.50 5.38 5.36 5.39 4.85 4.50 4.66 7.00
duce the target range until it 4™ Qtr 8.42 5.29 5.27 5.30 4.82 4.47 4.61 6.86
has gained greater confidence 1t Qtr ‘25 8.17 5.04 5.02 5.12 4.74 4.40 4.51 6.74
that inflation is  moving  an qyr 7.92 5.33 477 4.87 4.65 4.42 4.47 6.60

*Forecast as of May 27, 2024

FINANCIAL MARKET SUMMARY

As of As of Weekly 4-Week 13-Week

5/31/2024 5/24/2024 Change Change Change
MONEY MARKETS (Changes in BPs)
Prime 8.50 8.50 0 0 0
Secured Overnight Financing Rate (SOFR) 5.33 5.31 2 2
Fed Funds (Wed close) 5.33 5.33 0 0 0
TREASURIES (BE) (Changes in BPs)
3 Months 5.46 5.46 0 1 4
6 Months 5.42 5.44 2) 1 15
1 Year 5.18 5.21 3) 6 24
2 Years 4.89 4.93 (4) 8 35
5 Years 4.52 4.53 (1) 4 35
10 Years 4.51 4.46 5 1 32
30 Years 4.65 4.57 8 (1) 32
MUNICIPALS- AAA G.O. & Mortgage (Changes in BPs)
2-Year Muni 3.36 3.28 8 16 54
5-Year Muni 3.14 3.02 12 40 67
10-Year Muni 3.11 3.01 10 37 58
30-Year Muni 4.00 3.87 13 8 30
30-Year Conventional Mortgage 7.03 6.94 9 (19) 9
MARKET INDICATORS (Changes in %)
DJIA 38,686.32 39,069.59 (1.0) 0.0 (1.0)
S&P 500 5,277.51 5,304.72 (0.5) 2.9 2.7
NASDAQ 16,735.02 16,920.80 (1.1) 3.6 2.8
CRB Futures 339.05 343.51 (1.3) 1.7 6.1
0il (WTI Crude) 77.25 77.79 (0.7) (7.7) 0.9
Gold 2,327.73 2,334.28 (0.3) 1.1 11.7
Yen / Dollar 157.29 156.93 0.2 (0.4) 4.5
Dollar / Euro 1.08 1.08 0.0 0.8 0.1

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.
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