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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 etfect on the
price of gold worldwide.



Point of View

Soft landing

» cooling inflation
» cooling economy

> no recession in the forecast
> Fed finished



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.

5 Source: ©The Conference Board. Data through November released December 21, 2023.



Economic data

Manufacturing jobs % of total employment

Manufacturing % of Total
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Source: BLS. Data through December 2023.
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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 December 2023.
"The interest rate on the 10-year Treasury bond (long term) minus the fed funds rate (short term).
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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.
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Economic data

ISM manufacturing PMI

December at 47.4.

December new orders
47.1.

Note the historic
volatility in the
manufacturing PMI.

Note how this indicator
has slumped well below
50 even during periods
of strong economic
expansion, eg. 1995,
1999, 2003, 2013, 2016.

47.4

Shaded bands
indicate recession.
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Source: Copyright 2024, Institute for Supply Management. Data through December 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
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Sources: BEA and U.S. Census Bureau. Data through November 2023.
1 Economic Report of the President, Council of Economic Advisors, February 2018

1,560

1.560 million starts
in November.

November permits
at 1.460 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

Vehicle sales

Car sales

25.0

holding up.

Total Vehicle Sales

23.0

(units)

21.0

16.3

August 2009
cash for clunkers

0. 0. O. 0.
o) N ) )
— — — —

(suol|iw) Yyvs sa|es 1un maN

11.0

9.0

Shaded bands
represent recession.

7.0

- Apr-23
- Jul-22

- Oct-21
- Jan-21
- Apr-20
- Jul-19

- Oct-18
- Jan-18
- Apr-17
- Jul-16

- Oct-15
- Jan-15
- Apr-14
- Jul-13

- Oct-12
- Jan-12
- Apr-11
- Jul-10

- Oct-09
- Jan-09
- Apr-08
- Jul-07

- Oct-06
- Jan-06
- Apr-05
- Jul-04

- Oct-03
- Jan-03
- Apr-02
- Jul-01

- Oct-00
- Jan-00

Sources: BEA. Data through December 2023.
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Economic data

ISM services PMI
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Source: Copyright 2024, Institute for Supply Management; data through December 2023. This data series was created in 2008. ISM: “A reading above 50
11 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.” 'Value 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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13 Source: BLS. Data through December 2023.



S billions SAAR

Consumer income
Disposable personal income, spending and saving
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Source: Bureau of Economic Analysis, monthly data through November 2023.
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Personal savings rate (% of DPI)

DPI up +7.8%
y/y.

Personal
outlays up
+7.1% y/y.

The savings

rate, at 4.1%,
is below pre-
Covid levels.



Economic data

Net new job formation — cooling
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Source: Bureau of Labor Statistics. Data through December 2023.



Economic data

Average hourly earnings — y/y rate of change

Average Hourly Earnings
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Source: Bureau of Labor Statistics. Data through December 2023.



Economic data

Unemployment rate
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(000s)

Economic data
“Excess demand” for labor — this time is different

25000
20000
15000
10000 8.8 million job
openings
N 6.3 million job
seekers
5000
0
7 Y &y N S Sy Sy Sy S S S S 7 Y N N Sy Sy Sy Sy Sy S S S
90 0 08 0 0N oY 0 0 0™ 0 0 0 08 oY 0 08 0 0N 0 0 0 0N oY O
F&FFFFKFFFSSFFTE PP FNFFE PPN
’19 Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv Vv

e |0b OpeNings e Unemployed
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Household net worth (Smillions)

19

Household balance sheets

Household net worth — the wealth effect
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Source: Federal Reserve, FRBSL. Quarterly data through September 2023, released December 7, 2023.

Household net
worth surged.



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
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Source: Federal Reserve. Quarterly data through September 2023, updated December 15, 2023.



Percent of Total Income and Spending

22

Consumer spending

Distribution of consumer income and spending

W Percent of Total Income Before Taxes
Consumer

spending is
heavily
skewed
toward
higher
income
consumers.

B Percent of Total Consumer Spending
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(512,029) (532,768) (556,773) (593,390) (5218,670)

Income Quintiles
(average 2019 income in parentheses)

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



S trillions

Federal Reserve policy
The monetary base and the money supply

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

20

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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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
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Source: Federal Reserve, statistical release H.6. Data through November 2023.
'CAGR = compound annual growth rate.
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WTT 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: 2.5 percent - January 03, 2024

The GDPNow model estimate for real GDP growth (seasonally adjusted annual rate) in the fourth quarter of 2023 is 2.5 percent on
January 3, up from 2.0 percent on January 2, After this moming's release of the ISM Manufacturing Index from the Institute for Supply
Management, the nowcasis of fourth-guarter gross personal consumption expenditures growth and fourth-guarter gross private
domestic investment growth increased from 2.4 percent and -0.4 percent, respectively, to 2.9 percent and 0.5 percent

The nexi GDPNow updale is Tuesday, January 9. Please see the "Releasse Dales" lab below for a list of upcoming releases.

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

Atlanta Fed
GDPNow estimate

Blue Chip consensus
Range of top 10
and bottom 10

0 . average forecasts

-1 .
27-%5ep T-Qct  17-0ct 27-0ct  &-Mov  16-MNov 26-Mov  6-Dec  16-Dec 26-Dec

Date of forecast

Sources: Blue Chip Econpmic Indicators and Blue Chip Financial Forecasts
Hoté: The top (bottom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip
SV,

Source: Federal Reserve Bank of Atlanta January 3, 2024.



GDP forecast

Jan 05, 2024

¢ The New York Fed Staff Nowcast stands at 2.5% for 2025:04, with the 50% probability interval at [1.5, 3.6]%
and the 68% interval at [0.9, 4.11%. The Staff Noweast for 2024:01 1s 2.7%,

»  News from this week's data releases increased the 2023:0Q4 and 2024:01 Staff Nowcasts by 0.1 and 0.5
percentage point, respectively.

+  Positive surprises from nonfarm payroll emplovment and ISM manufacturing survey data, along with

& Read More
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et oomoo: B

New York Fed Staff Nowcast
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Source: Federal Reserve Bank of New York, January 5, 2024.



GDP

(billions of chained 2017 dollars)

GDP forecast
V-shaped recovery from Covid

23000

22000

21000

20000

19000

18000

17000

Real GDP

+2.2% trend line

K
.
.
.
.
.
.
.
o
.

oo
Ry

1-6002
11-600¢
1-0T0T
1-0T0T
I-TT0C
N-T10¢
I-2T0T
-210¢
I-€T0T
N-€10¢
I-¥T0C
N-¥10¢
I-STOT
NI-ST0T
1-9T0T
-910¢
I-.T0T
Nl-210¢
I-8T0T
-810¢
I-6T0T
N-6T0T
1-0202
11-0202T
I-1202
NI-T20¢
I-220T
l-220t
I-£202
(I-€zoz
(I)1-vzoe

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.

(3)-veoe



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
~ 40 :
4 : Projected
3 -
Average Annual Growth in:
2 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

29
Source: Congressional Budget Office, The Budget and Economic Outlook: 2023 to 2033, released February 2023.



Productivity gains
partially offset

wage gains.
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Stock Market

bull market

equal weighted vs. cap weighted
stocks vs. recessions

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

S&P 500
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S&P 500

(logarithmic scale)

33

Stock market

S&P 500 vs. recessions
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Source: Standard and Poor’s Corporation,

National Bureau of Economic Research. Data through December 2023.
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S&P 500 Index (logarithmic scale)

Stock market

S&P 500 and crises
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Stock market

S&P 500 and election cycle
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Source; LSEG Datastream and @ Yardeni Research.
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Source: Yardeni Research, Inc., with permission, January 2, 2024.



Stock market

S&P 500 volatility

12.0% . . o
Remember the basic axiom of investing in common
stocks: over the long-term investors earn the equity

risk premium precisely because they expose
themselves 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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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

5000 with the stock market’s
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Source: Standard and Poor’s. Data through January 2, 2024." Compound annual growth rate. 2 S&P 500 total return index. 38

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

(6/30/91 = 100)

1000

100

T6-unf

Source: Standard and Poor’s. Data through January 2, 2024

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
hyperbolic curve (previous chart).

S&P 500 w/ dividends
reinvested?

+10.0%?! growth
path

S&P 500 price

index
+7.9% growth path
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Stock market arithmetic

Total return and price return
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Source: LSEG Datastream and @ Yardeni Research.
* Dividends reinvested quarterly until January 4, 1988, then daily.

Source: Yardeni Research, Inc., with permission. 40



Stock market arithmetic

85 years of S&P 500 earnings growth

— —_ 60.00
S&P 500 REPORTED EARNINGS PER SHARE
_ L 40.00
(dollars, quarterly, ratio scale)
—— EPS (Q3 23 = 47.65)

20.00 Recesslon - 20.00
10.00 - - 10.00
B.00 4 - B8.00
6.00 4 - 6.00
4.00 - - 4.00
2.00 - - 2.00
1.00 - - 1.00
0.80 4 - 0.80
0.60 - - 0.60
0.40 - - 0.40
0.20 - L 0.20
0.10 4 - 0.10
0.08 - 0.08
0.06 4 - 0.06

1940 1950 1960 1970 1980 1990 2000 2010 2020
Source: LSEG Datastream and @ Yardenl Research.

Source: Yardeni Research, Inc. with permission. 41



S&P 500 Earnings per Share (S)
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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 26, 2023: for 2023(e), $220.70;
for 2024(e), $244.20; for 2025(e), $274.60. 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

280.00
270.00
260.00
250.00
240.00
230.00
220.00
210.00
200.00
190.00
180.00
170.00
160.00
150.00
140.00
130.00
120.00
110.00
100.00
90.00
80.00
70.00
60.00
50.00
40.00
30.00
20.00
10.00
0.00

S&P 500
(right axis)

S&P 500 Earnings
(left axis)

2025 W

5200
5000
4800

[ | 20244600

700661 +
YOT66T +
Y0T66T +
Y0O€66T +
YOv66T +
Y0S66T +
¥0966T +
Y0L66T +
08661 +
70666T -
#0000 -
0100 -
#0700 -
Y0E00T -
Y0t00C +
¥0S00C +
#0900¢ +
¥0.L00C +
#0800¢ +
¥0600¢C +
¥0010¢C +
YOTT0C +
¥0T10¢C +
YOETO0T +
YOvT0C +
Y0OST0C +
¥0910C +
Y0OLT0C +
¥08T0T +

[l 1

r T
e
o
0 0
39
>~ b

Y0610C +

¥0020T +

¥0120C +

Y070t +

Y0€T0T +

YOte0tT +

¥0S20C +

4400
4200
4000
3800
3600
3400
3200
3000
2800
2600
2400
2200
2000
1800
1600
1400
1200
1000
800

600

400

200

o

2023 (estimated), 2024 (estimated) and 2025 (estimated) bottom-up S&P 500 operating earnings per share as of December 26, 2023: for 2023(e), $220.70;
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2015. Standard and Poor’s for actual operating earnings data through 2014; index price data through December 29, 2023.
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Valuation

S&P 500 index forward P/E ratio

FORWARD P/E RATIOS: LARGECAP & SMIDCAP
(daily)

—— S&P 500 LargeCap Forward P/E (Jan 02 = 19.8)
Recession r

—— S&P 400 MidCap Forward P/E (Jan 02 = 15.4)
—— S&P 600 SmallCap Forward P/E (Jan 02 = 15.7)

2008 2010 2012 2014 2016 2018 2020 2022 2024
Source: LSEG Datastream and @ Yardeni Research.
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Source: Yardeni Research, Inc., with permission, January 2, 2024.
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Valuation

S&P 500 index forward P/E ratio

28

S&P 500 FORWARD P/E RATIOS: ACTUAL & MEDIAN
26 (monthly)

—— SE&P 500 Forward P/E Ratio* (Nov = 1??}
—— S&P 500 Median Forward P/E Ratio (Nov = 17.0)
24 Recession

22 1

20 |

12 4

: , W,} "1 . /,,

10
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Source: LSEG Datastream and @ Yardeni Research.
* Price divided by 52-week forward consensus expected operating earnings per share.

Source: Yardeni Research, Inc., with permission, January 2, 2024.

28

- 26

- 24

- 22

- 20

- 18

- 16

- 14

- 12

- 10



10 4

Valuation

S&P 500 index forward P/E ratio

FORWARD P/Es: S&P 500 GROWTH VS VALUE

(Daily)

—— S&P 500 Growth Forward P/E (Dec 21 = 25.5)
—— SA&P 500 Value Forward P/E (Dec 21 = 15.3)
Recession

2000 2005 2010
Source: LSEG Datastream and @ Yarden| Research.

Source: Yardeni Research, Inc., with permission, January 2, 2024.

2015

2020

46

- 10



Point of View
January 2024

Bond Yields

» Normal yields by historic comparison



Long-term interest rates (%)
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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.

Source: The Wall Street Journal. “Welcome Back, Bond Market”, Review & Outlook. October 6, 2023.
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Bond yields
U.S. Treasury bond and TIPS yields

10-YEAR US TREASURY BOND VS TIPS YIELDS
(percent, daily)

—— Bond Yield (Jan 02 = 3.95)
— TIPS Yield (Dec 29 = 1.70)

Recession
2000 2005 2010 2015 2020 2025
Source: LSEG Datastream and @ Yarden| Research.
Negative real returns
didn’t make sense.
50

Source: Yardeni Research, Inc., with permission. January 2, 2024.
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Point of View
January 2024

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.n., 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? Ranget
Variahle 2023 | 2024 |2025 (2026 | Longer 2023 2024 2025 2026 Longer 2023 2024 2025 2026 Longer
Tn rn run
L
Change in real GDP 2.6 1.4 18 1.9 1.8 2.5-2.7 1.2-1.7 1.5-2.0 L&-2.0 | L7-2.0 2.5-2.7 0.8-2.5 1.4-2.5 1.6-2.5 | L.6-2.5
September projection | 2.1 1.5 18 1.8 1.8 1.9-2.2 1.2-1.8 1.6-2.00 L7-20 ! 1.7-20 1.8-2.6 0.4-2.5 1.4-2.5 LE-25 | 1625
Unemplovment rate 3.8 1.1 1.1 4.1 1.1 3.8 1.0-4.2 1.0-4.2 3.9-4.3 : .83 3.7-.0 3.9-4.5 3.8-4.T 3.8-4.7 : 3.5-4.3
September projection 18 1.1 1.1 1.0 1.0 1730 3.0-4.4 1.9-43 3843 : . ] 3740 31745 3747 1745 : 31543
PCE inflation 28 24 211 20 2.0 2.7-29 2.2-2.5 2.0-2.2 20 1 20 27-3.2 2127 2.0-2.5 2.0-23 1 2.0
September projection 3.3 2.5 22 2.0 2.0 3.2-34 2327 20-23 20-22 : 20 J.1-3.8 2.1-3.5 20-29 2.0-27 : 2.0
i i
Core PCE inflation® 32 24 22 2.0 3.2-33 2.4-2.7 2.0-2.2 2.0-2.1 3.2-3.7 2.3-3.0 2.0-2.6 20-23
1 1
September projection | 3.7 26 2.3 2.0 3.6-3.9 2.5-28 2.0-24 2.0-23 3.54.2 2338 2.0-3.0 20-249
1 I
Memo: Projected : :
appropriate policy path i i
i i
Federal funds rate 54 46 36 2.0 25 L 1.4-4.9 3.1-3.9 2531 | 2530 5.4 3954 24-54 2449 | 24-3.8
September projection ] a.1 4.9 2.9 2.5 H.4-56 1.6-5.4 3.4-4.9 2.54.1 1 25-3.3 J.4-5.6 4.4-6.1 2.6-5. 244989 1 24-3.8

52 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 2024 2024 20025 2026 Longer 20023 2024 20N 2026 Longer
rumn rumn run
Change in real GDP 2.6 14 1.8 1.9 |, LR 2527 1.2-1.7 1.5-2.0 LA-2.0 | L.7-2.0 2.5-2.7 0.8-2.5 1.4-2.5 1625 | 1.6-2.5
September projection 2.1 1.5 1.8 1.8 | L8 1.0-2.2 1.2-1.8 1.6-2.0 L7-2.0 | L7-2.0 1.8-2.6G 0.4-2.5 1.4-2.5 L6-2.5 | LG-2.5
Unemployment rate 4.8 4.1 4.1 4.1 : 1.1 ER.1 1.0-4.2 1.0-4.2 3943 : A.8-4 3.7-4.0 3.0-4.5 3.8-4.7 3.8-4.7 : 3.5-4.3
September projection 38 41 41 40 | 40 3.7-3.9 3.9-4.4 3.9-4.3 383 | 3803 3.7-4.0 3715 3.7—4.7 3.7-4.5 | 3.5-4.3
PCE inflation 2.8 24 2.1 2.0 : 20 2.7-2.9 2.2-2.5 2.0-2.2 20 : 2.0 2.7-3.2 2.1-2.7 2.0-2.8 2.0-2.3 : 2.0
September projection 33 25 22 20 |, 20 3.2-3.4 2.3-2.7 2.0-2.3 20-22 | 20 3.1-3.8 2.1-3.5 2.0-2.9 20-27 | 20
1 ] ]
Core PCE inflationd 4.2 24 22 2.0 2.2-3.3 2.4-2.7 2.0-2.2 20-21 1 3.2-3.7 2.3-3.0 2.0-2.6 20-23
September projection AT 26 2.3 2.0 : 30639 2.0-2.8 2.0-2.4 2.0-2.3 : 3.5—1.2 2.3-3.6 2.0-3.0 2.0-2.9 :
1 1 1
Memo: I"rﬂ'.iﬂ‘:h!ll : : :
appropriate policy path ! | !
] ] ]
Federal funds rate H.d 4.6 4.6 2.9 : 2.5 h.4 1.4-4.9 4.1-3.9 2.5-3.1 : 2.5-3.0 B4 3.9-5.4 2.4-5.4 2.4-4.9 : 2.4-3.8
September projection 5.6 51 39 29 1 25 5.4-5.6 1.6-5.4 3.4-4.9 251 1 253.3 5.4-5.6 4.4-6.1 2.6-5.6 2449 1 24-3.8
L i i

53 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 20024 20025 2026 Longer 20023 2024 20N 2026 Longer
rumn rumn run
Change in real GDP 2.6 14 1.8 1.9 |, LR 2527 1.2-1.7 1.5-2.0 LA-2.0 | L.7-2.0 2.5-2.7 0.8-2.5 1.4-2.5 1625 | 1.6-2.5
September projection 2.1 1.5 1.8 1.8 | L8 1.0-2.2 1.2-1.8 1.6-2.0 L7-2.0 | L7-2.0 1.8-2.6G 0.4-2.5 1.4-2.5 L6-2.5 | LG-2.5
Unemployment rate 4.8 4.1 4.1 1.1 : 4.1 ER.1 1.0-4.2 1.0-4.2 3943 : A.8-4 3.7-4.0 3.9-4.5 3.8-4.7 3.8-4.7 : 3.5-4.3
September projection 38 41 41 40 | 40 3.7-3.9 3.9-4.4 3.9-4.3 383 | 3803 3.7-4.0 3715 3.7—4.7 3.7-4.5 | 3.5-4.3
PCE inflation 2.8 24 2.1 2.0 : 20 2.7-2.9 2.2-2.5 2.0-2.2 20 : 2.0 2.7-3.2 2.1-2.7 2.0-2.8 2.0-2.3 : 2.0
September projection | 3.3 2.5 22 20 |, 2.0 3.2-3.4 2.3-2.7 2.0-2.3 20-22 | 20 3.1-3.8 2.1-3.5 2.0-2.9 20-27 | 20
1 ] ]
Core PCE inflationd 4.2 24 22 2.0 2.2-3.3 2.4-2.7 2.0-2.2 20-21 1 3.2-3.7 2.3-3.0 2.0-2.6 20-23
i i i
September projection AT 26 2.3 20 30639 2.0-2.8 2.0-2.4 20-2.3 3.5-4.2 239346 2.0-3.0 2.0-29
1 1 1
Memo: I"rﬂ'.iﬂ‘:h!ll : : :
appropriate policy path ! | !
] ] ]
Federal funds rate b4 46 36 29 0 Lh 5.4 1.4-4.49 3. 1-4.9 2.5-3.1 : 2.5-3.0 5.4 3.89-5.4 2.4-5.4 2449 1 24-3.8
September projection 36 51 39 29 . 25 3.4-5.6 1.6-5.4 3.4-4.9 25-4.1  25-3.1 3.4-5.6 dA-6.1 2.6-5.6 24-49 1 2.4-3.8
L i i

54 Source: Federal Reserve, December, 2023.



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.



Stock market
S&P 500 vs. fed funds rate
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Sources: Federal Reserve, Standard & Poor’s. Data through December 2023.



Point of View
January 2024

Inflation

»  Year-over-year headline PCED +2.6%, +3.2% core
» M2 driving (dis)inflation?

» Inflation expectations (TIPS spread)



Inflation

CPI — headline and core

Chart 2. 12-month percent change in OPI for All Urban Consumers (CPFU), not seasonally adjusted, Now. 2022 - Now. 2023
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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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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.

60 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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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.

62 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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Inflation

CPI — shelter

Figure 8.
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Source: Zillow, ApartmentList, and Bureau of Labor Statistics.
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Source: Yardeni Research Inc., December 12, 2023.



Inflation

PCED — headline and core

Inflation

7.0
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lower
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Source: NBER, Federal Reserve Bank of St. Louis. Data through November 2023.



Compounded Annual Rate of Change

Inflation

PCED — monthly rate of change annualized
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Inflation

PCED — headline
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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.

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



Inflation
Ed Yardent’s inflation forecast

PERSONAL CONSUMPTION EXPENDITURES DEFLATOR: HEADLINE VS CORE

WITH YRI FORECASTS (dashed)
(yearly percent change)

= Headline PCED Inflation Rate (Nov = 2.6)
— Core* PCED Inflation Rate (Nov = 3.2)

2018 ' 2019 ' 2020 2021 ' 2022 ' 2023 ' 2024 ' 2025

Source: LSEG Datastream and @ Yardeni Research.
* Less energy & food prices. Dashed lines are YRI forecasts.
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Source: Yardeni Research, Inc., with permission, January 5, 2024.



Implied inflation expectations (%)

Inflation
Inflation expectations

4.0

3.5

3.0

2.5

2.0

1.5

1.0

0.5

U.S. Treasury Bond Yield minus TIPS Yield
10-year Maturity

Cross-hatch
represents
recession.

€o-uer
€0-bny
y0-1eIN
¥0-100 |
Go-AeiN
Go-0eQ |
90-Inr
10-984 F
,0-des r
80-1dy [
80-MON [
60-unr
ol-uer r
oL-bny r
LL-JeiN
L1790 |
ZL-Rel
ZL-0eq |

Source: Federal Reserve. Data through December 2023.

gLnr

vi-g8d r

yl-deg r

GlL-dy |
GL-AON

gL-unp

LL-uer t

L1-bny

8L-1elN

81190

6L-Ae|y

61-980a

0c-Int
Lg-99d

LZ-des r

ZZ-idy

CC-\ON

ge-unr

2.18

The difference
between the
nominal 10-year
Treasury bond yield
and the TIPS yield
gives the market’s
opinion for a 10-
year inflation
forecast.

It had been
trending lower for
15 years but has
moved higher post-
Covid.

71



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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