WEEKLY ECONOMIC UPDATE

Summary

The stock market recovered some of the re-
cent losses last week. The Dow Jones In-
dustrial Average gained 0.3%, the S&P 500
advanced 1.3%, and the NASDAQ rose
2.4%.

May’s Employment Situation Report gener-
ated a lot of buzz last week. On the one
hand, hiring was much stronger than ex-
pected in May, with 272,000 new jobs
added to nonfarm payrolls, according to the
establishment survey. On the other hand,
the household survey indicated a decline in
employment of 408,000, bringing the un-
employment rate up to 4.0% for the first
time since January 2022. After a big down-
ward revision in the first quarter, unit labor
cost rose 4.0% instead of the first report of
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4.7%. Over the last 12 months, average
hourly earnings have risen 4.1%, versus
4.0% for the 12 months ending in April. Ini-
tial jobless claims for the week ending June
1 increased by 8,000 to 229,000. Continu-
ing jobless claims for the week ending May
25 increased by 2,000 to 1.792 million. The
number of job openings on the last busi-
ness day of April dropped to 8.06 million
from a downwardly revised 8.355 million
(from 8.488 million) in March. First quarter
productivity was revised down to 0.2%
quarter-over-quarter, bringing the annual
change to 2.9%. Manufacturing continues
to struggle. The May ISM index for manu-
facturing remained below 50%, the dividing
line between expansion and contraction,

while the ISM index for services improved
to 53.8% from 50.7% in April. Factory or-
ders increased 0.7% month-over-month in
April, following a major downward revision
from 1.6% to 0.7% for March. May con-
struction spending contracted for the sec-
ond month in a row. Nonetheless, it is still
10% above its level a year ago. The April
trade deficit widened to $74.6 billion from
$68.6 billion in March. Exports were $2.1
billion more than March exports, but im-
ports were $8.0 billion more than March im-
ports. April consumer credit increased by
less than expected at a seasonally adjusted
annual rate of 1.5%.

Last Week: Indicator I'\L\Ieuprzt)tird CE:QS:ce{;iL:)Sn* Comment
ISM Manufacturing (May — Mo 14:00) 48.7% 49.6

Construction Spending (May — Mo 14:00) -0.1% +0.2

Factory Orders (Apr — Mo 8:30) +0.7% +0.6%

JOLTS (Apr —We 8:30) 8.059M NA Prior: 8.355 million
MBA Mortgage Applications Index (6/1- We 7:00) 5.2% NA Prior: -5.7%
ISM Non-Manufacturing (May — We 14:00) 53.8% 50.7%

Initial Claims (6/1 — Th 8:30) 229K 216K

Continuing Claims (5/25 — Th 8:30) 1792K NA

Productivity-Rev (Q1 — Th 8:30) +0.2% +0.3%

Unit Labor Costs-Rev (Q1 — Th 8:30) +4.0% +4.7%

Trade Balance (Apr —Th 8:30) -$74.6B -$76.5B

Nonfarm Payroll (May — Fr 8:30) 272K 185K

Avg Hourly Earnings (May — Fr 8:30) +0.4% +0.3%

Unemployment Rate (May — Fr 8:30) 4.0% 3.9%

Consumer Credit (Apr — Fr 15:00) $6.4B $11.0B

Consensus

Next Week: Indicator Expectation* Comment
MBA Mortgage Applications Index (04/10 — Tu 7:00) NA -5.2%
CPI (Mar — Tu 8:30) +0.1% +0.3%
Core CPI (Mar — Tu 8:30) +0.3% +0.3%
Treasury Budget (Mar — Tu 14:00) NA $209.5B
Initial Claims (04/10 — Th 8:30) 224K 229K
Continuing Claims (03/30 — Th 8:30) NA 1792K
PPI (Mar — Th 8:30) +0.1% +0.5%
Core PPI (Mar — Th 8:30) +0.3% +0.5%
Import Prices (Mar — Fr 8:30) NA NA
Export Prices (Mar — Fr 8:30) NA NA

U. Michigan Consumer Sentiment — Prelim (Apr — Fr 10:00) 73.0 69.1
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Economic Review

The May ISM MANUFAC-
TURING Index checked in at
48.7%, down from 49.2% in
April. This is below the 50%
expansion threshold, indicat-
ing a faster pace of contrac-
tion than expansion in the
manufacturing sector last
month. The ISM NON-MANU-
FACTURING INDEX, how-
ever, increased to 53.8% in
May, up from 49.4% in April.
This change from contraction
to expansion suggests that
economic activity is on the re-
bound in the services sector.
This is the best reading for the
index since August 2023. A
large contributor to this in-
crease was the Business Ac-
tivity/Production Index, jump-
ing to 61.2% from 50.9% in
the previous month. Other
contributors include the New
Orders Index rising to 54.1%
from 52.2% and the Prices In-
dex dipping to 58.1% from
59.2%. Overall, these reports
signify a pickup in activity in
the nation’s largest sector,
while manufacturing activity
showed a faster pace of con-
traction than anticipated, rais-
ing concerns about the econ-
omy missing its mark with a
soft landing.

The number of JOB OPEN-
INGS continues to drop, hit-
ting 8.06 million in April, down
3.5% since March. Year-over-
year job openings are down
18.6%. This drop is not uni-
form across all sectors. Job
openings decreased heavily
in healthcare and social as-
sistance (-204,000) while it
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increased in private educa-
tional services (+50,000). In
April, there are now 1.5 job
openings per unemployed
worker. The number of
HIRES changed little in April,
with an increase in durable
goods manufacturing
(+52,000) and a decrease in
arts, entertainment, and rec-
reation (-45,000) and the fed-
eral government (-8,000).
The decreased job openings
with no significant change in
hiring points to a cooling off in
the labor market.

May’s UNEMPLOYMENT
inched up to 4.0% from 3.9%
in April. This is the first time
that monthly unemployment
has reached 4.0% since Jan-
uary 2022. The unemploy-
ment rate held steady at 3.5%
for white workers; it increased
slightly for Latinos (from 4.8%
to 5%) and Asians (from 2.8%
to 3.1%) and surged for Afri-
can Americans (from 5.6% to
6.1%). Workers unemployed
for 27 weeks or more grew to
account for 20.7% of total un-
employment, up from 19.6%
in April. This means that a
larger portion of the unem-
ployed have stopped receiv-
ing Ul benefits. The U6 unem-
ployment rate, which ac-
counts for unemployed and
underemployed workers, was
7.4%. The labor force partici-
pation rate decreased to
62.5% from 62.7% in April.
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Fed Speeches Financial Markets

The stock market finished higher last week, with the
There were no speeches, testimony, or interviews by Fed- Dow Jones Industrial Average gaining 0.3%, the
eral Reserve officials last week relevant to monetary policy. S&P 500 advancing 1.3%, and the NASDAQ climb-
This is due to the Federal Open Market Committee meeting ing 2.4%. Yields on treasury securities and municipal
this week. bonds advanced on Friday following a strong labor

report that dampened hope for a near-term rate cut.
Despite Friday’s rally, yields declined for the week,
except for the 3-month bill that gained 6 basis points
(bps). The average 30-year conventional mortgage
rate retreated 4 bps and finished the week at 6.99%.
The price of gold dropped 1.6%. Crude oil prices
saw a sharp decline (2.5%), ending the week at
$75.32/barrel. The U.S. dollar traded lower against
the Japanese Yen (0.3%) but advanced against the
Euro (0.4%) following the first ECB’s rate cut.
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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% to 5.50%. In the

sta%ement rel?eased fgllowing Avg. for: Prime Eﬁﬂ ds ilgtre' .}.?éz;'ury g%rT(; &%x;age
the meeting, the FOMC said,

“The Committee does not ex- 2" 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- 34 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 1% Qtr ‘25 8.17 5.04 5.02 5.12 4.74 4.40 4.51 6.74

thatinflation s moving  n gtr 7.92 5.33 477 4.87 4.65 442 447 6.60

May 2024

FINANCIAL MARKET SUMMARY

As of As of

6/7/2024 5/31/2024

MONEY MARKETS (Changes in BPs)

Prime 8.50 8.50 0 0 0
Secured Overnight Financing Rate (SOFR) 5.33 5.33 0 2 2
Fed Funds (Wed close) 5.33 5.33 0

TREASURIES (BE) (Changes in BPs)

3 Months 5.52 5.46 6 5 6
6 Months 5.40 5.42 2 (3 6
1 Year 5.17 5.18 (1) 0 25
2 Years 4.87 4.89 @) 0 39
5 Years 4.46 4.52 (6) (6) 40
10 Years 4.43 4.51 (8) (7) 34
30 Years 4.55 4.65 (10) 9) 29
MUNICIPALS- AAA G.O. & Mortgage (Changes in BPs)

2-Year Muni 3.23 3.36 (13) (10) 45
5-Year Muni 3.01 3.14 (13) 33 60
10-Year Muni 2.94 3.11 17) 26 48
30-Year Muni 3.86 4.00 (14) 1 21
30-Year Conventional Mortgage 6.99 7.03 (4) (10) 11
MARKET INDICATORS (Changes in %)

DJIA 38,798.99 38,686.32 0.3 (1.8) 0.2
S&P 500 5,346.99 5,277.51 1.3 2.4 4.4
NASDAQ 17,133.13 16,735.02 2.4 4.8 6.5
CRB Futures 339.05 339.05 0.0 0.5 6.2
Oil (WTI Crude) 75.32 77.25 (2.5) (3.5) (5.6)
Gold 2,291.27 2,327.73 (1.6) (3.0 5.2
Yen / Dollar 156.76 157.29 (0.3) 2.5 4.4
Dollar / Euro 1.08 1.08 0.4) 0.3 (1.3)

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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