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a chance Federal outlays run sideways like they did following the August 2011 Budget Control Act.
Federal government spending was $7.010 trillion in FY 2025 ending September, and is running $7.073
trillion in the 12-months ending February 2026. The Federal budget deficit is $1,633.2 billion now in
February 2026, 12-month trailing sum, versus $1,775.4 billion in FY25. The war with Iran has shifted
attention to defense spending with the story this week that the first week of fighting cost $11.3 billion.
What happens to the deficit when the defense spending (military programs) of $826.3 billion in FY25
gets boosted by the Trump 2.0 wish for a 50% increase, $413 billion, as floated earlier by the
Administration. Tariffs, customs duties were still $26.594 billion in February despite the court ruling,
and with collections effectively running a month behind, it could be another couple of months to see
any reduction before going back up with the new 10% across-the-board increase. Meanwhile, don’t
ask when the social security trust fund will run out, become insolvent, there’s no money in it right now.
Benefits are greater than payroll tax receipts right now every month, and the difference is funded
elsewhere, like from the market. There are no reserves. Social security needs real cash right now,
and is getting it. Stop worrying about the dire social security trustees 2034 warning date of insolvency.
It is a myth. The red ink is being covered right now by a mix of Treasury borrowing and other Federal
government receipts including your income taxes. Stay tuned. Government spending is flat for now.

Selected Federal Budget ltems Mostly Outlays In The News ($bin)

Feb 25 Mar Apr May Jun Jul Aug Sep Oct Nov  Dec 25 Jan 26 Feb
Tariffs 7.247 8.168 15.634 22173  26.632 27.670 29.503 29.675 31.354 30.756  27.982 27.742  26.594
Food stamps 8.129 8.929 8.628 8.638 8.716 8.829 8.530 8.867 8.732 7.709 8.998 8.189 7.594
Social Security -27.814  -34.081 -5.630 -30.616 -5.251 -36.757 -35.180 -34.383 -42.329 -35.466 -30.387 -13.984 -31.993
Gross Interest  85.872 104.413 101.650 92.230 144.625 91913 111466 91.270 104.404  96.255 153.922  71.888  93.483
Adj. Interest  74.165  92.875 89.376  86.015 84.345 92.011 92.699 36.900 90.871 87.853 91540 75944  78.644
Total Outlays 603.441 528.174 591.769 686.881 499.436 629.635 689.107 345.725 688.704 509.279 629.136 654.667 620.623

*"Social security” is a net figure: Payroll taxes minus Benefits paid, normally a deficit funded by other taxes, Treasury borrowing from market etc.
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How’s the war going? That is all the market wanted to hear about this week, and stocks and bonds
watched crude oil prices closely. Friday’s story about Marines going to the Mideast pushed oil prices
higher and stocks lower finally. Last trade Friday on April crude oil futures was $99.31, after the brief
panic peak of $119.48 at the Sunday, March 8 open. The low was $76.73 on Tuesday afternoon. The
Fed makes their decision Tuesday, March 18 with the new forecasts released at 2pm ET. Core PCE
inflation is 3.1% and miles above the 2.0 target, so perhaps they take the one 25 bps rate cut forecast
for 2026 back off the table. Bond yields are moving up on war cost stories and some private equity
credit stories/concerns; since February 26: Morgan Stanley -12.7%, Goldman -15.8%, with S&P 500
just -4.0%. The S&P 500 made a new 2026 low on Friday, and 10-year yields closed Friday at 4.28%.

Rising gasoline prices are not enough of a shock yet for the economy
The week-ending Monday regular gas prices from the Energy Information Agency EIA (supposed to

be “cash” prices, although we always use a credit card which is usually 10 cents more) was $3.502
on March 9, 2026 while AAA gas prices were $3.47. AAA gas prices were $3.630 on Friday, March
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Next up: February PCE inflation Thurs, April 9, March CPI inflation Fri, April 10
Monthly 2026 2025 2025 2024
% Changes Feb Jan Dec Nov Oct Sep Aug Jul Jun May Apr Mar Feb Jan Dec
Core CPl inflation 0.2 0.3 0.2 na na 0.2 0.3 0.3 0.2 0.1 0.2 0.1 0.3 0.4 0.2
Core PCE inflation 0.4 0.4 0.2 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.1 0.4 0.3 0.2
Core PCE YOY 3.1 3.0 2.8 2.8 2.8 2.9 2.9 2.8 2.8 2.6 2.7 3.0 2.8 3.0
Core CPIYOY 25 25 2.6 2.6 na 3.0 3.1 3.1 2.9 2.8 2.8 2.8 3.1 3.3 3.2
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OTHER ECONOMIC NEWS

Inflation hoax (Tuesday)

fwd: Bonds

Breaking economy news. February headline CPI rose 0.3% and is 2.4% higher than a year ago, core
CPIl up 0.2% and rose 2.5% from last year. Shelter was up 3.0% from a year earlier, and medical care
services were 4.1% higher. Shelter has a huge 35.6% weight in the CPI index, the only problem being
it has risen much less than some of the popular home price indexes since the pandemic and doesn’t
really reflect the higher prices consumers have to pay for a new home in most of the country. This is
February data and the US and Israel did not attack Iran and send crude oil prices soaring until
February 28, so next month’s headline CPI at least is going to pop. Unclear when energy prices will
affect other prices in the consumer’s basket of goods and services.

Net, net, after all this time there is not a shred of
evidence that import tariffs have boosted the key
goods and commodities that consumers
purchase which will count as one of the major
puzzles for economists to ponder in the months
to come. Sooner or later investors need to ready
themselves for a series of Fed rate cuts because
as soon as the Iran War shooting winds down
and the upside inflation risks from crude oil get
taken off the table, inflation is likely to slow
enough to the Fed'’s satisfaction to lower interest

rates to at least 3% neutral later on this year. Stay

Dec 25 Monthly Percent Changes YOY %
Weight CPI inflation Dec 2025 Jan 2026 Feb 2026 Feb 2026
100.0 Total 0.3 0.2 0.3 24
13.698 Food 0.7 0.2 0.4 3.1
8.325 Food at home 0.6 0.2 0.4 2.4
5.373 Food away from home 0.7 0.1 0.3 3.9
6.383 Energy 0.3 -1.5 0.6 0.5
2.895 Gasoline -0.3 -3.2 0.8 -5.6
79.919 Ex-food & energy 0.2 0.3 0.2 25
3.838 New vehicles 0.0 0.1 0.0 0.5
2.759 Used cars/trucks -0.9 -1.8 -0.4 -3.2
2.368 Clothing 0.3 0.3 1.3 25
1.489 Medical care goods 0.3 -0.1 0.0 0.1
35.625 Shelter 04 0.2 0.2 3.0
26.204  Owner equiv. rent 0.3 0.2 0.2 3.3
6.315 Transportation 0.4 1.4 0.2 2.2
6.935 Medical care services 0.4 0.3 0.6 4.1
Special: Where inflation might come back down to
60.744 Services ex-energy 0.3 04 0.3 2.9
19.176 Commodities (core) 0.0 0.0 0.1 1.0

tuned. The inflation watch for markets is turning out to be a complete bust as miraculously, import
tariff costs which are certainly real, are not getting passed on to the consumer. Commodities less food
and energy commodities are rising just 1.0% from a year ago. Clothing prices did increase 1.3% in

February, possibly import tariffs, but core commodities overall just rose 0.1%, Stay tuned.
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Trade deficit narrows, housing starts jump (Thursday)

$min Trade balance Exports Imports
Total | Goods |Services| Total | Goods |Services| Total | Goods |Services
Dec 2025 | -72,900| -99,246| 26,347| 286,301| 180,864 105,437| 359,201| 280,110, 79,090
Jan 2026 | -54,455| -81,791| 27,336| 302,149| 195,492| 106,658| 356,604| 277,283| 79,321
Change 18,445| 17,455 989| 15,848| 14,628 1,221 -2,597| -2,827 231

Breaking economy news. The January trade deficit narrowed to $54.5 billion from $72.9 billion in
December. Imports dropped, and exports were stronger, but a lot of the latter was due to a “temporary”
increase in gold and other precious metals. Imported goods from China collapsed to $21.1 billion in

January 2026 from $41.6 billion in January Trade deficit (Sbin) contribution to Real GDP
2025. Makes one wonder what Trump and Q424 Q125 Q225 Q325 Q425 Ql26e
Xi have to discuss in a couple of weeks. |GDP % 1.9 -0.6 3.8 4.4 0.7 1.5
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Economy cool inflation not (Friday)

Breaking economy news. Real GDP was revised
to 0.7% from 1.4% for Q4 2025 where exports
and consumer spending on services were
weaker than the first estimate. Real consumer
spending is certainly slow with 0.1% monthly
increases starting in September through
January, except for 0.2% in October, the
government shutdown month (Oct 1 to Nov 12).
Auto sales tumbled in the January cold winter
weather which caused durable goods spending
to drop 0.4%. Real consumption in Q4 was
revised from 2.4% to 2.0%, and January data is
running 0.8% so far in Q1 2026 with
February/March data left.

fwd: Bonds

Q3 24| Q4 24| Q1 25| Q2 25| Q3 25(Q4 25p| Q4 25r

REAL GDP 3.3 19| -0.6 3.8 4.4 14 0.7
REAL CONSUMPTION 4.0 3.9 0.6 2.5 3.5 2.4 2.0
CONSUMPTION 2.7 2.6 0.4 1.7 2.3 1.6 1.3
Durables 0.6 09| -0.3 0.2 0.1 -0.1 0.0
Nondurables 0.7 0.5 0.3 0.3 0.5 0.1 0.1
Services 1.4 1.2 0.4 1.2 1.7 1.6 1.3
INVESTMENT 0.2| -1.3 38| -27 0.0 0.7 0.6
Business Plant -0.1) -03 -0.1 -0.2 -0.2 -0.1 -0.2
& Equipment and 04| -0.2 1.0 0.4 0.3 0.2 0.2
Intellectual Property 0.1 0.0 0.3 0.8 0.3 0.4 0.3
Homes -0.2 0.2 0.0f -0.2| -0.3 -0.1 0.0
Inventories -0.1] -0.9 26| -34| -01 0.2 0.3
EXPORTS 1.0, -01 0.0/ -0.2 1.0 -0.1 -0.4
IMPORTS -1.4 0.0 -4.7 5.0 0.6 0.2 0.2
GOVERNMENT 0.9 0.6/ -0.2 0.0 0.4 -0.9 -1.0
Federal defense 0.5 0.2 -0.3 0.0 0.2 -0.4 -0.4
Fed nondefense 0.1 0.1 -01| -04 0.0 -0.7 -0.7
State and local 0.4 0.3 0.2 0.3 0.2 0.3 0.1

Below line: Percentage point contributions to Q4 2025 0.7% real GDP

Third estimate for Q4 is Thursday, April 9

PCE inflation is diverging from the CPI inflation measure. Core PCE inflation was 0.4% both of the
last two months, 0.358 December, 0.363 January. For January, health care inflation was a major
contributor, with a large weight in core goods and services, as was “recreational goods and vehicles”
with increases in the price of computers, recording media, sporting goods and equipment including

guns and ammo.

Net, net, the latest economic reports have stagflation written all over them with GDP growth revised
down to the stall speed of 0.7%, and a burst of core consumer inflation for a second month now with
prices advancing 0.4% in December and in January. It is a good thing that markets are focused
elsewhere on the war in the Mideast because the economic data rule out an interest rate cut by the
Federal Reserve at next week’s meeting. One has to wonder if the Fed forecasts next week will pencil
in a rate cut at all in 2026 with the inflation reading this hot. The economy is more unpredictable than

ever and bonds and stocks -
do not know how to react o
and seem to be frozen in Russia
time. There is only one i
economic indicator right
now for markets and
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