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CONSUMER OKAY BEFORE ELECTION
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continues on the same upward trajectory after the sharp adjustment higher from the stimulus checks
early in 2021. The $600 checks worth $139 billion, $1400 checks $339 billion. Monies spent long ago.
There were some bumps in the road from Omicron in December 2021 and cold winter weather in
January this year. Fed economists marked down their second half economic growth forecast at the
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labor market data, but nothing yet and weekly Gross domestic product (GDP) ~ 2.8 30 16 233867
jobless claims have come back down. Personal consumption expenditures (PCE) i
Durable goods 3.3 7.6 5.4 -1.7  2,059.5

Motor vehicles and parts 1.7 9.7 6.6 -7.6 584.9
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Other services -0.5 -0.1 0.8 2.8 1,405.1

but motorcycles and pleasure boats are Final consumption nonprofit institutions 28 43 167 147  428.1

being purchased as well. Other durable goods up 3.8% were in the luxury category: jewelry. Consumer
is steady for now and looks okay with confidence higher, unless the import tariffs actually go through.
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INTEREST RATES

fwd: Bonds
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Like the good old days. The first “tweet” after 6pm ET Monday on trade matters even before the
president-elect takes office. The stock market eventually ignored the threats of 25% tariffs on Canada
and Mexico imports, and 10% more for China. The China tariffs did not begin until 2018 and were
ramped up after Trump’s “I am a tariff man” tweet December 4, 2018 which was one of the factors
that caused a 20% drop in the stock market and made Powell shift away from further rate hikes beyond
2.5%. Customs duties peaked at $99.9 billion in FY 2022 when the calendar year imports from China

were $536.3 billion. Imports
from China are running
$322.2 billion in the first 9
months of 2024.

Customs Duties vs. US China Imports $billions

2016 2017 2018 2019 2020 2021 2022 2023 2024
34.837 34575 41.299 70.784 68.550 79.985 99.908 80.337 77.037
462.420 505.165 538.514 449.110 432.548 504.246 536.259 426.885 322.172

Customs Duties Fiscal Year, US Goods Imports from China calendar year

Customs Duties
China Imports

Walmart Inc. (WMT) up 76.0% YTD
Another earnings report, another rally. It has been straight up from the $60 level powered by the last
three earnings reports. Before the bell, earnings on November 19 beat expectations for the October
31, 2024 quarter. It raised revenue expectations (it's not just groceries anymore) which has been the
key metric recently for many companies. The company did say as many have that import tariffs would

cause the company to raise prices. %
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* US comparable sales, incl. Sam's Club, ex-fuel
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SOFR vyield curve came down

about

20

bps this

week

following 10-yr Treasury yields.
Reason unknown.

Fed funds futures call Fed policy
Current target: November 29 -- 4.75%

Rate+0.17 Contract Fed decision dates

4.585 Jan 2025

Dec 18*

4.525 Feb 2025

Adds Jan 29

4.385 Apr 2025

Adds Mar 19

Last trade, not settlement price

* Not strictly true, Jan 2025 has Jan 29 Fed
date, so 2 days could be a new interest rate

Next up: November CPI inflation report Wednesday, December 11

Monthly 2024 2024 2023 2023
% Changes Nov Oct Sep Aug Jul Jun May Apr Mar Feb Jan Dec Nov Oct Sep
Core CP! inflation 03 03 03 02 01 02 03 04 04 04 03 03 02 03
Core PCE inflation 0.3 0.3 0.2 0.2 0.2 0.1 0.3 0.3 0.2 0.5 0.2 0.1 0.1 0.3
Core PCE YOY 2.8 2.7 2.7 2.7 2.6 2.7 2.9 3.0 2.9 3.1 3.0 3.2 34 3.7
Core CPIYOY 3.3 3.3 3.2 3.2 3.3 34 3.6 3.8 3.8 3.9 3.9 4.0 4.0 4.1
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OTHER ECONOMIC NEWS

Consumer confidence improves (Tuesday)

Breaking economy news. Consumer
confidence improved after the
election with the index at 111.7 in
November and the preliminary 108.7
October number revised up to 109.6.
The consumer’s reading of the labor
market improved on a net basis
where those saying jobs are plentiful
numbered 33.4% down from 34.1%
in October. Those saying jobs are
hard to get fell to 15.2% from 17.6%.
Consumers under 35 years old were
most confident about the future.
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Net, net, consumer confidence has improved since the election results became known, and this
suggests the consumer will be a steady source of support for the current economic expansion that
shows no sign of stopping anytime soon. Economic growth was strong at nearly 3% before the election
and it looks like the 3% pace will continue if the consumer has anything to say about the matter. The
resilience of the economy is a surprise to Fed officials who rushed forward their interest rate cuts after
a growth scare this summer, and if the labor market is the key to consumer confidence, next week’s
employment report will be critical on whether Fed officials go ahead with one last interest rate cut this
year. The positive outlook on the part of consumers tells markets that interest rate cuts are not needed
to keep the wheels of commerce turning. There was little reaction in the stock market to the latest
consumer confidence report today. There are big changes coming down in Washington, and
consumers may yet find something they disagree with, but for the moment, the overall economic

outlook looks good for the next few
months. It was a close election for
president in terms of the popular vote,
but consumers are giving the economic
outlook a big thumbs up for now. The
survey results were completed by
November 18, too early to see the
effect of the latest tariff threats directed
at Mexico, Canada and China that
have the potential to push consumer
goods prices sharply higher.
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Also released at 10am ET was the 17.3% drop in new home sales in October to 610 thousand at an
annual rate. The decline was due to the 27.7% decline in the South to 339 thousand with Hurricane
Helene on September 26 and Hurricane Milton on October 9.
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GDP steady near 3% (Wednesday)

Breaking economy news. A lot of data at 830am ET before Thanksgiving, GDP, jobless claims,
advanced trade data (deficit came back down), durable goods orders (nondefense capital goods ex-
aircraft going nowhere -0.2% October, +0.3% September, +0.2% August). First-time applications for

jobless benefits still at 213K in the November 23 Q2 23 Q3 23| Q4 23| Q1 24| Q2 24/Q3 24p| Q3 24r
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Corporate pro ItS siowe rom t € secon quarter Below line: Percentage point contributions to Q3 2024 2.8% real GDP

but are roughly 6% higher than a year ago. The [Thirdestimate for Q3is Thursday, December 19
incoming administration has a lot of new ideas they want to try out, but the bond market believes them
when they say there will be some short-term pain which could mean supply disruptions and more
inflation and higher long-term yields. Homebuyers looking for lower mortgage rates could have a long
wait. Housing was actually a 0.2 percentage point drag on 2.8% Q3 2024 real GDP. There is a lot of
uncertainty, and likely to be some volatility ahead, so there is still a chance Fed officials skip a rate
cut at the December meeting as they await more data early in the new year. At the moment, the
economy is rock steady and in no danger of sinking. Fed funds futures are closer to discounting a 25
bps rate cut than doing nothing, but only by a few basis points.
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Real consumer spending slows, inflation growing hotter (Wednesday)

Breaking economy news. At 10am ET the personal income report for October with spending and
inflation data. Real consumer spending slowed to just 0.1% in October, so it is a good thing that
spending jumped 0.5% in September to provide momentum for the quarter as a whole. Core PCE
inflation was 2.8% in October up from 2.7% year-on-year in September, exactly as Powell mentioned
in his November 14 “no hurry” comments. The Fed’s estimates for PCE inflation after receiving CPI
and PPI reports earlier in the month are getting sharper.

Net, net, caution appeared to be the watchword for the consumer who had the income in October
ahead of the election in November, but appeared to save most of it and spent decidedly less last
month with most of the dollars going toward health care. Real consumer spending slowed to 0.1% in
October from 0.5% in September, which will make it more difficult to reach the stronger 3.5% real
consumption in Q3 2024 behind the 2.8% real GDP growth. It is not impossible with two months left
to go, and consumer confidence was stronger in November, but at the moment we judge consumer
spending is more likely to slow to 2.5% in the fourth quarter with October spending 1.9% higher than
Q3 2024.

Meanwhile, core PCE inflation remained hotter than Fed officials want with a 0.3% increase for a
second consecutive month. With steady consumer spending and sharply reduced chances of a
recession, the bond market is asking the question of why oh why would Fed officials even consider
another 25 bps rate cut to 4.5% when core consumer inflation is running so far above target at 2.8%
year-on-year in October. With consumption slowing and inflation speeding up in October, the economy
is heading in the stagflation direction just at the wrong time when the new administration down in
Washington could bring a new economic agenda next year that by all appearances looks inflationary
in the short run.
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