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rising, so we thought we would 1o
look at California this week. The =
nation’s most populous state has **°
led the country many times with
job losses that signaled recession.
The unemployment rate fell from ,
4.5% in March 2022 with the first o

Fed rate hike, down to the best of Aug
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and then started climbing with restrictive, higher interest rates; so far so good for economic theory
and monetary policy, the economy slows when rates go up. But no nationwide recession. The
California unemployment rate is back to recent highs of 5.5% in July 2025, after sticking at that level
Sept-Dec 2024 which should mean considerable economic distress. The Household Survey of
employment trends could increasingly prove to be unreliable; it is unclear why migrants for example
would pick up the phone to respond. The BLS data this year on native-born employment versus
foreign-born employment has become virtually unusable. Payroll employment is still okay despite the
258K of downward revisions and when the payroll jobs level starts declining dramatically, the broader
economy has turned down into recession. For California, the population count was revised upward
with the revisions late last year on “net-migration,” but the employment trend (1.7%) from the
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Powell signaling a September rate cut turned markets completely around this week. The S&P 500
rallied 1.5% to 6,466.91, just short of an all-time high, and 10-yr yields dropped 7 bps to 4.26%. There
will have to be a couple of years of gradual Fed rate cuts to get bonds to break the 4.0% barrier,
unless the labor markets weaken to the point of recession. Of course the tariff collections could knock
the Federal budget deficit and financing demand lower in the meantime, but tariffs are running only
$300 billion more than last year, and not enough yet to push the latest $1.832 trillion deficit for FY2024
lower. Not much to look forward to the last week in August: Powell at Jackson Hole said core PCE
would be 2.9% YOY in Friday, August 29’'s July personal income report (June was 2.8%) and July
real consumer expenditures should be somewhat stronger given retail sales. Stay tuned.

The Home Depot, Inc. (HD) up 6.1% YTD

The company released earnings for the August 3 quarter before the open on Tuesday, August 19,
and jumped as much as 5.0% to $414.36. Tuesday’s high more or less held on Friday’s Jackson Hole
rally. The company is keeping with its full year outlook. The CFO did say homeowners continue to
delay purchases as they have ever since the middle of 2023, where the Fed’s peak 5.5% rate was
made on July 26, 2023, and mortgage rates peaked at 7.79% in October 2023.
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Stay tuned. Powell is not done yet and still can surprise us. June 2025 median Fed forecasts
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Next up: July PCE inflation report Friday, August 29 at 830am ET
Monthly 2025 2025 2024 2024
% Changes Jul Jun May Apr Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun May
Core CPI inflation 0.3 0.2 0.1 0.2 0.1 0.2 04 0.2 0.3 0.3 0.3 0.3 0.2 0.1 0.1
Core PCE inflation  0.3e 0.3 0.2 0.2 0.1 0.5 0.3 0.2 0.1 0.3 0.3 0.2 0.2 0.2 0.1
Core PCE YOY 2.9e 2.8 2.8 2.6 2.7 2.9 2.7 2.9 2.8 2.8 2.7 2.7 2.7 2.6 2.7
Core CPI YOY 3.1 2.9 2.8 2.8 2.8 3.1 3.3 3.2 3.3 3.3 3.3 3.2 3.2 3.3 34
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OTHER ECONOMIC NEWS

Single-family starts up in Texas and Florida (Tuesday)

Breaking economy news. Housing starts rose 5.2% in July to 1.428 million at an annual rate, the most
since February. Single-family starts were revised up significantly in May (2.5%) and June (3.4%) so
the picture is less dark. Permits fell 2.8% in July to 1.35 million however, so the pipeline is not
encouraging. The data will reinforce the Administration’s claims that interest rates are too high.

Net, net, homebuilders |Housing Starts Total, Single-Family, Multi-Family
started more construction of

single-family homes in July, United States Northeast_ Midwest . South ' West
000s Total 1 unit Multi Total 1 unit Total 1 unit Total 1 unit Total 1 unit
although the good news |j,2025 1428 939 470 111 55 252 125 833 576 232 183

was strictly a regional story [Jun2025 1358 913 421 150 60 189 147 699 509 320 197
where housing starts in the
South soared, but fell

Jul 2024 1265 871 369 172 58 179 128 643 473 271 212

i % Chgs
everywhere else in the |juljun 52 28 .. -260 -83 333 -150 19.2 132 -275 -71
country. Mortgage rates [Jul/Jul 129 78 .. -355 -52 408 -2.3 295 21.8 -14.4 -13.7

jumped with the Fed'’s first rate hike in March 2022 when one-unit home starts were 1.175 million and
high borrowing costs continue to pressure the homebuilding industry with single-family starts 20.1%
lower at 939 thousand in July 2025. Treasury Secretary Bessent said he would start working on
making homes more affordable this fall, and we are sure homebuilders and buyers will be all ears.
Stay tuned. Housing is more unaffordable than ever and it will remain that way if the homebuilding
industry cannot find some relief. There is pent-up demand for affordable housing from consumers, but
everywhere builders look it is impossible to cut costs with import-tariffs just the latest headwind to
bringing home prices under control.
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Jobless claims worsen (Thursday)

Breaking economy news. The labor market is suddenly showing more signs of stress with 235
thousand more workers receiving pink slips in the middle of August which is an increase from 224
thousand claims in the August 9 week. It is a quiet time of year in the final weeks before schools start
up again, and the seasonal factor pushed up the level of first-time jobless claims in the August 16
week, while the actual count fell 4,470. The only states seeing not seasonally adjusted jumps in layoffs
were lowa (1,017) and Kentucky (2,951). But Fed officials still are right to be worried about the health
of the labor market as the number of Americans on the jobless rolls hit a new high this year. There is
no other conclusion to be made other than the economy is slowing where companies are not hiring,
SO0 jobless workers remain
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Existing home sales bounce (Thursday)

Breaking economy news. Existing home sales barely
budged from the lows of the year in July as the 2025
summer selling season looks to be a bust and overall 2

activity is showing a failure to thrive. Sales turnover fellto

the 4.0 million level after the Fed’s rate hikes started in Q1 2
2022 and have remained down there. The Washington
economic agenda has done nothing for the housing industry
or home ownership and the Administration knows it which is why they continue to chip away at the
Fed’s independence with calls to lower interest rates dramatically. Single-family home sales peaked
this year at $438,600 in June and fell 2.3% to $428,500 in July in line with seasonal trends as the

summer selling period
of high activity is
coming to an end.
There is little relief in
store for the housing
sector as long as a
majority of Fed officials
remain on their guards
for tariff-based inflation.
Interest rates are going
to be coming down over
the next year, but those
3% mortgages from
several years ago are
not going to come back.
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