WEEKLY ECONOMIC UPDATE

Summary

Inflation slowed down significantly in
June, boosting investors’ exuberance.
On Friday, both the S&P 500 and the
NASDAQ beat the previous week’s
record high. The Dow Jones Industrial
Average also reached a new record
high by midday but lost steam before
its final close.

Prices unexpectedly dropped 0.1%
from May to June reinforcing confi-
dence that the Fed will start cutting in-
terest rates as early as September.
Core CPI, which excludes food and en-
ergy, was up 0.1% month-over-month,
below experts’ expectation of a 0.2%
increase. Later in the week, wholesale
prices, a leading indicator of future
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inflation, pointed to a reverse of the
trend. The Producer Price Index (PPI)
for final demand increased 0.2%
month-over-month in June following no
change in May. Removing volatile food
and energy prices, the core PPl was up
0.4% versus expectations of a 0.1% in-
crease. Despite considerable progress
in bringing down inflation, consumers
continue to feel burned by high prices.
July’s preliminary Consumer Senti-
ment index dipped to 66 from 68 in
June. In the same period a year ago,
the index stood at 71.5.

Consumer credit increased by a larger
amount ($11.3 billion) than expected
($9.5 billion). Mortgage applications

decreased 0.2% for the week ending
July 6th, following a 2.6% decline for
the week before. The recent uptick in
mortgage rates has slowed demand for
mortgages. The Treasury Budget for
June showed a deficit of $66.0 billion
compared to a deficit of $227.8 billion
in the same period a year ago.

Initial claims continued backtracking
from a high that was reached in June,
suggesting that the labor market is
holding up well despite restrictive pol-
icy from the Fed. Initial jobless claims
for the week ending July 6 decreased
by 17,000 to 222,000. Continuing job-
less claims fell by 4,000 to 1.852 mil-
lion.

Last Week: Indicator I‘\L\Ieuprgt)tird (E:;Szftr;‘:‘ilfn* Comment
Consumer Credit (May — Mo 3:00) 11.3 Bil. $9.5 Bil.

MBA Mortgage Applications Index (7/6 — We 7:00) -0.2% NA Previous week: -2.6%
Initial Claims (7/6 — Th 8:30) 222K 234K

Continuing Claims (6/30 — Th 8:30) 1,857K NA

CPI (Jun —Th 8:30) -0.1% +0.1%

Core CPI (Jun —Th 8:30) +0.1% +0.2%

Treasury Budget (Jun —Th 2:00) -$66 Bil NA Last year: $227.8 billion
PPl (Jun - Fr 8:30) +0.2% +0.1%

Core PPI (Jun — Fr 8:30) +0.4% +0.1%

U. of Michigan Consumer Sentiment — Prelim (Jul — Fr 10:00) 66 67.5 Last year: 71.5

Consensus

Expectation* Comment

Prior

Next Week: Indicator

Retail Sales (Jun — Mo 8:30) -0.1% 0.1% Prior Retail Sales ex-auto: -0.1%
Import Prices (Jun — Tu 8:30) NA -0.4% Prior Import Prices ex-oil: -0.3%
Export Prices (Jun — Tu 8:30) NA -0.6% Prior Export Prices ex-ag.: -0.8%
MBA Mortgage Applications Index (7/13 — We 7:00) NA -0.2%

Housing Starts (Jun — We 8:30) 1,310K 1,277K

Building Permits (Jun — We 8:30) 1,391K 1,386K

Industrial Production (Jun — We 9:15) +0.3% +0.9%

Capacity Utilization (Jun — We 9:15) 78.6% 78.7%

Initial Claims (7/13 — Th 8:30) 225K 222K

Continuing Claims (7/6 — Th 8:30) NA 1,857K

Leading Indicators (Jun — Fr 10:00) -0.3% -0.5%

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

On a year-over-year basis, to-
tal CPI dropped from 3.3% in
May to 3.0% in June, the
smallest reading since April
2021. The improvement was
smaller when removing vola-
tile food and energy prices.
June’s year-over-year core
CPI was 3.3% compared to
3.4% in May. Looking at spe-
cific  subcategories, food
prices are 2.2% above last
year's levels, while energy
prices are only 1% above a
year ago. Shelter remains the
largest contributor to current
inflation, with the index 5.2%
above last year’s levels. The
all items less shelter index
was up only 1.8% year-over-
year, well within the Fed’s tar-
get rate, aresult of a 4.8% an-
nual increase in the prices of
services (excluding rent of
shelter) and a 0.32% decline
in the price of goods.

CONSUMER CREDIT in-
creased by $11.3 billion in
May after increasing $6.5 bil-
lion in April. This represents a
seasonally adjusted annual
rate of 2.7%. The $11.3 billion
increase stems from an in-
crease in revolving credit of
$7.0 billion and a $4.4 billion
increase in  non-revolving
credit. Revolving credit in-
creased at an annual rate of
6.3%, while nonrevolving
credit increased at an annual
rate of 1.4%. Revolving credit
growth accelerated strongly
after a slight contraction in
May. The question remains
whether consumers are turn-
ing to revolving credit be-
cause of need to maintain
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their living standards or in-
creased optimism about eco-
nomic prospects.

The TREASURY BUDGET
for June showed a deficit of
$66.0 billion. The June deficit
resulted from outlays ($532.2
billion) exceeding receipts
($466.3 billion). Individual in-
come taxes were the largest
source of receipts in June
($185 hillion), followed by so-
cial insurance and retirement
receipts ($181 billion), corpo-
rate income taxes ($81 bil-
lion), and excise taxes ($7 bil-
lion). The largest outlays by
function were Social Security
($129 billion), education ($90
billion), net interest ($81 bil-
lion), health ($75 billion), and
national defense ($67 billion).
The fiscal year-to-date deficit
is $1.268 trillion, which is 9%
lower than the same period a
year ago.
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Fed Speeches

Chair Jerome Powell spoke be-
fore the Senate Committee on
Banking Housing, and Urban
Affairs on July 9. The central
bank chief sounded optimistic
about the outlook of the Ameri-
can economy:

“Recent indicators suggest
that the U.S. economy
continues to expand at a
solid pace. Gross domestic
product growth appears to
have moderated in the first
half of this year following
impressive strength in the
second half of last year.
Private domestic demand
remains robust, however,

Chair Powell stated that, after
stalling at the beginning of the
year, recent monthly readings
indicate that inflation is showing
signs of moderation:

“The most recent inflation
readings, however, have
shown some modest fur-
ther progress, and more
good data would
strengthen our confidence
that inflation is moving sus-
tainably toward 2 percent.”

Chair Powell concluded his tes-
timony noting that the FOMC is
currently balancing the risk of
reducing policy restraints too
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Financial Markets

The stock market finished higher last week. The Dow
Jones Industrial Average gained 1.6%, the S&P 500
rose 0.9%, and the NASDAQ advanced 0.2%.
Treasury and municipal yields dropped on the grow-
ing sentiment of a near rate cut. The average 30-
year conventional mortgage rate dropped 6 bps and
finished the week at 6.89%. The price of gold rose
0.8%. Crude oil prices dropped 1.1%, ending the
week at $82.21 per barrel. Oil prices are 5.2% down
over the last 6 months but 9.1% up over the last 4
weeks. Expectations of a rate cut later this year de-
pressed the value of U.S. currency on the forex mar-
ket. The U.S. dollar lost 1.8% against the Japanese
Yen and 0.6% against the Euro.
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Interest Rate Forecast*®

During the Fed's June policy
meeting, the Federal Open
Market Committee (FOMC)
kept the federal funds rate

that inflation is moving sus-
tainably toward 2 percent. In
addition, the Committee will
continue reducing its

holdings of Treasury securi-
ties and agency debt and
agency mortgage-backed
securities. The Committee is

strongly committed to re-
turning inflation to its 2 per-
cent objective.”

target at 5.25% to 5.50%. In 10-Yr. 30-Yr  30-Yr
the statement released fol- Treasury _Bond __Mortgage
lowing the meeting, the 39 Qtr. 24 8.45 5.33 5.31 5.36 4.82 4.41 4.56 6.96
FOMC said, “The Commit- 4" Qtr 8.39 5.26 5.24 5.28 4.82 4.48 4,58 6.82
tee does not expect it will be 1% Qtr 25 8.17 5.04 5.02 5.11 4.74 4.46 4.55 6.72
appropriate to reduce the 2" Qtr 7.92 4.79 4.77 4.87 4.65 4.44 4.52 6.58
target range until it has  39qu 758 446 4.44 454 4.50 439 447 6.49
gained greater confidence July 2024

FINANCIAL MARKET SUMMARY

As of As of

7/5/2024

7112/2024

MONEY MARKETS (Changes in BPs)

Prime 8.50 8.50 0 0 0
Secured Overnight Financing Rate (SOFR) 5.34 5.33 1 3 3
Fed Funds (Wed close) 5.33 5.33 0 0 0
TREASURIES (BE) (Changes in BPs)

3 Months 5.43 5.46 (3) (8) @
6 Months 5.23 5.34 (11) (13) (13)
1 Year 4.87 4.98 (11) (20) (26)
2 Years 4.45 4.60 (15) (22) (43)
5 Years 4.10 4.22 (12) (12) (44)
10 Years 4.18 4.28 (10) (2) (32)
30 Years 4.39 4.47 (8) 5 (22)
MUNICIPALS- AAA G.O. & Mortgage (Changes in BPs)

2-Year Muni 3.00 3.12 (12) (11) (16)
5-Year Muni 2.84 2.96 (12) (5) 15
10-Year Muni 2.82 2.86 (4) (7) 14
30-Year Muni 3.75 3.80 (5) 0 (15)
30-Year Conventional Mortgage 6.89 6.95 (6) (6) 1
MARKET INDICATORS (Changes in %)

DJIA 40,000.90 39,375.87 1.6 3.7 5.3
S&P 500 5,615.35 5,567.19 0.9 3.4 9.6
NASDAQ 18,398.45 18,352.76 0.2 4.0 13.7
CRB Futures 341.48 344.63 (0.9) (0.8) (1.2)
Oil (WTI Crude) 82.21 83.16 (1.2) 9.1 (5.2)
Gold 2,411.43 2,392.16 0.8 3.4 2.9
Yen / Dollar 157.83 160.75 (1.8) 0.7 4.1
Dollar / Euro 1.09 1.08 0.6 1.9 2.5

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

" H
i“"' CHMURA Week of July 15, 2024

www.chmura.com © Chmura Economics & Analytics, 2024 4





