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UNCLE SAM IN THE MONEY
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installment of quarterly estimated taxes for most businesses and individuals. April budget receipts
were $850 billion up 9.5% from $776 billion in April 2024. Looking ahead the Joint Committee on
Taxation put out its estimates of the Republican Plan that renews the expiring 2017 Tax Cuts and
adds some other goodies except for those on Wall Street who are paid too much and will not qualify
for much of a break. The estimates go out over the next ten years, but it is better to look at just the
next two years if you are a robot and trade bonds for a living. How many Treasury auctions are
coming? The Federal budget deficit was $1.832 trillion in FY2024 ending last September. We thought
it was supposed to be some kind of reconciliation of the FY2025 budget, but the Subtitle A is “MAKE
AMERICAN FAMILIES AND WORKERS THRIVE AGAIN.” Anyway, the bottom line of this thing cuts
revenues $380.4 billion in 2026 and $610.1 billion in 2027. There’s more. Subtitle B “MAKE RURAL
AMERICA AND MAIN STREET GROW AGAIN” cuts revenue $178.4 billion in 2026 and $166.2 billion
in 2027. Still more. Finally. Subtitle C “MAKE AMERICA WIN AGAIN” brings in revenue of $78.2 billion
in 2026 and $186.7 billion in 2027. (Most of the WINNING revenue coming in is from Limitation on
individual deductions for certain State and local taxes, and Enforcement of remedies against unfair
foreign taxes, whatever the latter is.)

What did someone famously say? “I don’t know what he just said and | don’t think he does either.”
The Federal budget deficit forecasts ahead appear to be completely unknowable. We did look back
at the Joint Committee on Taxation estimates for the 2017 Tax Cuts and Jobs Act, and the numbers
for revenue loss were smaller: $75.3 billion 2018 and $188.8 billion 2019. This time around it looks
like the deficit red ink is on its way up to much higher levels with the projected revenue losses.
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https://www.jct.gov/publications/2025/jcx-22-25r/
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The stock market started/ended the week with a bang. Treasury Secretary Bessent lowered the China
tariffs from 145% to 30% Monday morning, and the S&P 500 rallied 3.3% on the day. Things were
going along well, friends of the Administration bidding up stocks on no news Friday, ending the day
up 0.7% to 5958.38 which is up 1.3% YTD. But Moody’s announced shortly before 5pm that they
would downgrade the U.S. to Aal from AAA. The SPY ETF fell 1.0% in after hours trading. Budget-
busting revenue estimates for the big, beautiful bill down in Washington appear to be the problem.
When S&P first tried this U.S. downgrade also late on a Friday, on August 5, 2011, it was quite a
shock as the market was dealing with yet another European debt crisis with stocks tumbling 4.8% on
Thursday, August 4. As it happened stocks fell 6.7% more on Monday, August 8, 2011 and that was
the low-close for that credit event. Whew. Ratings agencies have their own complex metrics, but we
note the Federal debt to GDP ratio was 92.2% in Q2 2011 and is now 121.9% in Q4 2024.

Walmart Inc. (WMT) up 8.7% YTD Tariffs are coming

The company reported earnings Thursday morning before the open on May 15, with CFO comments
on the wires about higher costs from import tariff price hikes being imminent “It's unavoidable, double-
digit in some departments.” Comp
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Next up: April PCE inflation report Friday, May 30 at 830am ET
Monthly 2025 2024 2024
% Changes Apr Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun May Apr Mar Feb
Core CPl inflation 0.2 0.1 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
Core PCE inflation 0.0 0.5 0.3 0.2 0.1 0.3 0.3 0.2 0.2 0.2 0.1 0.3 0.3 0.2
Core PCE YOY 2.6 3.0 2.7 2.9 2.8 2.8 2.7 2.7 2.7 2.6 2.7 2.9 3.0 2.9
Core CPI YOY 2.8 2.8 3.1 33 3.2 3.3 3.3 33 3.2 3.2 33 3.4 3.6 3.8 3.8
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OTHER ECONOMIC NEWS

CPl inflation steadies at 2.8% year-on-year (Tuesday 830am ET)

Breaking economy news. The |Dec 24 Monthly Percent Changes YOY %
U.S. cut its tariff on China from |YVeight CPIinflation Feb 2025 Mar 2025 Apr 2025 Apr 2025
145% to 30% on Monday for it | 30, L0y 02 o4 01 28
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energy commodities) rose 6.4% in 2021 and 7.6% in 2022. Something like that could happen again
with the import tariffs adding to the cost of goods consumed in the USA, but these prices rose just
0.1% in April after declining 0.1% in March. Wait for it.
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Sales slow with PPI deflation. Jobless claims and industrial production released

as well (Thursday)

Breaking economy news. Retail sales rose just 0.1% in April to start the second quarter after jumping
1.7% in March with auto sales at unheard of levels to try to beat the higher costs from import tariffs.
Because of the March increase, retail sales are running nearly 5% in the second quarter which should
keep real consumption at levels high enough to stave off a recession, although auto sales appear to
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looks like the trade tariffs are not
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leading to more inflation yet, and the 90-day China-US truce may kick the can down the road a few
more months when it comes to the sharply higher costs that consumers are expected to pay for store-
bought goods due to the trade war. Producer prices for food and energy and services were all lower,
but core final demand goods prices shot up 0.4% which means the import tariff effect is not completely
absent. The retail sales report was full of surprises with consumers apparently drowning their sorrows
by going out and spending a lot at restaurants and bars after a long winter. They rushed out to beat
the tariffs and bought 5.5% more cars in March, but in April the motor vehicle sales fell back a slight
0.1%. Stay tuned. The consumer sat the month out in April with a slight increase in overall spending,

but it could have been much weaker given the rogk- Industrial Production
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cards for now.
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Single-family housing permits down, import prices up (Friday)

Breaking economy news. Housing permits fell 4.7% in April to 1.412 million at an annual rate, and
single-family permits fell 5.1% to 922 thousand at an annual rate. Housing starts rose 1.6% to 1.361
million thanks to multifamily units of 5 or more jumping 11.1% to 420 thousand. Nonfuel import prices
rose 0.4% in April, could be the start of tariff war adjustments, although the index rose 0.6% oddly in
April 2024.

Nonfuel Imports prices-- Monthly Percent Changes NSA
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2023 0.2 0.4 -0.5 -0.1 0.0 -0.3 -0.1 -0.2 -0.2 -0.2 0.1 0.1
2024 0.6 0.1 0.2 0.6 -0.2 0.2 0.2 0.0 0.2 0.2 0.1 0.0
2025 0.0 0.2 -0.1 0.4

Net, net, the trade tariff uncertainty is taking a toll on single-family home construction with starts down,
and new permits for future starts plummeting. There is a nationwide shortage of affordable housing,
but builders are pulling back in part because homebuyers may be stepping back with financing costs
and the pandemic surge in home prices being obstacles to making the purchase of a new home.
Political uncertainty in Washington is making homebuilders cautious and they are sensing that the
public sees this is not the best time to be in the market for a new home unless you're desperate. The
only thing going up are the permits for multifamily housing units which are surging even if the increase
is centered in the biggest
housing market in the
South that includes the United States Northeast ~ Midwest South West

fast-growing states of |000s Total 1 unit Multi Total 1 unit Total 1 unit Total 1 unit Total 1 unit

Texas and Florida. Stay |APr2025 1412 922 431 136 60 192 123 754 539 330 200
Mar2025 1481 972 451 119 69 209 129 834 570 319 204

Housing Permits Total, Single-Family, Multi-Family

tuned. You have to be
very confident t0 go OUt |nr 0024 1459 983 420 152 59 170 121 836 593 301 210
and purchase a new |o Chgs

home, and right now, |Apr/Mar 47 51 .. 143 -130 -81 -47 96 -54 34 -20
builders sense |Apr/Apr -32 -62 .. -105 17 129 17 -98 -91 96 -48
homebuyers will remain cautious until the talk of recession and inflation from the ongoing trade war
starts to die down. Trade tariff uncertainty is disrupting the housing market. Bet on it. The only certainty
is that this is not the time to build or buy a new home.
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Tariffs on my mind (Friday 10am ET)

Breaking economy news. Another consumer how-are-you-doing survey from the University of
Michigan which is twice a month versus the Conference Board consumer confidence survey the last
Tuesday of every month. The Michigan consumer survey fell to 50.8 in May where the low was 50.0

in June 2022 after Russia invaded Ukraine and the Fed started its rate hikes to curb inflation. It is

the level so
much as the
drop from 74.0 in
December that is
worrying,  and
reminiscent  of
the  pandemic
panic. The
concern is
inflation from the
tariffs.  Inflation
expectations are
off the charts.
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Net, net, consumers are finding it impossible to stop thinking about tariffs which they fear will make
goods more expensive, and leaving them less real income to spend on other budget items like
services. Retail sales slowed to nearly zero in April and now the new drop in sentiment for May argues
for little to no spending for a second month meaning the whole quarter’s economic growth could be in
jeopardy. Inflation expectations on the part of the public have soared to levels that economists could
have never imagined, and the actual price of goods sitting on store shelves have not even gone up
significantly yet. The consumer is plainly worried and reading between the lines it is not just price
increases that are worrying, it is the fact that many goods may be impossible to find as the reduction
in port activity means shortages could develop within months. Stay tuned. The outlook continues to
darken and one wonders how long this can continue before the economy actually slips over the edge
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