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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

Goldilocks

How to explain the stock market?

» Cooler inflation
» Economic growth
» Rising earnings



Inflation

CPI — headline and core

Chart 2. 12-month percent change in CPI for All Urban Consumers (CPI-U), not seasonally adjusted, June 2022 - June 2023
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Table A. Percent changes in CPI for All Urban Consumers (CPI-U): U.S. city average
. - Un-
S lly adjusted ch fi i ith
easonally adjusted changes from preceding mon adjusted
Dec. Jan. Feb. Mar. Apr May Jun Er:;eo(?-
2022 2023 2023 2023 2023 2023 2023 Jun. 2023
All BOMS oo e R s 01 05 04 0.1 04 01 0.2 30
Cood: o cvsasn s 04 05 04 0.0 0.0 0.2 0.1 57
Food at home 05 04 03 03 02 01 00 47
Food away from home'.. 04 06 06 06 04 05 0.4 77
ENENgY. e e e -3.1 20 -0.6 -35 06 -36 06 -16.7
Energy commodities............. -72 19 05 46 27 56 08 -26.8
Gasoline (all types)..................... -10 24 10 46 30 -56 1.0 -26.5
Fueloil................. -166 -1.2 -7.9 40 45 -7 -0.4 -36.6
Energy services........... 19 21 -1.7 23 -1.7 -1.4 0.4 09
Electricity. L 13 05 05 07 07 -1.0 0.9 54
Utility (piped) gas service... 35 6.7 8.0 -1 49 -26 1.7 -186
All items less food and energy.... 04 04 05 04 04 04 02 48
Commodities less food and energy
commodities.................ccceuel -01 0.1 00 02 06 0.6 -0.1 13
New vehicles................. 06 02 02 04 02 01 00 41
Used cars and trucks....... 20 -19 28 09 44 44 05 52
APPATOL. . ovcv e sesmnme s 02 08 08 03 03 03 0.3 31
Medical care commodities'............... . 01 11 01 06 05 06 02 42
Services less energy services........ 06 05 06 0.4 0.4 0.4 03 62
Shelter................... . 08 07 08 06 04 06 0.4 78
Transportation services... 06 09 1.1 14 02 08 0.1 82
Medical care services.. 03 07 07 05 01 -01 00 08

Source: BLS. Data through June 2023.

Up +4.8% y/y
in June.

Up +3.0% y/y
in June.



Inflation

Cooler

THE WALL STREET JOURNAL.
Cooler Inflation Lifts Hope of Soft Landing

More encouraging is that underlying inflation
has edged lower in recent months, even
though the labor market has yet to weaken
significantly. This suggests the odds of a soft
landing, in which inflation returns close to the
Fed’s 2% target without a recession, are
improving.

6 Source: The Wall Street Journal, July 14, 2023. “Cooler Inflation Lifts Hope of Soft Landing”, By Greg Ip.



GDP forecast
Atlanta Fed’s GDPNow forecast

@ﬂimate: 2.3 percent -- July 10, 2023

The GDPMow model estimate for real GDP growth (seasonally adjusted annual rate) in the second quarter of 2023 is 2.3 percent on
July 10, up from 2.1 percent on July 6. After recent releases from the US Bureau of Economic Analysis, the US Bureau of Labor

Statistics, and the US Census Bureau, the nowcast of second-guarter real gross private domestic investment growth increased from
9.6 percent to 10.5 percent.

The next GDPNow update is Tuesday, July 18. Please see the "Release Dates” tab below for a list of upcoming releases.

Evolution of Atlanta Fed GDPNow real GDP estimate for 2023: Q2
Quarterly percent change (SAAR)

Atlanta Fed
GDPNow estimate

1 R

Blue Chip consensus

Range of top 10
and bottom 10
average forecasts

27-Mar  &-Apr  16-Apr 28-Apr 6G-May 16-May 26-May S-Jun  15-Jun  25-Jun  5-Jul
Date of forecast

Sources. Biug Chip Economic Indicators and Blue Chip Financial Forecasts
Nate: The top (bottom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip survey.

Source: Federal Reserve Bank of Atlanta, July 10, 2023.

GDPNow is higher than
the rising Blue Chip
consensus.



Earnings
S&P forward earnings estimates have bottomed
Figure 16.
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Source: Yardeni Research, Inc., with permission. July 11, 2023. 8



Economic data

Mixed signals

THE WALL STREET JOURNAL.

Signs Point to a Recession — or Not

Predicting an economic downturn isn’t crazy, but being confident about it right
now might be.

It is OK to say a recession is about to hit the U.S., and it is OK to predict one

won’t. What probably isn’t OK is to put too much confidence in either forecast
these days.

It can seem wishy-washy to not express certainty about what will happen. But
for those who need to balance the risks of recession with the opportunities of
continued expansion, a willingness to utter a hard-to-say three-word sentence
might still be in order: “I don’t know.”

9 Source: The Wall Street Journal. “Signs Point to a Recession—or Not” by Justin Lahart. June 8, 2023.



Economic data

Mixed signals

THE WALL STREET JOURNAL.
The Economy Can Be Quite Confusing

I’m confused. Contradictory economic gauges are telling different stories,
standard leading indicators are in question, and markets appear to be
prepping for both boom and bust.

To be fair, confusion should be the default state for anyone trying to
predict where the economy or markets are heading. Overconfidence and

inflexibility spells doom for investors, and I’'m rarely sure about what to
do. Still, these are unusual times.

10 Source: The Wall Street Journal. “The Economy Can Be Quite Confusing” by James Mclntosh, July 15-16, 2023.



Economic data

Mixed signals

BARRON'S

Did the Recession Already Happen?
It Would Explain a Lot.

But there’s a truism investors should fall back on: It’s the direction, not the level.
And since the direction of inflation is down, the direction of the stock market is
up. It really is that simple, and it’s a big part of why the stock market has raced
higher in 2023.

... There is another option—that the U.S. already experienced its recession and is
in @ new expansion.

Source: Barron’s, “Did the Recession Already Happen? It Would Explain a Lot.”, by Ben Levisohn, July 17, 2023.



Point of View

July 2023

Diverging Data

Bad news

>
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LEI
Inverted yield curve

Weak June manufacturing
PMI

Good news
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Strong hiring data

Strong Q1 GDP

Strong Q2 GDPNow forecast
Strong June services PMI
Strong June car sales

Strong May housing starts
Oil down

Consumers have cash — M2
Strong corporate balance sheets
Strong bank capital

Inflation is moderating
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Economic data

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

14 Source: ©The Conference Board. Data through May released June 22, 2023.



10-year Treasury Yield - Fed Funds (%)

Federal Reserve policy
Yield curve vs. the S&P 500
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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 June at 46.0.

June new orders 45.6.
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Source: Copyright 2023, Institute for Supply Management. Data through June 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.”



Point of View

July 2023

Good news
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Strong hiring data

Strong Q1 GDP

Strong Q2 GDPNow forecast
Strong June services PMI
Strong June car sales

Strong May housing starts
Oil down

Consumers have cash — M2
Strong corporate balance sheets
Strong bank capital

Inflation is moderating



Real GDP Q/Q % change (annualized)

Consensus GDP forecast

GDP

10.0
34

Actual and Forecast
8.0

6.0
4.0

2.0

0.0

1-500C |

-2.0

(3)n-€zoe

(» (3)1-vzoz

-6.0

-31

-10.0

Sources: Bureau of Economic Analysis, actual quarterly data through March 2023. The Wall Street Journal survey released July 2023.

The 60 economists
surveyed in July see
mild contraction
ahead, but no
recession.

Mild contraction
forecasted in
fourth quarter of
2023.



GDP forecast
Atlanta Fed’s GDPNow forecast

@ﬂimate: 2.3 percent -- July 10, 2023

The GDPMow model estimate for real GDP growth (seasonally adjusted annual rate) in the second quarter of 2023 is 2.3 percent on
July 10, up from 2.1 percent on July 6. After recent releases from the US Bureau of Economic Analysis, the US Bureau of Labor

Statistics, and the US Census Bureau, the nowcast of second-guarter real gross private domestic investment growth increased from
9.6 percent to 10.5 percent.

The next GDPNow update is Tuesday, July 18. Please see the "Release Dates” tab below for a list of upcoming releases.

Evolution of Atlanta Fed GDPNow real GDP estimate for 2023: Q2
Quarterly percent change (SAAR)

Atlanta Fed
GDPNow estimate
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Blue Chip consensus

Range of top 10
and bottom 10
average forecasts
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Date of forecast

Sources. Biug Chip Economic Indicators and Blue Chip Financial Forecasts
Nate: The top (bottom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip survey.

Source: Federal Reserve Bank of Atlanta, July 10, 2023.

GDPNow is higher than
the rising Blue Chip
consensus.



Economic data

ISM services PMI
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Economic data

Vehicle sales

Car sales
recovering.
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Economic data

Vehicle strength

THE WALL STREET JOURNAL.
U.S. Auto Sales Defy Gloomy Forecasts

U.S. new-vehicle sales rose an estimated 13% during the first half of the
year, a pace far ahead of industry forecasts as car buyers shake off
concerns about rising interest rates and inflationary pressures.

22 Source: The Wall Street Journal. “U.S. Auto Sales Defy Gloomy Forecasts”, by Nora Eckert. July 6, 2023.



Housing Starts SAAR (000s)
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Economic data

Housing starts
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Sources: BEA and U.S. Census Bureau. Data through May 2023.
1 Economic Report of the President, Council of Economic Advisors, February 2018

1.631 million in
May.

May permits at
1.491 million.

“Housing starts also
remain(ed) well
below the projected
rate of 1.6 t0 1.8
million that is
consistent with
long-term
demographics and
the replacement of
the existing housing
stock (Herbert,
McCue, and Spader
2016).” 1



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

Construction employment — record high
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Economic data

Net new job formation
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Economic data

Unemployment rate
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Economic data

“Excess demand” for labor — this time is different
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Labor Force Partcipation Rate

Economic data - jobs

Labor force participation rate! — recovering from Covid
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Source: BLS. Data through June 2023.
Labor force participation rate: the proportion of the civilian noninstitutional population 16 years of age and older either at work or actively seeking work.
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increasing numbers
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A reduction in
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subtracted from
the labor force.

29



Household balance sheets

Household net worth — the wealth effect
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Financial Obligations as a Percent of DPI (%)

Household balance sheets

Financial obligations ratio

19.0

18.0

17.0

16.0

15.0

14.0

13.0

12.0

rrTrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrirrrrrirrrrrrrrirr7mrrrrr7m rr 17 1 1T oT
N (N N N N = e N N = e N N = e N = e N = e N e N = e N N = N N = N =
T Ty TP Ty T Ty Ty e sz <o %Zm T T T ST ST ST LT LTy TP Ty T
3'0‘”3'09’3'0“-‘3'09-‘3'09-‘3'09-‘3'00’3'0 Joo 702702702702 IoLFoLIoLIcLIoLITL Q
T o B0 B B0 < S B S B o< 22702702702 5 NSNS
00 T 0050 10000 1 0900 T.0930 OO0 wwlkowlwwl00|OO|Oo|Oo|Oo|H I—‘l_nl—‘ T LT 'NN'NN
OoOONNOO-b_hOOO‘AQ\OOOOOQOOOOLQNN\oh _bLDCDm@OOOQKDOOONNO-b hOO\Q\OOOooOOoHNNI—‘-b bl—‘mml—‘ooool—\OoNNN

Source: Federal Reserve. Quarterly data through March 2023.

14.3%

This measure shows
that percent of
monthly after-tax
income that the
average household
pays for fixed
recurring monthly
obligations, such as
a mortgage, car
payment, utilities,
real estate taxes,
etc.
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Federal Reserve policy
The monetary base and the money supply

M2: currency held by the public
plus checking, savings and
money market accounts.

20 astounding
surge in M2

A quadrupling of the
monetary base with QE

’ did not affect M2 growth.
The CARES Act and
subsequent stimulus did ...
by putting money directly
into consumers’ and
businesses’ accounts.
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QE4
QE CARES Act

-
-
-

5  +5.9% CAGR!trend line Monetary base: currency in
circulation plus reserve balances
(deposits held by banks in their

accounts at the Federal reserve).
Monetary Base

Jan-03

Aug-03
Mar-04
Oct-04
May-05
Dec-05
Jul-06
Feb-07
Sep-07
Apr-08
Nov-08
Jun-09
Jan-10
Aug-10
Mar-11
Oct-11
May-12
Dec-12
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Feb-14
Sep-14
Apr-15
Nov-15
Jun-16
Jan-17
Aug-17
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Jul-20
Feb-21
Sep-21
Apr-22
Nov-22

Source: Federal Reserve, statistical release H.6. Data through May 2023.
'CAGR = compound annual growth rate.
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WTT spot crude oil prices
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Source: U.S. Energy Information Agency. Data through June 2023.
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Stock market
S&P 500 and mid-term elections

Figure 3.
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S&P 500 AFTER MID-TERM ELECTIONS: 1951-now*
(percent changes 3/6/12 months from day of elections)

1982
3M +4.2
6M +17.9
12M +19.9

1998

3M +14.5
6M +21.9
12M +22.0

2006
3M +4.9
6M +9.2

12M +6.7

11/4

1958 1966 1974 2002 2018
3M +6.8 3M +8.7 3IM +5.1 3M-7.8 3M +9.3 3M-0.9
6M +11.8 BM +17.2 6M +19.9 BM +1.2 6M +14.0 6M +6.4
12ZM +11.1 12M +12.9  12M +18.7 12M +14.9 12M +3.7 12M +11.7
1954 1986
3M +15.2 3M +13.6
6M +19.7 6M +17.5
12M +33.2 12M +1.1 12M +27.1
1962 1970 1978
3M +13.8 3M +14.7 3M +3.5
6M +19.2 BM +22.6 6M +5.5
12M +24.8  12M +12.7 12M +6.4 .
Yyardeni.com
1951 1956 1961 1966 1971 1976 1981 1986 2001 2006 2021 2026

# S&P 500 up (down) during 12-month span following election day in green (red) shaded area. Prior to 1969, markets were closed on election day. therefore

used "latest close” for those dates.
Source: Haver Analytics, Standard & Poor’s., YRI calculations.

Source: Yardeni Research, Inc., with permission. November 6, 2022.
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Stock market
Cover story

THE SEC'S CRYPTO CRACKDOWN: WHAT'S AHEAD - PAGE 10

BARRON'S

VOL. Clll NO.24 JUNE 12,2023 $5.00

s MARKET

1

== FGS
.

The bull is back. Why more stocks could join the tech leaders.
PAGES 14, 28

Source: Barron’s, June 12, 2023.



Stock market

S&P 500

S&P 500 Index P

Add to List: |

Source: Standard & Poor’s and MarketSmith, Inc. Data through July 17, 2023.

& 2023 Investor's Business Daily, LLC. All rights reserved.
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Stock market

S&P 500 vs. S&P 500 equal-weighted

17.80% O0S&PS S&F 500 Index
7.86% RSP Invesco S&P 500 EW ETF

_ +17.8%
Since June 1, the RSP

has been moving 0S&P5
with the S&P 500.

12/30/2022 =100
07172023 = END
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Source: Standard & Poor’s and MarketSmith, Inc. Data through July 17, 2023.
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Stock market

S&P 500
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S&P 500 vs

Big declines

are associated

with

3500

recessions.

Stocks often
bottom

months before

recession-end.

3 months

Shaded
bands
represent
recession.
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Source: Standard and Poor’s Corporation, National Bureau of Economic Research. Data through June 2023.
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S&P 500 Index (logarithmic scale)

Stock market

S&P 500 and crises

2/22
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41



S&P 500 index daily percent change (%)

Stock market

S&P 500 volatility

19.0% 12.0%
Remember the basic axiom of investing in common
stocks: over the long-term investors earn the equity
risk premium precisely because they expose
10.0% themselves to price volatility, also known as risk.
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Source: Standard & Poor’s, data through July 17, 2023.
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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

last 30 years isin line
2000 f with the stock market’s
y long-term returns
going back to 1926, or
/ back even further to
/ 1871.3
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o ’
— s
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— ll'
(@)} e 4|
S~ 4 .
o W ‘
2 1000
8 ‘l' 'l’
+10.0%! growth ',r" L
S&P 500 w/ path - Y
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M .= S&P 500
L . .
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_--—_‘:::::: ::::: +7.9%!
plel " ==
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Source: Standard and Poor’s. Data through July 17, 2023." Compound annual growth rate. 2 S&P 500 total return index. 43

3 per Professor Jeremy Siegel's seminal Stocks for the Long Run, first published in 1994.



S&P 500 Index

Stock market arithmetic

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

=100)

(6/30/91

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
1000 hyperbolic curve (previous chart). path .-

S&P 500 w/ dividends .~
reinvested? .~

S&P 500 price

index
+7.9%! growth path
)
.
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Source: Standard and Poor’s. Data through July 17, 2023. ' 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 6.
ek 2500
130009 3 S&P 500 TOTAL RETURN INDEX WITH 3 100009
3 6% TO 11% CAGR GROWTH PATHS Q3
50009 (base period Dec 1935 = 14.96, ratio scale) 50009

. 11%

i S&P 500
i —— Total Return Index* (79723)
— Total Return Index/CPI** (3707)

Q3

yardeni.com

9 rrrrrrrrrryrrrrrrrrrrrrrrrrrirrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrryrrrr rrrrororoa 9

1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

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

Source: Yardeni Research, Inc., with permission. 45
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Stock market arithmetic

85 years of S&P 500 earnings growth

Figure 9.

S&P 500 REPORTED EARNINGS PER SHARE WITH 5%-7% CAGR* PATHS
(base period Q4-1934 = 0.18, quarterly, ratio scale)
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* Compounded annual growth rate from base value using monthly data. Q4-2008 not shown because of large negative value.
Note: Shaded areas denote recessions according to the National Bureau of Economic Research.
Source: Standard & Poor’s.

Source: Yardeni Research, Inc. with permission. 46
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Earnings
S&P forward earnings estimates have bottomed
Figure 16.

275 . 275
24
250 S&P 500 OPERATING EARNINGS PER SHARE A 150
e (analysts’ consensus estimates, dollars, weekly, ratio scale) 23 7/6 e
200 — 200
175 — 175
Consensus Forecasts
150 I e 150
- Lehman — Forward” -
Coll
125 — 125
Covid
100 — 100
75 — —75
2023 2024 Frwd
Jun 29 219.52 245.39 232.46
Jul 6 219.14 244,88 232.51
0 yardeni.com 0
= 1200312004 12005 12006 120072008 12009 12010 12011 1201212013 2014 12015 12016 1201772018 12019 2020 12021 12022 12023 12024 120251

* Time-weighted average of analysts’ consensus estimates for S&P 500 operating earnings for current year and next year.
Note: Shaded areas are recessions according to the National Bureau of Economic Research.
Note: Lehman collapsed 9/15/2008. COVID-19 = WHO declares global pandemic on 3/11/2020.
Source: I/B/E/S data by Refinitiv.

Source: Yardeni Research, Inc., with permission. July 11, 2023. 47



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) and 2024 (estimated) bottom-up S&P 500 operating earnings per share as of July 11, 2023: for 2023(e), $219.14; for 2024(e), $244.88.
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)
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Valuation

S&P 500 vs. actual and I/B/E/S estimated earnings
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2023 (estimated) and 2024 (estimated) bottom-up S&P 500 operating earnings per share as of July 11, 2023: for 2023(e), $219.14; for 2024(e), $244.88.

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 July 17, 2023.
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Valuation

S&P 500 index forward P/E ratio

Figure 30.
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* Daily stock price index divided by 52-week forward consensus expected operating earnings per share.

#% MegaCap-8 stocks include Alphabet (Google). Amazon, Apple. Meta (Facebook). Microsoft, Netflix, NVIDIA. and Tesla. Both classes of Alphabet

are included.

Note: Shaded red areas are S&P 500 bear market declines of 209 or more. Blue shaded areas are correction declines of 10% to less than 20%.

Yellow areas are bull markets. Source: I/B/E/S data by Refinitiv and Standard & Poor’s.
Source: Yardeni Research, Inc., with permission, July 11, 2023.
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Bond Yields

» Normal yields by historic comparison



Bond yields

Long-term interest rates (%)

U.S. Treasury bond yields
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Point of View
July 2023

Federal Reserve
»  Paused rate hikes
» Inverted the yield curve
» Special liquidity facility
» Raised growth forecast
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Federal Reserve policy
Powell pause

THE WALL STREET JOURNAL.
Fed Pauses Rate Hikes but Signals More

Federal Reserve officials agreed to hold interest rates steady after 10
consecutive increases but signaled they were prepared to raise rates
next month if the economy and inflation don’t cool more.

New economic projections, released Wednesday after their two-day
policy meeting, strongly suggested officials were leaning toward
slowing down their increases rather than stopping them. Most
officials penciled in two more rate increases this year, which would lift
them to a 22-year high, and boosted expectations for growth and
inflation.

Source: The Wall Street Journal. “Fed Pauses Rate Hikes but Signals More”, by Nick Timiraos. June 15, 2023.



Federal Reserve

Central tendency forecast

For release at 2:00 p.m., EDT, June 14, 2023

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

Percent
Median! Central Tendency? Range?
Variable 2023 | 2024 |2025 | Longer 2023 2024 2025 Longer 2023 2024 2025 Longer
run run run
Change in real GDP 1.0 1.1 1.8 : 1.8 0.7-1.2 0.9-1.5 1.6-2.0 : 1.7-2.0 0.5-2.0 0.5-2.2 1.5-2.2 : 1.6-2.5
March projection 0.4 1.2 L9 ! 1.8 0.0-0.8 1.0-1.5 7-2.1 VLT-20 -0.2-1.3 0.3-2.0 1.5-22 | 1625
Unemployment rate 4.1 4.5 45 1 4.0 4.0-4.3 4.3-46 4346 1 3.843 3945 4.0-5.0 3.849 1 3544
March projection 4.5 4.6 46 | 4.0 4.0-4.7 4.3-4.9 4.3-4.8 ' 3843 3948 4.0-5.2 3.849 | 3547
PCE inflation 3.2 2.5 2.1 ! 2.0 3.0-3.5 2.3-2.8 2.0-2.4 ! 2.0 29-4.1 2.1-3.5 2.0-30 2.0
1 1 1
March projection 3.5 2.5 2.1 I 2.0 3.0-3.8 22-28 2.0-2.2 I 2.0 2.8-4.1 2.0-3.5 2.0-30 2.0
Core PCE inflation? 3.9 2.6 2.2 : 3.7-4.2 2.5-3.1 2.0-2.4 : 3.6-4.5 2.2-3.6 2.0-3.0 :
March projection 3.6 2.6 2.1 I 3.5-3.9 2.3-2.8 2.0-2.2 I 3.5-4.1 2.1-3.1 2.0-30
Memo: Projected ! ! !
appropriate policy path 1 1 1
1 1 1
Federal funds rate 2.6 4.6 3.4 : 2.5 5.4-5.6 4.4-5.1 2.9-4.1 : 2.5-28 5.1-6.1 3.6-5.9 2.4-5.6 : 2.4-3.6
March projection 5.1 4.3 3.1 : 2.5 5.1-5.6 3.9-5.1 2.9-3.9 : 2.4-26 1.9-5.9 34-5.6 2.4-56 : 2336

55 Source: Federal Reserve, June 14, 2023.



Stock market
S&P 500 vs. fed funds rate
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Shaded bands
represent recession.
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Sources: Federal Reserve, Standard & Poor’s. Data through June 2023.



10-year Treasury Yield - Fed Funds (%)

Federal Reserve policy
Yield curve vs. the S&P 500
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When the yield
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the economy has
usually turned
down into
recession with a lag
of a year or more.

Today, the yield
curve is inverted.




Federal Reserve

Central tendency forecast

For release at 2:00 p.m., EDT, June 14, 2023

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

Percent
Median! Central Tendency? Range?
Variable 2023 | 2024 |2025 | Longer 2023 2024 2025 Longer 2023 2024 2025 Longer
run run run
Change in real GDP 1.0 1.1 1.8 : 1.8 0.7-1.2 0.9-1.5 1.6-2.0 : 1.7-2.0 0.5-2.0 0.5-2.2 1.5-2.2 : 1.6-2.5
March projection 0.4 1.2 L9 ! 1.8 0.0-0.8 1.0-1.5 7-2.1 VLT-20 -0.2-1.3 0.3-2.0 1.5-22 | 1625
Unemployment rate 4.1 4.5 45 1 4.0 4.0-4.3 4.3-46 4346 1 3.843 3945 4.0-5.0 3.849 1 3544
March projection 4.5 4.6 46 | 4.0 4.0-4.7 4.3-4.9 4.3-4.8 ' 3843 3948 4.0-5.2 3.849 | 3547
PCE inflation 3.2 2.5 2.1 ! 2.0 3.0-3.5 2.3-2.8 2.0-2.4 ! 2.0 29-4.1 2.1-3.5 2.0-30 2.0
1 1 1
March projection 3.5 2.5 2.1 I 2.0 3.0-3.8 22-28 2.0-2.2 I 2.0 2.8-4.1 2.0-3.5 2.0-30 2.0
Core PCE inflation? 3.9 2.6 2.2 : 3.7-4.2 2.5-3.1 2.0-2.4 : 3.6-4.5 2.2-3.6 2.0-3.0 :
March projection 3.6 2.6 2.1 I 3.5-3.9 2.3-2.8 2.0-2.2 I 3.5-4.1 2.1-3.1 2.0-30
Memo: Projected ! ! !
appropriate policy path 1 1 1
1 1 1
Federal funds rate 2.6 4.6 3.4 : 2.5 5.4-5.6 4.4-5.1 2.9-4.1 : 2.5-28 5.1-6.1 3.6-5.9 2.4-5.6 : 2.4-3.6
March projection 5.1 4.3 3.1 : 2.5 5.1-5.6 3.9-5.1 2.9-3.9 : 2.4-26 1.9-5.9 34-5.6 2.4-56 : 2336

58 Source: Federal Reserve, June 14, 2023.



Point of View
July 2023

Inflation
»  Year-over-year headline PCED +3.8%, +4.6% core

» M2 driving inflation
» Inflation expectations (TIPS spread) falling



Inflation
PCED — headline
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Inflation

PCED — headline and core

Inflation

7.0

peaked,

following the
post-Covid
surge.
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Inflation

1.6%

12.6%

Personal Consumption Expenditures Deflator
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M2 y/y rate of change
(percent)

Federal Reserve policy
The money supply — y/y rate of change
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Inflation
M2 vs. inflation

THE WALL STREET JOURNAL.
Get Ready for Deflation

The record increase in the money supply caused by $6 trillion in pandemic
relief payments in 2020 and 2021 unleashed the present inflation.

The aggressive tightening regime the Fed has undertaken, including an
unprecedented four back-to-back 75-basis-point rate increases, deserves
little credit for the recent decrease in inflation. The drop has been caused
primarily by the sharp slowing in money-supply growth resulting from the
end of federal pandemic stimulus payments.

Slowing money growth now is interacting with higher rates, and the result is
contraction. M2 has shrunk 4.63% in the past year. This is the only
contraction in U.S. history, so there is a lot we can’t predict here, but it would
be extraordinary if such a contraction didn’t result in deflation, just as the
large money-supply increase two years ago resulted in inflation.

64 Source: The Wall Street Journal, May 24, 2023. Opinion section. Author: Donald L. Luskin.



Inflation

Reversing

BARRON'S

The Inflation Era Is Over. The Case
for Fed Rate Cuts.

The forces that drove up inflation since the onset of the
Covid pandemic are reversing rapidly. Over the next year,
both the headline and core rates—the latter excludes food
and energy prices—will drop sharply. By the end of 2024,
inflation is likely to be below the Federal Reserve’s 2% target,
and policy makers will be trying to stop it falling too far.

Source: Barron’s, “The Inflation Era Is Over. The Case For Fed Rate Cuts”, by lan Shepherdson, “Other Voices”, June 5, 2023.



Inflation

Ed Yardeni’s inflation forecast

Figure 2.

PERSONAL CONSUMPTION EXPENDITURES DEFLATOR

(yearly percent change)

PCED Inflation
—— Headline (3.8)
—— Core* (4.6)

yardeni.com

0

* Excluding food & energy.
Note: Dashed ranges are YRI forecasts for headline PCED inflation rate.

2018

2019

Source: Bureau of Economic Analysis.

Source: Yardeni Research, Inc., with permission, July 11, 2023.

2020

2023
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Implied inflation expectations (%)

Inflation
Inflation expectations
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It had been
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Federal deficit and debt

Federal revenues and outlays through 2033

Figure 1-3.

Total Outlays and Revenues
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Source: Congressional Budget Office, The Budget and Economic Outlook: 2023 to 2033, released February 2023.
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Federal deficit and debt
Federal debt % of GDP though 2053

Figure 1-2.
Federal Debt Held by the Public, 1900 to 2053

Percentage of GDP
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Source: Congressional Budget Office, The Budget and Economic Outlook: 2023 to 2033, released February 2023.
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Federal deficit and debt
Federal deficits % of GDP though 2033

Figure 1-1.

Total Deficits, Primary Deficits, and Net Interest Outlays

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

Net interest
becomes the
major part of
deficits.
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Tax revenue percent of GDP (%)

Taxes

Tax structure U.S. vs. France and Germany

50
45.1%
45
39.5%
40
Taxes on goods
and services
35 including VAT
30
26.6% Taxes on property
25
Social security and
20 other payroll
contributions
15
10
Taxes on income
5 and profits
0

U.S. Germany France

Source: OECD Revenue Statistics 2022, published November 30, 2022. Data for 2021.

The U.S. has a much
lower total tax burden
and takes a very
different approach to
raising tax revenues
compared to most
other developed
economies.
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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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