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FACTORY JOBS ARE BACK
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manufacturing jobs has been talked about often in presidential campaigns over the years when the
focus is usually on jobs for Americans, “good jobs” as President Clinton used to say, and
manufacturing jobs were higher paying for years. Of course, the biggest problem is factories cannot
make goods here anymore and sell them at a profit, i.e if they can find the workers, after many were
made redundant in recessions and otherwise left-the-building due to “automation” over the last twenty-

five years. There were two major recessions in the 2000s and 6.1
million manufacturing workers lost their jobs. Only 1.3 million were
hired back in 2010-2018. Maybe China joining the World Trade
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We had flex tariffs last Friday, narrow tariffs on Monday, then finally the auto tariffs on Wednesday
which rained on the parade and brought stock prices back down. The S&P 500 rally from the March
13 lows of the Trump recession sell-off is big, but it has not made it back through the 50% retracement
level of 5,826. Bond yields went their own way at times, lifting with the narrow tariffs initially, but seizing
on the S&P PMI “stronger economy” data at least for services at 945am ET on Monday to move even
higher. Some of the yield rally to 4.37% on Tuesday was retraced with the weaker consumer
confidence reading at 10am ET on Tuesday. Skip to Friday where the economic reports brought bond
yields and stocks down. The S&P 500 dropped 2.0% Friday, and 10-year yields fell 13 bps to 4.24%.

FedEx (FDX) warns on outlook for industrial economy

The stock fell as much as 11.8% the next day after earnings reported for the February 2025 quarter
on Thursday, March 20. The company lowered its annual forecast (Feb 25 is Q3 fiscal quarter) on the
weakness seen in demand for their business-to-business services. Tariff uncertainty was undoubtedly

part of it, “international trade-related developments,” but the company also cited severe weather
events. 350 - ™
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FEDERAL RESERVE POLICY
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Next up: March CPIl inflation report Thursday, April 10
Monthly 2025 2024 2024 2023
% Changes Feb Jan Dec Nov Oct Sep Aug Jul Jun May Apr Mar Feb Jan Dec
Core CPI inflation 0.2 0.4 0.2 0.3 0.3 0.3 0.3 0.2 0.1 0.1 0.3 0.4 0.4 0.4 0.3
Core PCE inflation 0.4 0.3 0.2 0.1 0.3 0.3 0.2 0.2 0.2 0.1 0.3 0.3 0.2 0.5 0.2
Core PCE YOY 28 27 29 28 28 27 27 27 26 27 29 30 29 31 30
Core CPI1 YOY 3.1 3.3 3.2 3.3 3.3 3.3 3.2 3.2 3.3 3.4 3.6 3.8 3.8 3.9 3.9
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OTHER ECONOMIC NEWS

Consumer cautious (Tuesday)

Breaking economy news. Consumer confidence fell again in keeping with other surveys. February
was revised up to 100.1 from the preliminary reading of 98.3, but fell 7.2 points to 92.9 in March. The
cutoff date for the survey was March 19 which is before the President’s “Liberation Day in America”
tariff announcement on April 2nd. Also at 10am ET, new home sales show they are going nowhere
with mortgage rates still high and rose 1.8% in February to 676 thousand.

150 + r 150
Mar Conference Board
Net, net, consumer 140 2008 on Consumer Confidence iy oy | 140
. star 2023 2024
confidence ~ has @i |7 — o bas 10
ug hike
taken another blow 2] funding ton 2015 120
and is now trending 9] wsaie 2017 o
. oc T}rump |
downward as it ] feceasion signs 100
start cuts
does when the %] . 90
. i el 2016 L
economy is nearto *| / Furrcane pe Ao %
. 70 A 2001 Kairina Cop 2008 100.8 2020 r 70
the Cl |ffS Of recession Lehman 85.7 Mar 2025
ends 92.9p
recession. There is %] Feb2025 1 60
. . 50 Mar | 98.3p L 50
no spring in the 2003 Fiscal
] 40 + War Aug r 40
consumer’'s  step i
i 30 1 disinflati " - 30
this March and the 2003 disinflation A

. 20 - - 20
Change N Weather 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

has done nothing to shore up American’s expectations for the future. Half the country did not vote for
the radical changes coming out of Washington and it is no surprise that consumers are pulling back
and losing heart. It isn’t just uncertainty that weighs on the consumer’s outlook, it is the reality where
the unprecedented mass firings of Federal government workers and the Administration’s attempts
rewrite history and turn back the clock to try and bring back factories to the US with import tariffs that
is worrying the publicand may % 7, s [ 1400
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Key durable orders hold near record (Wednesday)

Breaking economy news. Core capital goods orders fell back slightly from record highs in February.
Nondefense capital goods orders ex-aircraft fell 0.3% in February after January’s 0.9% jump to record
levels. No weather effect here. Several categories of goods orders apparently rebounded from the
winter cold weather in January. Fabricated metal products fell 1.4% in January and rose 0.9% in
February. Electrical equipment fell 1.2% in January and rose 2.0% in February. Tariffs are expected
in primary metals like steel and aluminum, and primary metals orders increased 1.9% in February and
1.2% in January.

Net, net, there is tremendous uncertainty coming from Washington, but companies are not just holding
their breaths waiting for the other tariff shoe to drop, they are actively ordering up more equipment to
beat the price increases once the trade war sanctions jack up the cost of the goods and materials they
need to even higher levels. The danger ahead for the economy is that manufacturers will see a price
shock that they have never witnessed before. American factories export much of what they produce,
and if they cannot, that hurts economic growth.

Supply chains bring in the lowest cost materials for US manufacturers from overseas, and changing
the hard reality of what has taken place over the last twenty years cannot be done in a day if ever.
Economists caution that trade tariffs will hurt more Americans than they can possibly help, but even if
the Administration disagrees, we won'’t see the benefits from bringing plants back to the US for years
if not decades. There will likely be a new President in place who might overturn the current
Administration’s trade policies by the time companies take the risk and try to rebuild factories here.
This is the dilema corporate CEOs struggle with as they make the costly decisions to spend the dollars
to bring factories back to America.
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GDP okay for now (Thursday)

fwd: Bonds

Breaking economy news. Ancient history now but Q4 2024 real GDP was reported at 2.4% in the final
estimate up from the first and second estimates earlier of 2.3%. Interestingly both exports and imports
of goods were down significantly, -4.6% and -4.9%, respectively. Real consumption was very strong
at 4.0% (revised from 4.2%), Business investment spending on equipment and intellectual property
products (software) was down. In other data, job layoffs remain low at 224K in the March 22 week
after the annual revisions to the seasonal factors, this year back to 2020. This year’s adjustment looks
relatively minor, after some big changes in some years after the pandemic distortions.
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in 2025 will be substantial in the near term. The narrow focus of the Administration on the imports side
of the foreign trade ledger ignores the retaliation by America’s trading partners which will hurt US
exports and cost US manufacturing jobs in the near-term. Instead of the world wanting to buy
American, overseas markets may freeze up as the rest of the world stops buying American products.

The only good news is that weekly job layoffs remain
low as companies remain frozen in place with the
current uncertainty. Even for Federal workers, the
layoffs were slightly lower at 821 in the March 15
week versus 1066 in the March 8 week and 362 in
the week a year ago. Stay tuned.The economy
continues to move forward today, but the storm
clouds of trade tariffs and sanctions may yet send the
economy off course in the second quarter. The
Administration’s Liberation Day for trade initiatives
starts in a few days. Maybe America will be better off
some day, but the immediate effect will be to brake
the economy sharply.
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Q3 23| Q4 23| Q1 24| Q2 24| Q3 24|Q4 24p| Q4 24r| Q4 24f
REAL GDP 4.4 3.2 1.6 3.0 3.1 2.3 2.3 2.4
REAL CONSUMPTION 25 35 1.9 2.8 3.7 4.2 4.2 4.0
CONSUMPTION 1.7 23 1.3 19 25 2.8 2.8 2.7
Durables 0.3 0.2| -0.1 0.4 0.5 0.9 0.9 0.9
Nondurables 0.4 0.5/ -01 0.2 0.6 0.5 0.4 0.4
Services 1.0 1.6 1.6 1.3 13 15 15 1.4
INVESTMENT 1.8 0.2 0.6 15 0.2 -1.0 -1.1 -1.0
Business Plant 0.1 0.2 0.2 0.0 -0.2 0.0 0.0 0.1
& Equipment and -0.1 0.0 0.0 0.5 0.5 -0.4 -0.5 -0.5
Intellectual Property 0.2 0.3 0.4 0.0 0.2 0.2 0.0 0.0
Homes 0.3 0.1 0.5 -0.1] -0.2 0.2 0.2 0.2
Inventories 13| -05] -05 1.1} -0.2 -0.9 -0.8 -0.8
EXPORTS 0.5 0.7 0.2 0.1 1.0 -0.1 -0.1 0.0
IMPORTS -0.6| -0.6| -0.8 -10f -14 0.1 0.2 0.3
GOVERNMENT 0.9 0.6 0.3 0.5 0.9 0.4 0.5 0.5
Federal defense 0.2 -01f -01 0.2 0.5 0.1 0.2 0.2
Fed nondefense 0.1 0.0 0.1 0.0 0.1 0.1 0.1 0.1
State and local 0.6 0.6 0.3 0.3 0.3 0.2 0.2 0.3
Below line: Percentage point contributions to Q4 2024 2.4% real GDP
First estimate for Q1 is Wednesday, April 30
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Personal income report: inflation up, spending down (Friday)

Breaking economy news. The personal income report for February showed less bounce in consumer
spending from the cold winter weather drop in January, where consumers have spent exactly zero on
services over the first two months of 2025. Services are less impacted by import tariffs, it is sometimes
believed. Real consumer spending went from a strong 4.0% in the fourth quarter to -0.1% in the first
guarter of 2025 using just the January/February results. Meanwhile inflation heated up with core PCE
inflation of 0.365% in
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coming. Bet on it.

Net, net, the personal income report shows the consumer is exhibiting a degree of caution over the
outlook by saving more for a rainy day and halting all real spending on services over the first two
months of 2025. There are some cold winter weather effects dampening expenditures in January but
the feeble increase in February with more saving suggests the uncertainty from Washington is causing
deleterious effects on the US economy. The jump in real consumer spending in November and
December of 0.4% and 0.6%, respectively, has been followed by negative 0.6% in January and
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whether to soften the blow with easier rates or to hold firm to fight the inflation surge from more costly
imported goods.

Meanwhile the Fed’s progress on bringing down core consumer prices has stalled out. In February
there was one of those rare times that core PCE inflation rose 0.4% which is more than the 0.2%
increase in core CPI inflation. Powell was right in his prediction at the press conference last week that
core PCE inflation would rise back to 2.8%, and that better reading of 2.6% in January was revised
up to 2.7%. Fed funds futures still see a good chance of a rate cut at the June meeting, but you have
to wonder why. Inflation is elevated now with more inflation coming once import tariffs jack up the
price of consumer goods even higher. Stay tuned. Consumers have lost confidence and are sitting on
their wallets until there is clarity on the outlook. The scary thing is that consumers know with more
certainty than they let on that the changes down in Washington mean their personal finances are
going to suffer as it suddenly becomes more unaffordable to put food on the table and buy the basic
goods they need for their families.
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February, and now consumers
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tuned. The consumer sees darkening clouds for the economy ahead, and while they may not always
be right, if they do not start spending again, this latest negative reading on confidence will become a
reality. A downturn is coming. Bet on it. The stock market is and the stock market is a leading indicator.
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