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Summary

Last week, the Dow Jones Industrial Aver-
age dropped 2.1%, the S&P 500 fell 2.5%,
and the NASDAQ plunged 2.6%. Both the
S&P 500 and the NASDAQ are now in cor-
rection territory. The big sell-off came de-
spite the 2023Q3 GDP advance estimate
being higher than expected. U.S. real GDP
grew at a 4.9% annualized rate, more than
double the second-quarter pace. Prices ac-
celerated faster than expected in Septem-
ber, but energy is to be blamed for the in-
crease. After removing food and energy
prices, core PCE rose in September by an
expected 0.3% from the August reading,
bringing the annual rate down to 3.7% from
3.8%. Personal income increased less than
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expected (+0.3% versus an expected
+0.4% month over month), while personal
spending increased more than expected
(+0.7% versus an expected +0.5% month
over month) supporting the notion that con-
sumers were using savings to finance their
spending activity. New orders of durable
goods jumped higher than expected in Sep-
tember (+4.7% month over month com-
pared with expectations of +1.5%). This
surge in new orders was driven by trans-
portation equipment (+12.7%). New home
sales increased 12.3% month-over-month
in September to a seasonally adjusted an-
nual rate of 759,000 units. That was the
strongest rate of sales since February
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2022. Meanwhile, MBA Mortgage Applica-
tions continue to decline (-1.0%) following
climbing interest rates. The labor market
continues to remain remarkably resilient.
Only 210,000 new initial claims were filed
in the week ending October 21. The num-
ber of continuing jobless claims for the
week of October 14 increased by 63,000 to
1.790 million. The final reading for the Uni-
versity of Michigan Consumer Sentiment
Index for October came in at 63.8, up from
the preliminary reading of 63.0, but down
from September's final reading of 67.9. In
the same period a year ago, the index
stood at 59.9.

Last Week: Indicator Reported Expectation* Comment

MBA Mortgage Applications Index (10/21 — We 7:00) -1.0% NA

New Home Sales Index (Sep — We 10:00) 759 TUAR 683 TUAR

Initial Claims (10/21- Th 8:30) 210K 210K

Continuing Claims (10/14 — Th 8:30) 1790K NA

Durable Orders (Sep — Th 8:30) +4.7% +1.5% Durable Orders ex transportation: 0.5%
GDP-Adv. (Q3-Th 8:30) +4.9% +4.0%

Chain Deflator-Adv. (Q3 —Th 8:30) +3.5% +2.7%

Personal Income (Sep - Fr 8:30) +0.3% +0.4%

Personal Spending (Sep — Fr 8:30) +0.7% +0.5%

PCE Prices (Sep - Fr 8:30) +0.4% +0.3% PCE Prices — Core: +0.3%
U. of Michigan Consumer Sentiment — Final (Sep — Fr 10:00) 63.8 63.1

Next Week: Indicator ggg‘gs{;ﬁ;* Prior Comment

Employment Cost Index (Q3 — Tu 8:30) +1.0% +1.0%

S&P Case-Shiller Home Price Index (Aug — Tu 9:30) +0.3% +0.1%

Consumer Confidence (Oct — Tu 10:00) 100.0 103.0

MBA Mortgage Applications Index (10/28 — We 7:00) NA -1.0%

Construction Spending (Sep— We 10:00) +0.4% +0.5%

ISM Manufacturing Index (Sep— We 10:00) 49.0% 49.0%

JOLTS - Job Openings (Sep— We 10:00) NA 9.610M

Initial Claims (10/21- Th 8:30) 214K 210K

Continuing Claims (10/14 — Th 8:30) NA 1790K Not available
Productivity-Prel (Q3 —Th 8:30) +3.6% +3.5%

Unit Labor Costs-Prel (Q3 — Th 8:30) +1.5% +2.2%

Factory Orders (Sep — Th 10:00) +1.0% +1.2%

Nonfarm Payrolls +175K +336K Nonfarm Private Payrolls = 143K
Unemployment Rate +3.8% +3.8%

Avg Hourly Earnings +0.3% +0.2%

ISM Non-Manufacturing Index 53.0% 53.6%
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Economic Review

REAL GROSS DOMESTIC
PRODUCT grew at an an-
nualized rate of 4.9% in the
third quarter of 2023. Con-
sumers proved one more
time to be the backbone of
the economy. Personal con-
sumption expenditures in-
creased 4.0% and contrib-
uted 2.69 percentage points
to GDP growth. Gross pri-
vate domestic investment
jumped 8.4% and contrib-
uted 1.47 percentage points
to GDP growth. Govern-
ment spending expanded
4.6%, up from 3.3% in the
second quarter, and contrib-
uted 0.79 percentage points
to growth. Exports in-
creased 6.2% and imports
rose 5.7%. Net exports sub-
tracted 0.08 percentage
points from growth. Nominal
GDP increased 8.5% at an
annual rate, in the third
quarter to a level of $27.62
trillion.

NEW HOME SALES activity
in September picked up no-
ticeably, aided by lower
prices and reported mort-
gage rate concessions from
builders. On a year-over-
year basis, new home sales
were up 33.9%. New home
sales increased the most in
the Northeast (+63.3%) and
in the West (+53.3%). Sales
were up 29.9% in the South
and only 4.7% in the Mid-
west. The median sales
price declined 12.3% year
over year to $418,800 while
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the average sales price de-
clined 4.9% to $503,900.
September marked the sixth
straight month of a year-
over-year decline in the me-
dian selling price. New
homes sold for $399,999 or
less accounted for 45% of
all new homes sold versus
39% in August and 32% one

year ago.

Nominal PERSONAL
INCOME increased 4.7%
from a year ago. However,
after adjusting for inflation
real disposable personal
income was up only 3.5%
year over year. Most of this
gain happened earlier in the
year. Over the last month,
real disposable income
increased only 0.1%. On the
other hand, consumer
CONSUMPTION remains
elevated (month over month
+0.4% in September). Slow-
growth in income and
sustained spending imply
that consumers are using
savings to support their
spending. The personal sav-
ings rate as a percentage of
disposable income de-
creased to 3.4% from 4.0%
in August. Nominal wages
and salaries increased 0.4%
month-over-month after
climbing 0.5% in August.
Rental income was up 0.7%
after increasing 0.8% in Au-
gust. Personal interest in-
come jumped 1.0% for the
third consecutive month.
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Fed Speeches

On October 27, Vice Chair
for Supervision Michael S.
Barr spoke at the Econom-
ics of Payments XlI Confer-
ence about the initiative un-
dertaken by the Fed to mod-
ernize the payments sys-
tem:

We introduced the Fed-
Now Service® in July to
facilitate secure and
convenient instant pay-
ments. We developed
FedNow in response to
a growing demand for
instant payments from
both households and
businesses.

Another important emerging
payment technology is the
central bank digital currency
(CBDC), a digital form of
central bank money made
available directly to the gen-
eral public. Vice Chair Barr
also emphasized the

necessity to regulate stable-
coins, a type of cryptocur-
rency where the value of the
digital asset is supposed to
be pegged to a reference
asset:

The Federal Reserve
has a strong interest in
ensuring that any sta-
blecoin offerings oper-
ate within an appropri-
ate federal prudential
oversight framework, so
they do not threaten fi-
nancial stability or pay-
ments system integrity.
We also have provided
guidance to the banks
that we supervise on
how they should en-
gage with their supervi-
sors when considering
use of these products.
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Financial Markets

Last week was another week of big losses in the
stock market. The Dow Jones Industrial Average
dropped 2.1%, the S&P 500 fell 2.5%, and the
NASDAQ shed 2.6%. Both the S&P 500 and the
NASDAQ are now in correction territory. Yields on
medium- and long-term securities retreated a little af-
ter being on the rise for several weeks. The 30-year
conventional mortgage rate gained another 16 basis
points, finishing at 7.79%. Gold rose 1.2% while oil
traded 4.1% lower, finishing the week at $85.15 per
barrel. On the Forex market, the US dollar appreci-
ated 0.2% against the Japanese Yen and 0.3% on
the euro.
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Interest Rate Forecast*®

The Federal Open Market Com-  remained low. Inflation remains  households and businesses are  uncertain. The Committee re-
mittee (FOMC) kept the federal elevated. The U.S. banking sys-  likely to weigh on economic activ-  mains highly attentive to inflation
funds rate target at 5.25% to tem is sound and resilient. ity, hiring, and inflation. The ex-  risks.”

5.50% during the Fed’s Septem-  Tighter credit conditions for tent of these effects remains

ber policy meeting. In the state-

ment released following the Sep-  NYWERINS prime  ed SOER 6-Mo. 2-YT. 10-Yr. 30-yr  30-Yr
tember meeting, the FOMC said, C Funds T-Bill Note Treasury Bond Mortgage
“Recent indicators suggest that 41 Qtr ‘23 8.6 5.4 5.41 5.7 5.2 4.9 5.0 7.6
economic activity has been ex- 15t Qtr ‘24 8.8 5.6 5.60 5.8 5.4 5.1 5.3 7.6
panding at a solid pace. Job  “ong oy 8.7 5.5 5.52 5.7 5.7 5.3 5.5 7.6
gains have slowed in recent o

months but remain strong, and ~ 3° Qtr 8.3 5.2 5.19 5.5 5.6 5.4 5.7 7.2
the unemployment rate has 41 Qtr 7.9 4.8 4.77 5.1 5.3 5.4 5.6 6.8

*Forecast as of October 27, 2023

FINANCIAL MARKET SUMMARY

As of As of

10/27/2023 10/20/2023

MONEY MARKETS (Changes in BPs)

Prime 8.50 8.50 0 0 0
Secured Overnight Financing Rate (SOFR) 5.31 5.30 1 0 0
Fed Funds (Wed close) 5.33 5.33 0 0 0
TREASURIES (BE) (Changes in BPs)

3 Months 5.59 5.58 1 4

6 Months 5.55 5.54 1 2

1 Year 5.39 5.41 2) @ 2
2 Years 4.99 5.07 (8) (4) 12
5 Years 4.76 4.86 (10) 16 58
10 Years 4.84 4.93 9) 25 88
30 Years 5.03 5.09 (6) 30 100
MUNICIPALS- AAA G.O. & Mortgage (Changes in BPs)

2-Year Muni 3.76 3.76 0 11 84
5-Year Muni 3.55 3.55 0 17 96
10-Year Muni 3.65 3.64 1 27 113
30-Year Muni 4.65 4.63 2 23 108
30-Year Conventional Mortgage 7.79 7.63 16 48 98
MARKET INDICATORS (Changes in %)

DJIA 32,417.59 33,127.28 (2.2) (3.3) (8.6)
S&P 500 4,117.37 4,224.16 (2.5) (4.0) (10.1)
NASDAQ 12,643.01 12,983.81 (2.6) (4.4) (11.7)
CRB Futures 322.69 323.39 0.2) 0.6 3.0
Oil (WTI Crude) 85.15 88.75 (4.2) (5.7) 10.7
Gold 2,005.53 1,981.40 1.2 8.5 2.4
Yen / Dollar 149.86 149.58 0.2 1.0 5.7
Dollar / Euro 1.06 1.06 (0.3) (0.1) (4.1)

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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