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At 2.7% YoY, US economic growth is robust due to an ebullient consumer and an
exceptional fiscal deficit. We expect GDP to pickup to 3.1% and PCE to 3.5%.

Despite this, inflation is on a 2% glidepath by yearend 2025 and possibly lower, if certain
conditions are met.

There are notable pockets of weakness in the US, detailed here. Leading indicators,
especially those pertaining to the labor market, are flashing warning signs. The Fed will
need to contend with these dynamics.

Monetary policy is restrictive and is being dialed back. We expect -75 bps in Fed cuts in
2025 and -75 bps in 2026. We estimate neutral at ~3.0%.

The Fed’s inflation fighting mandate has morphed into an employment stabilizing mandate.
The deteriorating labor market requires interest rate cuts. A soft landing is possible
because 1) the Fed has plenty of rate cutting firepower and 2) the new administration’s tax
cutting and regulatory slashing aims are expected to be growth accretive for the US.

The slowing labor market, rising delinquencies, looming maturity walls (~$2T by yearend
2026) and unrealized losses in the banking system are top domestic risks. Widening
geopolitical conflict and the foreign sector (China, Europe) are top macro risks.







Real Personal Consumption Expenditures
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Vacation Anyone?

Vacation Intended within 6 Months:
to a Foreign Country

25 ¢ 1 25

20 | 1 20
" =S
= S
915 115 3
5 1 P
O] >
X 10 | 110 &
5 >
ES »

5 l 15

0 1 1 1 1 1 1 1 1 1 1 1 0

70 75 80 85 90 95 00 05 10 15 20 25

Sources: Conference Board, NBER, Haver, SMBC Nikko ”
4 9 SMBC



Animal Spirits Unleashed

- Households' Expecting their Financial Situation to be Either
"Much Better" or "Somewhat Better" in 12m
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Propelled by Low Debt
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Shelter Costs Follow Home Prices

- Case Shiller National Home Prices (16m lead) CPI: Shelter (rs)
25 -8
20
- 6

15 -

10 | o, 4 <
> e =<
> ol o

5 \
o L -2

-5 F

-0
-10
_15 1 1 1 1 1 1 1 1 1 1 1 1 1 _2

00 02 04 06 08 10 12 14 16 18 20 22 24 26

Sources: BLS, S&P, Haver, SMBC Nikko '
8 ¢ SMBC



Rental Reprieve Coming

——New Tenant Rent Index (4Q lead) CPI: Owners' Equivalent Rent of Residence (rs)
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Lower Input Costs

——North American Fertilizer Prices (Is, 6m lead)

200
160 F n
120

80 |

%YoY

40 /\/\/‘\
W

/\\ 4

-

Food CPI (rs)

04 06 08 10

12

14

16

18

20

22

24

10

AOA %

10

Sources: BLS, Green Markets, Haver, SMBC Nikko



Farmland Prices Continue to Disinflate

——Farmland Prices (Is, 9m lead) CPI Food (rs)
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Chinais Exporting Deflation

——US Goods Import Prices from China CPI Goods Prices
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An Energy Dominant US
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——Domestic Crude Production

Booming Production, Declining Demand

Energy Demand (rs)
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Real Oil is Really Cheap

—WTI
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Uh Oh! Generational Curve Inversion Over

10, 2 Yr. UST Yield Curve
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The Consumer is Strained

Transition into Delinquency
(30 Days +) by Loan Type
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Housing — Any Takers? Anyone At All?
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Debt is No Longer Being Inflated Away

Real Fed Funds
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CRE Woes Concentrated in Office Sector
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Banks in Trouble?

m Held-to-Maturity Securities ® Available-for-Sale Securities
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Leading Indicators Flashing Red

—|_El ex S&P 500 ——LEI (rs)
160 1 120
\\
\
150 + '\ -16%!
\\ 1 110
140 +
<
« 130 ¢ 1 100 B
=]
) o
2 e
120 r 1 90
110 +
1 80
100 r
90 1 1 1 1 1 1 1 1 1 1 1 1 70

00 02 04 06 08 10 12 14 16 18 20 22 24

Sources: Conference Board, Haver, SMBC Nikko ”
22 9 SMBC



23



Ultra Low Unemployment Drifting Higher

Unemployment Rate
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Private Sector Labor Demand is Stagnant

—— Private Sector Labor Demand
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Small Business Blues

—=NFIB: Small Business Hiring Plans Unemployment Rate (inverted, rs)
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Are Jobs Plentiful or Hard to Get?

——Labor Market Differential Unemployment Rate (rs)
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The 13 Month Policy Lag

——Fed Effective Rate (13m lead) Civilians Unemployed: Job Losers (rs, %YoY)
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Breadth of Job Growth is Collapsing

Private NFP Diffusion Index
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Household and Business Psychology are Surging

Small Business Optimism Index
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US Budget Deficit vs. Labor Market 1960 - 2024*
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Large Corporate Borrowers Unperturbed

——Corporate Net Interest Payments Fed Funds Rate (rs)
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American Manufacturing Renaissance

Value of Construction Put in Place for Manufacturing Structures
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Al Inspired Productivity Boom?

Productivity
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