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Important Information

The views and opinions expressed are those of the speaker and are subject
to change based on factors such as market and economic conditions. These views
and opinions are not an offer to buy a particular security and should not be relied
upon as investment advice. Past performance cannot guarantee comparable future
results.



Important Information

Performance quoted is past performance and cannot guarantee comparable future results; current
performance may be higher or lower.

Results shown assume the reinvestment of dividends.
An investment cannot be made directly in an index.
Investments with higher return potential carry greater risk for loss.

Investing in small companies involves greater risks not associated with investing in more established
companies, such as business risk, significant stock price fluctuations and illiquidity.

Foreign securities have additional risks, including exchange rate changes, political and economic
upheaval, the relative lack of information about these companies, relatively low market liquidity and
the potential lack of strict financial and accounting controls and standards.

Investing in emerging markets involves greater risk than investing in more established markets such as
risks relating to the relatively smaller size and lesser liquidity of these markets, high inflation rates,
adverse political developments and lack of timely information.

Fluctuations in the price of gold and precious metals often dramatically affect the profitability of the
companies in the gold and precious metals sector. Changes in political or economic climate for the
two largest gold producers, South Africa and the former Soviet Union, may have a direct effect on the
price of gold worldwide.



Point of View

Soft landing rally

» cooling inflation
» cooling economy

> no recession in the forecast
> Fed finished



Economic data

U.S. index of leading economic indicators — signaling recession

“The Conference Board

Peak: o1 o712 ggfi expects elevated inflation,
Trough: : 096 ' ioh i
15 - high interest rates, and
YoY % Change, LE| contracting consumer
. YoY % Change, Real GDP spending—due to depleting

pandemic saving and
mandatory student loan
repayments—to tip the US
economy into a very short
recession. We forecast that
real GDP will expand by just
0.8 percentin 2024.”

Percent

This chart shows how the LEI
-10 has definitively rolled over

well in advance of the last
15 - recessions.

Sources: The Conference Board,

*Bureau of Economic Analysis (BEA)
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The Conference Board Leading Economic Index® (LEI) components: 1) average weekly hours worked, manufacturing; 2) average weekly initial
unemployment claims; 3) manufacturers’ new orders — consumer goods and materials; 4) ISM index of new orders; 5) manufacturers’ new orders,
nondefense capital goods; 6) building permits — new private housing units; 7) stock prices, S&P 500; 8) Leading Credit Index™; 9) interest rate
spread; 10-year Treasury minus fed funds; 10) index of consumer expectations.

5 Source: ©The Conference Board. Data through October released November 20, 2023.



Economic data

Manufacturing jobs % of total employment

Manufacturing % of Total
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6



10-year Treasury Yield - Fed Funds (%)

Federal Reserve policy
Yield curve vs. the S&P 500
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Sources: NBER, Federal Reserve and Standard & Poor’s. Data through November 2023.
1The interest rate on the 10-year Treasury bond (long term) minus the fed funds rate (short term).

S&P 500

When the yield
curve has inverted
the economy has
usually turned
down into
recession with a lag
of a year or more.

Today, the yield
curve is inverted.




Index

Economic data

ISM manufacturing PMI

70 November at 46.7.

November new orders
65 48.3.

60 Note the historic
volatility in the

55 manufacturing PMI.
Note how this indicator

50 has slumped well below

50 even during periods
167 Of strong economic
45 expansion, eg. 1995,
1999, 2003, 2013, 2016.

Shaded bands

indicate recession.
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Source: Copyright 2023, Institute for Supply Management. Data through November 2023.
ISM: “A reading above 50 percent indicates that the manufacturing economy is generally expanding; below 50 percent indicates that it is generally
contracting. A Manufacturing PMI® above 48.7 percent, over a period of time, generally indicates an expansion of the overall economy.”



Housing Starts SAAR (000s)

Economic data

Housing starts

2,500 1.372 million starts
in October.

October permits at
2,000 1.487 million.

1,803
“Housing starts also
remain(ed) well
below the projected
rate of 1.6 to 1.8
million that is
consistent with
long-term
demographics and
the replacement of
the existing housing
stock (Herbert,
McCue, and Spader
2016).” 1
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represent recession.
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Sources: BEA and U.S. Census Bureau. Data through October 2023.
1 Economic Report of the President, Council of Economic Advisors, February 2018



Economic data

Vehicle sales

Car sales
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Index

11

Economic data

ISM setrvices PMI

70
November at 52.7.

November new orders
65 55.5.

Services comprise 89%
60 of the U.S. economy!
and 91% of total
nonfarm jobs.

55
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Shaded pands
indicate recession.
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Source: Copyright 2023, Institute for Supply Management; data through November 2023. This data series was created in 2008. ISM: “A reading above 50
percent indicates that the services sector economy is generally expanding; below 50 percent indicates that it is generally contracting.” “A Services PMI® above
50.1 percent, over time, generally indicates an expansion of the overall economy.” 1Value added as a percent of GDP.



Economic data

Construction boom

THE WALL STREET JOURNAL.

Excavator Sales Surge to Record on Heels of
Boom in Construction

Source: The Wall Street Journal. “Excavator Sales Surge to Record on Heels of Boom in Construction”, by Bob Tita. June 9, 2023.



Economic data

Construction employment — record high

Construction employment
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S billions SAAR

Consumer income
Disposable personal income, spending and saving

DPl up +7.9%
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Source: Bureau of Economic Analysis, monthly data through September 2023.



Economic data

Net new job formation — cooling
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Economic data

Average hourly earnings — y/y rate of change

Average Hourly Earnings
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Productivity gains
partially offset

wage gains.
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Economic data

Unemployment rate
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Source: Bureau of Labor Statistics. Data through November 2023.



(000s)

Economic data
“Excess demand” for labor — this time 1s different
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Labor Force Partcipation Rate

Economic data - jobs

Labor force participation rate! — recovering from Covid

68.0%
Americans were
67.5% joining and staying
67.0% in the labor force in
increasing numbers
0, . .
66.5% ... until Covid-19.
66.0%
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Source: BLS. Data through November 2023.

1Labor force participation rate: the proportion of the civilian noninstitutional population 16 years of age and older either at work or actively seeking work. 20



Household balance sheets

Household net worth — the wealth effect

Household net
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Economic data

Consumer spending

THE WALL STREET JOURNAL.

The U.S. Economy’s Secret Weapon:
Seniors With Money to Spend

Why has consumer spending proven so resilient as the Federal Reserve has raised
interest rates? An important and little-appreciated reason: Consumers are getting older.
In August, 17.7% of the population was 65 or older, according to the Census Bureau, the
highest on record going back to 1920 and up sharply from 13% in 2010. The elderly
aren’t just more numerous: Their finances are relatively healthy, and they have less
need to borrow, such as to buy a house, and are less at risk of layoffs than other
consumers.

This has made the elderly a spending force to be reckoned with. Americans aged 65 and
up accounted for 22% of spending last year, the highest share since records began in
1972 and up from 15% in 2010, according to the Labor Department’s survey of
consumer expenditures released in September.

“These are the consumers that will matter over the coming year,” said Susan Sterne,
chief economist at Economic Analysis Associates.

Source: The Wall Street Journal, “The U.S. Economy’s Secret Weapon: Seniors With Money to Spend”, by Gwinn Guilford, October 8, 2023.
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Household balance sheets
Financial obliga
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Percent of Total Income and Spending

24

Consumer spending

Distribution of consumer income and spending

B Percent of Total Income Before Taxes

B Percent of Total Consumer Spending Consu'mer

50% spending is
heavily
skewed
toward

40% higher
income
consumers.

30%

20%

10%

0%
Lowest 20 percent Second 20 percent Third 20 percent Fourth 20 percent Highest 20 percent
($12,029) ($32,768) (856,773) ($93,390) (5218,670)

Income Quintiles
(average 2019 income in parentheses)

Source: BLS, Consumer Expenditure Survey 2019, released September 2020.



Federal Reserve policy
The monetary base and the money supply

M2: currency held by the public

plus checking, savings and
20 money market accounts.
A quadrupling of the
monetary base with QE
15

did not affect M2 growth.
The CARES Act and
subsequent stimulus did ...
by putting money directly
,,,,,, into consumers’ and

N R businesses’ accounts.
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Monetary base: currency in
circulation plus reserve balances

(deposits held by banks in their
accounts at the Federal reserve).
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Source: Federal Reserve, statistical release H.6. Data through October 2023.
1CAGR = compound annual growth rate.
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WTTI spot crude oil prices
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Consensus GDP forecast

GDP

The 60 economists

10.0

surveyed in October
see a slowdown
ahead, but no
recession.
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GDP forecast
Atlanta Fed’s GDPNow forecast — 4™ quarter

Latest estimate: 1.2 percent -- December 07, 2023

The GDPMNow model estimate for real GDP growth (seasonally adjusted annual rate) in the fourth quarter of 2023 is 1.2 percent on
December 7, down from 1.3 percent on December 6 after rounding. After this morning's wholesale trade release from the US Census
Bureau, the nowcast of fourth-quarter real gross private domestic investment growth decreased from -2.9 percent to -3.0 percent.

The next GDPNow update is Thursday, December 14. Please see the "Release Dates" tab below for a list of upcoming releases.

Evolution of Atlanta Fed GDPNow real GDP estimate for 2023: Q4
Quarterly percent change (SAAR)

Atlanta Fed
GDPNow estimate

1 Blue Chip consensus /

__Bite Chip consensus___—

Range of top 10
0 ) and bottom 10
average forecasts

Date of forecast
-1
27-Sep 4-Oct 11-Oct 18-Oct 25-Oct 1-Nov 8-Nov 15-Nov 22-Nov 29-NMov 6-Dec

Sources: Biue Chip Economic Indicators and Blue Chip Financial Forecasts

MNote: The top (bottom) 10 average forecastis an average of the highest (lowest) 10 forecasts in the Blue Chip
survey.

Source: Federal Reserve Bank of Atlanta, December 7, 2023.



GDP forecast
NY Fed’s Nowcast — 4™ quarter

Dec 08, 2023

s The New York Fed Staff Nowcast stands at 2.3% for 2023:0Q4, with the 50% probability interval at [1.3, 3.4]1%
and the 68% interval at [0.8, 3.9]1%. The Staff Nowcast stands at 2.1% for 2024:Q1.

»  News from this week's data releases left the 2023:Q4 reading largely unchanged and increased the 2024:01
reading by 0.1 percentage point.

+  Positive surprises from unemployment, nonfarm payroll employment, and import data were offset by
@ Read More

2023:04 |

Latest Release1:15am ET Dec 0, 2023 ) DOWNLOADS LAYOUT

New York Fed Staff Nowcast
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Source: Federal Reserve Bank of New York, December 8, 2023.



GDP
(billions of chained 2017 dollars)

GDP forecast
V-shaped recovery from Covid
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Sources: Bureau of Economic Analysis, actual quarterly data through September 2023. Dotted line represents the forecast from The Wall Street
Journal survey released October 2023.
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GDP growth potential = A productivity + A labor force
CBO’s potential growth calculations

Figure 2-5.

Composition of the Growth of Real Potential GDP

Percent
- 4.0 .
4 . Projected
3 =
Average Annual Growth in:
/ 8 | 1 1.8 Real Potential GDP
Potential Labor Force
1 Productivity
0 Potential Labor Force

1950- 1974- 1982- 1991- 2002- 2008- 2023- 2028-
1973 1981 1990 2001 2007 2022 2027 2033

31
Source: Congressional Budget Office, The Budget and Economic Outlook: 2023 to 2033, released February 2023.



Point of View

Consumer sentiment

Che New ork Times
Americans Say Economy is Bad. Their Spending Begs to Differ.

By traditional measures the economy is strong. Inflation has slowed significantly. Wages are
increasing. Unemployment is near a half-century low. Job satisfaction is up.

Yet Americans don’t necessarily see it that way. In the recent New York Times/Siena College poll

of voters in six swing states, eight in 10 said the economy was fair or poor. Just 2 percent said it
was excellent.

Source: The New York Times, “Americans Say Economy is Bad”, by Claire Cain Miller and Francesca Paris, November 22, 2023.
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Stock Market

bull market

stocks vs. recessions

“parabolic” is normal
2023/2024/2025 earnings estimates
P/E multiple
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Stock market

S&P 500

S&P 500 Index F

Add to List: ETFs - | & (== = A7
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S&P 500

(logarithmic scale)

35

Stock market

S&P 500 vs. recessions
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S&P 500 Index (logarithmic scale)

Stock market

S&P 500 and crises
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Source: Standard and Poor’s. Data through November 2023. 1 Compound annual growth rate.



Remember the basic axiom of investing in common

Stock market

stocks: over the long-term investors earn the equity

-1+, risk premium precisely because they expose
S&P SOO VOlatlhtt}{emselves to price volatility, also known as risk.
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Stock market

S&P 500

S&P 500 Price Index
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Source: J.P. Morgan’s "Guide to the Markets” webpage, December 13, 2023.



S&P 500 Index

Stock market arithmetic

Total return = 7.9% earnings-driven price + 2.1% dividends reinvested

+10% per year S&P 500
total return over the

5000 . Ia§t 30 years isin line ’
| with the stock market’s
long-term returns
going back to 1926, or
back even further to
’ 1871.3
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Source: Standard and Poor’s. Data through December 12, 2023.1 Compound annual growth rate. 2 S&P 500 total return index.

3 per Professor Jeremy Siegel’s seminal Stocks for the Long Run, first published in 1994.
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S&P 500 Index

Stock market arithmetic

Total return = 7.9% earnings-driven price + 2.1% dividends reinvested

(6/30/91 = 100)
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On a logarithmic scale a constant rate
of appreciation, say 10%, is
represented by a constant interval on
the y-axis, say one-eighth of an inch.

Hence, the +10% growth trajectory is -
a straight line rather than a +10.0%! growth -~
hyperbolic curve (previous chart). path .-
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Source: Standard and Poor’s. Data through December 12, 2023. 1 Compound annual growth rate. 2 S&P 500 total return index.
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Stock market arithmetic

Total return and real total return

Figure 8.
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* Includes reinvested dividends.
*# Using last month of quarter CP1. Compounded monthly using base value.
Source: Standard & Poor’s.

Source: Yardeni Research, Inc., with permission. 41



Stock market arithmetic

85 years of S&P 500 earnings growth

Figure 13.
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Source: Yardeni Research, Inc. with permission. 42



Earnings

S&P forward earnings estimates moving higher

Figure 16.
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Source: I/B/E/S data by Refinitiv.
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Source: Yardeni Research, Inc., with permission. December 12, 2023.



S&P 500 Earnings per Share (S)

Earnings

S&P 500 earnings — actual and I/B/E/S estimates
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2023 (estimated), 2024 (estimated) and 2025 (estimated) bottom-up S&P 500 operating earnings per share as of December 7, 2023: for 2023(e), $220.79; for
2024(e), $245.75; for 2025(e), $275.28. Sources: Yardeni Research, Inc. and Thomson Reuters I/B/E/S for actual and estimated operating earnings from
2015. Standard and Poor’s for actual operating earnings data through 2014.



S&P 500 Earnings (S)

Valuation

S&P 500 vs. actual and I/B/E/S estimated earnings
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2023 (estimated), 2024 (estimated) and 2025 (estimated) bottom-up S&P 500 operating earnings per share as of December 7, 2023: for 2023(e), $220.79; for
2024(e), $245.75; for 2025(e), $275.28. Sources: Yardeni Research, Inc. and Thomson Reuters I/B/E/S for actual and estimated operating earnings from
2015. Standard and Poor’s for actual operating earnings data through 2014; index price data through December 8, 2023.
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Valuation

S&P 500 index forward P/E ratio

Figure 16.
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Point of View
December 2023

Bond Yields

» Normal yields by historic comparison



Long-term interest rates (%)
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U.S. Treasury bond yields
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Bond yields
Return to normal

THE WALL STREET JOURNAL.
Welcome Back, Bond Market

What do you know: The U.S. has a bond market again. That’s the underlying
significance of the recent rise in yields for longer-term Treasurys, especially the all-
important 10-year note, which is triggering a freakout in much of the financial press.
This isn’t to make light of this major economic event and its risks for the economy.
But 15 or so years of unprecedented low interest rates and central-bank market
distortions are making it impossible for some commentators to recognize “normal”
when it arrives.

... a modestly positive inflation-adjusted long-term interest rate— which is what the
U.S. finally has—is no great threat to prosperity. More normal yields will discipline
markets in ways that could boost growth over time.

49 Source: The Wall Street Journal. “Welcome Back, Bond Market”, Review & Outlook. October 6, 2023.



Bond yields
“Time to Buy Bonds”

BIG MONEY POLL: THE PROS WEIGH IN - PAGE 22

BARRON'S

TIMET) =& BUYBONDS

VOL. Clll NO. 44 OCTOBER 30,2023 $5.00

The long
bear market
in bonds has

pummeled

portfolios,
but boosted
yields. How
to invest as

bonds blossom
once again.
PAGES 16,
18,19

Source: Barron’s, cover story, October 30, 2023.



Bond yields
U.S. Treasury bond yields

BARRON'S

Rarely in American history has it been this bad for bonds—and rarely has it
been such an opportune time to buy.

Treasury inflation-protected securities , or TIPS, maturing in both five and 10
years are pricing in inflation of 2.5%, implying that expectations are well
anchored. At those levels, Treasuries are generating yields of 2.5% after
inflation, the first time ‘real yields’ have been meaningfully positive in over a
decade.

“The real rate is so attractive that you don’t need to venture very far out on
the curve and your yield will work for you,” says Rick Rieder, chief investment
officer of global fixed income at BlackRock.

Source: Barron’s, “After the Fall: It's Time to Buy Bonds”, October 30, 2023.



Bond yields
U.S. Treasury bond and TIPS yields

6.5

Figure 12.
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Source: Federal Reserve Board.

Source: Yardeni Research, Inc., with permission. December 12, 2023.
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Federal Reserve

» Paused rate hikes

» Inverted the yield curve
»  Special liquidity facility

» Raised growth forecast



Federal Reserve

Central tendency forecast — rate cuts next year

For release at 2:00 p.m., EST, December 13, 2023

Table 1. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents,
under their individual assumptions of projected appropriate monetary policy, December 2023

Percent
Median! Central Tendency? Range?
Variable 2023 | 2024 |2025 | 2026 |Longer 2023 2024 2025 2026 Longer 2023 2024 2025 2026 Longer
run run run
Change in real GDP 2.6 14 1.8 19 | 18 2.5-2.7 1.2-1.7 1.5-2.0 1.82.0 | 1.7-2.0 2.5-2.7 0.8-2.5 1.4-2.5 1.6-2.5 | 1.6-2.5
September projection | 2.1 15 1.8 1.8 ' 18 1.9-2.2 1.2-1.8 1.6-2.0 L7-2.0 ' 1.7-2.0 1.8-2.6 0.4-2.5 1.4-2.5 L6-2.5 ) L6-2.5
Unemployment rate 38 41 41 41 | 41 3.8 4.0-4.2 4.0-4.2 3943 | 3843 3.74.0 3.9-4.5 3.8-4.7 3847 | 3543
September projection 3.8 4.1 4.1 4.0 : 4.0 3.7-3.9 3.9-4.4 3.9-4.3 3.8-4.3 : 3.8-4.3 3.74.0 3.7-4.5 3.7-4.7 3.7-4.5 : 3.5-4.3
PCE inflation 28 24 21 20 | 20 2.7-2.9 2.2-2.5 2.0-2.2 20 1 20 2.7-3.2 2.1-2.7 2.0-2.5 2023 1 2.0
September projection 3.3 25 22 20 : 2.0 3.2-34 2.3-27 2.0-2.3 2.0-2.2 : 2.0 3.1-3.8 2.1-3.5 2.0-2.9 2.0-2.7 : 2.0
| 1 |
Core PCE inflation® 32 24 22 20 3.2-3.3 2.4-2.7 2.0-2.2 2.0-2.1 3.2-3.7 2.3-3.0 2.0-2.6 2.0-23
I 1 |
September projection 3.7 26 23 20 3.6-3.9 2.5-2.8 2.0-24 2.0-23 3.54.2 2.3-3.6 2.0-3.0 2.0-29 ,
! I I
Memo: Projected ! ! !
appropriate policy path | | i
| | |
Federal funds rate a4 46 3.6 2.9 | 25 5.4 4.4-4.9 3.1-3.9 2.5-3.1 | 2.5-3.0 5.4 3.9-5.4 24-54 2.4-49 | 2.4-3.8
September projection 5.6 51 3.9 29 . 25 5.4-5.6 4.6-5.4 3.4-4.9 2.5-4.1 1+ 2.5-3.3 5.4-5.6 4.4-6.1 2.6-5.6 2.4-49 1 2.4-3.8

54 Source: Federal Reserve, December 13, 2023.



Federal Reserve

Central tendency forecast — cooling inflation

For release at 2:00 p.m., EST, December 13, 2023

Table 1. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents,
under their individual assumptions of projected appropriate monetary policy, December 2023

Percent
Median! Central Tendency? Range?
Variable 2023 | 2024 |2025 | 2026 |Longer 2023 2024 2025 2026 Longer 2023 2024 2025 2026 Longer
run run run
Change in real GDP 2.6 14 1.8 19 | 1.8 2.5-2.7 1.2-1.7 1.5-2.0 1.82.0 | 1.7-2.0 2.5-2.7 0.8-2.5 1.4-2.5 1.6-25 | 1.6-2.5
September projection | 2.1 L5 18 18 ! 18 1.9-2.2 1.2-1.8 1.6-2.0 L7-20 | 1.7-2.0 1.8-2.6 0.4-2.5 1.4-2.5 L6-25 | 1.6-2.5
Unemployment rate 38 41 41 41 | 41 3.8 4.0-4.2 4.0-4.2 3.0-4.3 | 3.8-4.3 3.74.0 3.9-4.5 3.8-4.7 3.8-4.7 | 3.5-4.3
September projection 3.8 4.1 4.1 4.0 : 4.0 3.7-3.9 3.9-4.4 3.9-4.3 3.84.3 : 3.8-4.3 3.74.0 3.7-4.5 3.7-4.7 3745 | 3543
PCE inflation 28 24 21 2.0 | 20 2.7-2.9 2.2-2.5 2.0-2.2 20 1 20 2.7-3.2 2.1-2.9 2.0-2.5 2023 1 2.0
September projection 3.3 25 22 20 : 2.0 3.2-3.4 2.3-2.7 2.0-23 2.0-2.2 : 2.0 3.1-3.8 2.1-3.5 2.0-2.9 2.0-2.7 : 2.0
| | |
Core PCE inflation? 32 24 22 20 3.2-33 2.4-2.7 2.0-2.2 2.0-21 3.2-3.7 2.3-3.0 2.0-26 2.0-2.3
| | I
September projection 3.7 26 23 20 3.6-3.9 2.5-2.8 2.0-2.4 2.0-2.3 3.5-4.2 2.3-3.6 2.0-3.0 2.0-2.9
I I I
Memo: Projected ! ! !
appropriate policy path | | i
| I I
Federal funds rate 54 46 3.6 2.9 | 25 5.4 4.4-4.9 3.1-3.9 2.5-3.1 | 2.5-3.0 5.4 3.9-5.4 2.4-5.4 2.4-4.9 | 2.4-3.8
September projection 5.6 51 39 29 . 25 5.4-5.6 4.6-5.4 3.4-4.9 2.5-4.1 1+ 2.5-3.3 5.4-5.6 4.4-6.1 2.6-5.6 2.4-4.9 1 2.4-3.8

55 Source: Federal Reserve, December 13, 2023.



Federal Reserve

Central tendency forecast — no recession

For release at 2:00 p.m., EST, December 13, 2023

Table 1. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents,
under their individual assumptions of projected appropriate monetary policy, December 2023

Percent
Median! Central Tendency? Range?
Variable 2023 | 2024 |2025 | 2026 |Longer 2023 2024 2025 2026 Longer 2023 2024 2025 2026 Longer
run run run
Change in real GDP 2.6 14 1.8 19 | 1.8 2.5-2.7 1.2-1.7 1.5-2.0 1.82.0 | 1.7-2.0 2.5-2.7 0.8-2.5 1.4-2.5 1.6-25 | 1.6-2.5
September projection | 2.1 L5 18 18 ! 18 1.9-2.2 1.2-1.8 1.6-2.0 L7-20 | 1.7-2.0 1.8-2.6 0.4-2.5 1.4-2.5 L6-25 | 1.6-2.5
Unemployment rate 38 41 41 41 | 41 3.8 4.0-4.2 4.0-4.2 3.0-4.3 | 3.8-4.3 3.74.0 3.9-4.5 3.8-4.7 3.8-4.7 | 3.5-4.3
September projection 3.8 4.1 4.1 4.0 : 4.0 3.7-3.9 3.9-4.4 3.9-4.3 3.84.3 : 3.8-4.3 3.74.0 3.7-4.5 3.7-4.7 3745 | 3543
PCE inflation 28 24 21 2.0 | 20 2.7-2.9 2.2-2.5 2.0-2.2 20 1 20 2.7-3.2 2.1-2.9 2.0-2.5 2023 1 2.0
September projection 3.3 25 22 20 : 2.0 3.2-3.4 2.3-2.7 2.0-23 2.0-2.2 : 2.0 3.1-3.8 2.1-3.5 2.0-2.9 2.0-2.7 : 2.0
| | |
Core PCE inflation? 32 24 22 20 3.2-33 2.4-2.7 2.0-2.2 2.0-21 3.2-3.7 2.3-3.0 2.0-26 2.0-2.3
| | I
September projection 3.7 26 23 20 3.6-3.9 2.5-2.8 2.0-2.4 2.0-2.3 3.5-4.2 2.3-3.6 2.0-3.0 2.0-2.9
I I I
Memo: Projected ! ! !
appropriate policy path | | i
| I I
Federal funds rate 54 46 3.6 2.9 | 25 5.4 4.4-4.9 3.1-3.9 2.5-3.1 | 2.5-3.0 5.4 3.9-5.4 2.4-5.4 2.4-4.9 | 2.4-3.8
September projection 5.6 51 39 29 . 25 5.4-5.6 4.6-5.4 3.4-4.9 2.5-4.1 1+ 2.5-3.3 5.4-5.6 4.4-6.1 2.6-5.6 2.4-4.9 1 2.4-3.8

56 Source: Federal Reserve, December, 2023.



Federal Reserve

Dot plot — rate cuts next year

For release at 2:00 p.m., EST, December 13, 2023

Figure 2. FOMC participants’ assessments of appropriate monetary policy:
or target level for the federal funds rate

Midpoint of target range

| I I 1 L
2023 2024 2025 2026 Longer mun

57 Source: Federal Reserve, December 13, 2023.
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Federal Reserve policy
Powell’s December 1% speech

THE WALL STREET JOURNAL.

Rate Hikes Are Likely Over, but No One
Will Say So Yet

On Friday, Fed Chair Jerome Powell offered the strongest signal yet that
officials are likely done raising rates by saying that their policy is “well
into restrictive territory, meaning that tight monetary policy” is slowing
economic activity.

Source: The Wall Street Journal. “Rate Hikes are Likely Over, but No One Will Say So Yet”, by Nick Timiraos. December 2-3, 2023.



Point of View
December 2023

Inflation

»  Year-over-year headline PCED +3.0%, +3.5% core
» M2 driving (dis)inflation?

» Inflation expectations (TIPS spread) falling



Inflation

CPI — headline and core

Chart 2. 12-month percent change in CPI for All Urban Consumers (CPI-U), not seasonally adjusted, Nov. 2022 - Nov. 2023

Percent change
8
7
6
5
4
3
Nov22 Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov23
%= Allitems —+——= Al items less food and energy
Table A. Percent changes in CPI for All Urban Consumers (CPI-U): U.S. city average
Un-
I h fi h
Seasonally adjusted changes from preceding mont acjust
May Jun. Jul. Aug. Sep. Oct. Nov. Ended .
2023 2023 2023 2023 2023 2023 2023 Nov. 2023
All items . 01 02 02 06 04 00 01 31
Food 02 0.1 02 02 02 03 02 29
Food at home 01 00 03 02 01 03 01 17
Food away from home' 05 04 02 03 04 04 04 53
Energy -36 06 01 56 15 25 23 54
Energy commodities 56 08 03 105 23 49 58 98
Gasoline (all types) 56 10 02 106 21 50 60 89
Fuel oil* 17 04 30 91 85 08 27 248
Energy services -14 04 -0.1 02 06 05 17 0.1
Electricity -10 09 07 02 13 03 14 34
Utility (piped) gas service 26 17 20 01 -19 12 28 -104
All items less food and energy 04 02 02 03 03 02 03 40
Commodities less food and energy
commodities sases REROS—— 06 01 -03 01 04 01 03 00
New vehicles - 01 0.0 -0.1 03 03 0.1 -0.1 13
Used cars and trucks . 44 -05 -13 12 -25 -08 16 -38
Apparel . 03 03 00 02 08 01 13 11
Medical care commodities’...... . 06 02 05 06 03 04 05 50
Services less energy services . 04 03 04 04 06 03 05 55
Shelter.... 06 04 04 03 06 03 04 65
Transportation services SR 08 01 03 20 07 08 11 101
Medical care services. s 01 0.0 04 01 03 03 06 09

Source: BLS. Data through November 2023.

Core up +4.0% y/y
in November.

Up +3.1% y/y
in November.



Percent (%)

Inflation

CPI — monthly annualized

CPI
Monthly Rate of Change Annualized
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10.0

5.0

-10.0
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Source: BLS. Data through November 2023.
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Inflation

Whiff of deflation

THE WALL STREET JOURNAL.

Retailers See Price Increases Ebbing

“We may be managing through a period of deflation in the months to come,
and while that would put more unit pressure on us, we welcome it, because it’s
better for our customers,” said Walmart Chief Executive Doug McMillon on a

conference call Thursday. Walmart would need to further reduce expenses as
prices fall further, he said.

62 Source: The Wall Street Journal, “Retailers See Price Increases Ebbing”, by Sarah Nassauer and Suzanne Kapner, November 17, 2023.



Inflation

Whiff of deflation
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63 Source: CNBC, December 6, 2023.



Inflation

Headed lower

THE WALL STREET JOURNAL.
As Rent Rises Cool, So Will Inflation

The Labor Department’s measure of shelter inflation has come down a lot—it has a
lot further to go.

Inflation has been cooling, and a big part of why is that rent increases have as well.
That is also why inflation is likely to keep going lower in the months ahead.

Shelter costs, which account for about two-fifths of the Labor Department’s
measure of core spending, have played a large role in the decline in core inflation.

64 Source: The Wall Street Journal, “As Rent Rises Cool, So Will Inflation”, by Justin Lahart, November 15, 2023.



Inflation
CPI — shelter! ... a long way to drop

CPI - Shelter
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Source: BLS. Data through October 2023. 131% of the CPI.
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Inflation

CPI — shelter

Figure 8.
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Inflation

PCED — headline and core

Inflation

7.0

heading
lower

following the
post-Covid
surge.
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Source: NBER, Federal Reserve Bank of St. Louis. Data through October 2023.
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Inflation

PCED — monthly rate of change annualized
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Source: Federal Reserve Bank of St. Louis. Data through October 2023.
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PCED — headline

Inflation
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Inflation

Ed Yardeni’s inflation forecast

Figure 2.
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Source: Yardeni Research, Inc., with permission, December 12, 2023.
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Inflation
Inflation expectations

OVERVIEW | DEMOGRAPHICS

* | Main ) 1-year detail ) 3-year detail ) S-year detail

— Median one-year ahead expectation = Median three-year ahead expectation — Median five-year ahead expectation

Percent
10

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Source: Mew York Fed Survey of Consumer Expectations

Mote: Collection of data for the five-year-ahead inflation expectation began in January 2022.

Source: Federal Reserve Bank of New York, Survey of Consumer Expectations. Data through November 2023.

Consumers expect
substantially
moderating
inflation.
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Implied inflation expectations (%)

Inflation
Inflation expectations

U.S. Treasury Bond Yield minus TIPS Yield

10-year Maturity
The difference
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nominal 10-year
3.5 Treasury bond yield
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gives the market’s
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Source: Federal Reserve. Data through November 2023. 72



Important Information

All material presented 1s compiled from sources believed to be reliable and current, but accuracy cannot
be guaranteed. This is not to be construed as an offer to buy or sell any financial instruments and
should not be relied upon as the sole factor in an investment making decision. As with all investments
there are associated inherent risks. Please obtain and review all financial material carefully before
investing,

The opinions expressed are those of the author, are based on current market conditions and are subject
to change without notice.

These materials may contain statements that are not purely historical in nature but are “forward-looking
statements.” These include, among other things, projections, forecasts, estimates of income, yield or
return or future performance targets. These forward-looking statements are based upon certain
assumptions, some of which are described herein. Actual events are difficult to predict and may
substantially differ from those assumed. All forward-looking statements included herein are based on
information available on the date hereof and Fritz Meyer assumes no duty to update any forward-
looking statement. Accordingly, there can be no assurance that estimated returns or projections can be
realized, that forward-looking statements will materialize or that actual returns or results will not be
materially lower than those presented.

Note: Not all products, materials or services available at all firms. Advisers, please contact your home
office.
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