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Record Rise in Fed Funds
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Declining Rate Cut Hopes

Number of 25 Basis Point Cuts by Yearend 2024
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Pinched Consumers

Non-mortgage Personal Interest Payments

% of Disposable Personal Income
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Soaring Borrowing Costs

Effective Household Borrowing Rate
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Feeling the Impact

——|nterest Rate Paid by Small Businesses Fed Funds Rate (rs)
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Still Negative
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Near a Multi-decade Low

Housing Affordability Index
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Sitting on the Sidelines
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A Frozen Market

Pending Home Sales
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Is This Time Different?

——Building Permits (12m lead)
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Labor Market Normalizing

Dec 21 The Normalizing Beveridge Curve
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Longer from Start to Finish

Average Length of Time from Start to Completion: 1-Unit Buildings
9.0 ¢

8.0 +

7.5

Months

6.5 +
6.0

5.0 |

45 1 1 1 1 1 1 1 1 1 1
70 75 80 85 90 95 00 05 10 15 20

Source: Census, Haver, SMBC Nikko :
13 o SMBC




Depleted Savings

Checkable and Savings Deposits
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Plunging Response Rates
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Jobs Growing Less than Taxes

—— Quarterly Census of Employment and Wages Nonfarm Payrolls
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Household Survey Weaker

= Private Household Employment = Private Establishment Employment
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Jobs Declining

Employment of Private Industry Wage & Salary Workers
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Small Business Blues
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Dimming Job Prospects
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Gap Closing Due to Profits
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Limited Upside
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Government-related Strength

Government/Healthcare Share of NFP
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Inflection Point?

Unemployment Rate
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Leading Indicators Still Slowing

—— Factory Workweek
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Labor Demand on the Wane

- Private NFP ——Temporary Help Services (rs)
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A Return to Trend?
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Standards Remain Recessionary

FRB Sr Officers Survey: Banks Willingness to Lend to Consumers
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Bucking Headline Retail Sales
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Credit Conditions Easing
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Low Rates Locked in During Pandemic

- Corporate Net Interest Payments Fed Funds Rate (rs)
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Not Yet Restrictive

——Fed Funds Rate Nominal GDP (YoY)
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CBO Long-Term Forecasts

Percentage of GDP
Average, Actual,

1994-2023 2023 2024 2034 2044 2054
Revenues 17.2 16.5 17.5 17.9 18.4 188
Individual income taxes 8.0 B1 8.8 2.5 99 10.3
Payroll taxes 6.1 60 5.9 5.9 2.9 2.8
Corporate income faxes 1.7 16 20 13 14 14
Other 14 0.8 0.8 1.2 1.2 1.3
Qutlays 21.0 22.T 231 24.1 5.7 21.3
Mandatory 121 135 139 15.1 16.8 16.2
Social Security 45 50 LT 5.9 5.8 2.9
Major health care programs 4.3 5.8 5.6 B.7 1.8 8.3
Medicare 2.6 3.1 2 4.2 2.1 5.4

Medicaid, CHIF, and premium tax credits and
related spending 1.7 2.7 24 25 2.7 28
Other mandatory 33 3.1 K 2.5 23 20
Discretionary 7.0 64 6.2 5.1 449 419
Net interest 18 24 31 39 5.0 6.3
Total deficit (-) -3.8 6.2 5.6 6.1 -7.3 -8.5
Primary deficit -} -2.0 -3.8 2.5 -2.2 -2.4 -2.2
Debt held by the public at the end of each pericd 58 a7 ) 116 139 166

Source: CBO, SMBC Nikko
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Excessive Spending

Federal Outlays as a Share of GDP
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Frontend Financing

Marketable Treasury Issuance
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Another Upward Surprise
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Moving in the Wrong Direction

Core PCE Inflation
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Excess Supply

- Unfurnished Apartments
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Inflation to Deflation?

——New Tenant Rent Index (4Q lead) ——CPI: Owners' Equivalent Rent of Residence
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Survey Says...Lower Rents

Households’ One Year Ahead Rent Expectations
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Wrong Way!

- CPI| Supercore Employment Cost Index
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Factory Sector Slack

Manufacturing Capacity Utilization
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On the Rebound

CRB Spot Commodity Price Index
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Sticky Prices

——PPI: Final Demand Finished Less Foods and Energy Core CPI
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Powell’s Favorite Measure

- Core PCE Services ex Housing Core CPI Services Ex Housing
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Rolling Over

——PPI: Final Demand Finished Services ———PCE Supercore
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Bottlenecks and Supply Constraints

- Acyclical Core PCE Inflation
——Cyclical Core PCE Inflation
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Importing Deflation

- S Goods Import Prices from China CPI Core Goods Prices
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1970s Style Pass-Thru

Correlation between CPI energy and CPI non-energy
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Dissipating Wage Pressure
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Record Long Curve Inversion

e 25/10s Treasury Curve
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Massive Commercial Bank Balance Sheet Losses

® Held-to-Maturity Securities ® Available-for-Sale Securities
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What Is The Proper Inflation Analog?

Consumer Price Index
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Curve Normalization

Periods of Fed Easing —Yield Curve
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US Treasury Actives Curve Forward Curve Matrix

US Treasury Actives Curve Curve List %
Two Curve Spreads

Spot
Forwards

Tenors Coupon 1Yr 2Yr 3Yr 4Yr SYr 10Yr
5.3903 4.6687 44107 43381 43621 45339 5.0956
5.4049
5.4059 46871 44271 43540 43780 45513 5.1175
5.4012
5.3737 47671 45012 44264 44264 4.6282 5.2077
5.1792 4.7390 44879 44264 44242 4.6155 5.1934
4,9872 46162 44579 44256 45177 4.6139  5.2004
48219 45557 44475 44863 45477 45959  5.1981
4.6739 45418 4.5095 4.5232 45492 45969 5.1964
4.6603 45529 45202 45425 4.6425 47494 5.19/5
4.6316 46131 4.6444 47079 47821 48604 5.1847
4.8505 4.8011  4.7887 48076 4.8203 4.8175
47266 47152 4.7034, 4.6907 4.6804 4.6854 4.6945 4.7042  4.6995

Source: Bloomberg, SMBC Nikko
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Yearend Rate Projections

—— 10y Treasury Predicted Residual
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R-star and Trend GDP

———Natural Rate of Interest ——Trend Growth Rate
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Where is Neutral?

Natural Rate of Interest

== Richmond Fed: Lubik-Matthes
New York Fed: Holston-Laubach-Williams
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Whither Term Premium?

——=NY Fed

Term Premium Estimate

——SF Fed (RHS)
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Rising Inflation Expectations

10y Inflation Breakeven Rate
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Restrictive Fed Funds, Easy Financial Conditions

- Real Fed Funds ——Fed Financial Conditions Index (rs)
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Gold Up, Real Yields Up — What Gives?

——10y Real Yields
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Stock Gains Outstripping Liquidity

——— S&P 500 Index (Is) Fed Liquidity (rs) - Fed Liquidity + Discount Window (rs)
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Big Gains in Household Net Worth

—S&P 500 Household Net Worth (rs)
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Fellow Travelers

Real GDP (rs)
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Moving One for One

Rolling 8Q Correlation between S&P 500 and GDP
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Similar to Last Business Cycle

- Real Fed Funds Rate S&P 500 (rs)
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Deeply Negative

Equity Risk Premium

%
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Elevated Profit Margins

Domestic Corporate Profits
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Near Record Exposure
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