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THAT'S THE GREAT THING
ABOUT ECONOMICS

IT'S VERY VAGUE AND NO-ONE REALLY
KNOWS WHAT ITS ALLABOUT
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State GDP Compared to Nations
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Macroeconomic Outlook

| 2023 [ 0 20p4
---- --I-

3. Back to sub-29% growth through ‘25

v | 2o | o | 2oz | v 2o Loz

Real GDP -1.0 -0.7 -2.8
Unemployment rate (%) 3.5 3.6 3.8 4.0 4.5 7‘ 4.5 4.4 4.3 3.7 8.1 5.4 3.6 3.8 4.3 4.5
PCE Inflation (%Y/Y) 4.6 3.6 3.1 3.1 3.1 [ ~2.5 2.1 2.0 1.5 1.1 4.0 5.6 3.1 2.2 2.0
Core PCE Inflation (%Y/Y) 4.7 4.3 3.8 3.5 31 [| 25 2.1 2.0 1.7 1.3 3.5 4.8 3.5 2.2 2.0
Fed Funds Rate 4.9 5.1 5.3 5.6 56 [ | 5.2 a7~ 4.0 1.6 0.1 0.1 44 | 55 4.0 3.1
Canada Real GDP - - - - - | - - ~__ | 18 -5.2 4.5 34 [/ 13 1.5 -
Unemployment rate (%) - - - - - / - - - \5\8 9.5 7.4 5.3 5.7 6.0 -
Mexico Real GDP - - - - -/ - - - 1.8 8.2 5.0 27 /| 16 2.1 -
Unemployment rate (%) - - - - / - - - 3.6 h\ 4.1 3.3 / 34 3.3 -
1. Greatest recession risk 2. Some estimates suggest that this could still To hit 2% inflation target, estimates

is being pushed further
out, but it appears
greatest between Q4
and Q2 of 2024.

Source: Conference Board; Federal Reserve

easily get pushed out, depending on how
quickly the unemployment rate rises (which will
have a disinflation effect and reduce inflation

risk).

suggest the Fed will have to hit a peak
Effective Funds Rate of 5.1% to 5.5%

and unemployment will likely still

approach 4.5%.
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A Brief Excursion into Economic Theory

- What is the real neutral rate of the ILIKE MANUFACTURING

Fed Funds rate? 1.0% or perhaps
2.5%

 Why is inflation so much worse
than recession?

 Economics as philosophy — what
separates the conservative from
liberal

- Economics as warning rather
than predictor
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Industrial Production

ASIS - Industrial Production: Manufacturing (IPMAN)
Forecast as of October 2023
108
106
104
102 =
// N
100 k
98
96
ASIS
92
NG o o o D D P & o o
RGN G N N AN G A N N
& ) o ” o b 2 o o\
= Actual ——Forecast

&

i

%)
R

|3

v
Y

3

108

106

104

102

100

98

96

94

92

110

105

100

95

90

85

80

Industrial Production: Manufacturing (IPMAN)
Forecast as of October 2023

110

105

100

Al i

vy .‘A\r
95
9
85

IS - T B ST P AN T SRS TN ST T . T ST - N R R S S
F & & F & F \,’\‘\/\%Q\,Q'\‘\Q’\«Q%Q’Ln@é\,

o
%\N) 9 o o ol

80
B

o OO O R S O SO
» '¥\ q\'\’\ 0)\\'\ D)\\’\ o,\’\’\ q\'\'\ oJ\N\ D)\\\ q\\\

NN
R
o,\:\ o)

v h
& Role AT

= Actual = Forecast

2023



Automotive

ASIS - Industrial Production: Motor Vehicles and Parts (IPG3361T3S)
Forecast as of October 2023
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BLUF: Current Q4 GDP Trending at About 2.1%

Q3 was boosted by inventory building
activity (which we don’t get in Q4).

Q4 is typically a bit slower, but only
because of lower inventory building
activity.

Pillars of growth in the current
economic state:

— Consumer spending

— Nonresidential construction

— Government spending

— Inventory building

Evolution of Atlanta Fed GDPNow real GDP estimate for 2023: Q4
Quarterly percent change (SAAR)
3
Atlanta Fed
GDPMNow estimate
2
1 . - .- -
Blue Chip consensus
D R
Range of top 10
and bottom 10
average forecasts
-1
27-5ep  1-Oct 5-Oct 9-0ct  13-0ct 17-0ct 21-0ct 25-0ct 29-0ct  2-Nov  6-Nov
Date of forecast
Sources: Blue Chip Economic Indicatars and Blue Chip Financial Forecasts
Note: The top (bottom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip survey,
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1. Quick Fed Update
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1. The War Could Affect the Fed’s View of the Inflation World.

One-month PCE inflation, annual rate

Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sept-23
PCE 3.7 1.3 20 25 45 4.4
PCE ex F&E 3.7 35 2.1 26 1.4 36
Trimmed mean 4.0 3.2 25 25 2.8 4.0
Six-month PCE inflation, annual rate
Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sept-23
PCE 35 3.3 3.2 25 26 3.1
PCE ex F&E 45 45 4.0 3.4 29 2.8
Trimmed mean 4.4 4.3 4.0 34 3.2
12-month PCE inflation
Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sept-23
PCE 4.4 40 32 3.4 3.4 3.4
PCE ex F&E 48 47 4.3 43 38 3.7
Trimmed mean 49 4.7 43 42 39

One of the impacts of
conflict is: inflation. For
now, US inflation is trending
in the right direction.

* 3.80% Sep
* 3.90% Aug
e 4.20% July
* 4.34% June
* 4.71% May
* 4.91% Apr
* 4.88% Mar
* 4.67% Feb
* 4.63%Jan
* 4.68% Dec
* 4.70% Nov
* 4.75% Oct
e 4.73% Sep
e 4.75% Aug

Fed’s Target Rate is 2%.
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1. CPI: Where is the Inflation on a Granular Level?

Measures still above the Fed’s target

CPI select categories (y/y % change)

. Motor vehicle maintenance & repair 9.6%
rate as a percentage of total CPI: Rt e rimengreeiifonse s
e Shelter 34.8% Owners' equivalent rent 6.8%
Hospital services 5.6%
 Food away 4.8% Food away from home 5.4%
Alcoholic beverages
° o
Apparel 2.6% il
« Electricity 2.6% Apparel
i Electricity
® HOSpltal 1 -9% New vehicles
« Vehicle Maint 1.1% Fruits and vegetables
) ) Meats, poultry, fish, & eggs
. o Dairy & related products
cono .0/0 ry P
Gasoline (all types)
¢ TOtaI Of CPI 48-6°A> Used cars and trucks
Airline fare -13.2%
Natural gas (piped) -15.8%
Fueloll  -21.4%
-30% -20% -10% 0% 10% 20%
Source: Charles Schwab, Bureau of Labor Statistics, as of 10/31/2023.
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1. The Famous Fed Dot Plot...

 Why are we not confident in
the outlook?

1. 2024 range!
4.3% - 6.2%

2. 2025 range!
2.6% - 5.4%
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A year ago,
supply chain
and labor
shortages
70% of project
start delays.
Today: 70%
due to lack of
project
funding.

Bank Credit - All Commercial Banks
(Y/Y Percent Change)

1. Concern: Slowing of Lending (Overtightening?)
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2. Inflation-Adjusted Retail Spending Continued to Remain Stable and
Near Historical Highs Through September

1.
2.

Inflation-adjusted retail sales continued to outpace the 30-year trend through September.
Inflation-adjusted sales were essentially flat Y/Y

Inflation-Adjusted Retail Sales
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Rates Increasing on Credit Card Loans

Delinquency

2. Risk

Delinquency Rates All Loans vs. Credit Card Loans
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2. Risks: Consumer Debt Perspectives Changing

The Share of Newly Delinquent Credit Card Users Rose in the
Third Quarter and Exceeds the Pre-Pandemic Average

Share of credit card borrowers who are newly delinguent (in percent)
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— New York Fed

Flatten
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Consumer Spend

2. Risk

NY Fed Household Spending Expectations
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3. Corporate Investment Remains Steady

e Small business surveys show investment has started to decline, but still not showing in this view of the national data yet

US Corporate Capital Expenditures
(New Orders for Capital Goods)
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3. Nonresidential Construction Spending Still Very Strong.

« Spending remains stable and many
sectors still setting records (or near
record) spending levels.

* As mentioned prior, the question
remains whether spending can survive
higher interest rates through 2024.

« CHIPS Act, Inflation Reduction Act, and
Infrastructure Bill will all see
accelerated spending in 2024.

Data Source: US Census Bureau

18

Percent change
Sep 2023 from -
Type of Construction Sep Aug Jul Jun May Sep Aug Sep

2023 | 2023 2023" 2023 2023 2022 2023 2022
Total Construction 1,996,525| 1,988,312| 1,969,005| 1,956,226| 1,946,733| 1,836,930 0.4 8.7
Residential 882,325 877,171 865,747 870,655 864,027 900,993 0.6 -2.1
New single family 402,319 397,249 390,679 379,422 371,929 427,625 1.3 -5.9
New multifamily 135,650] 135,847| 134484 133,850/ 130,516] 110,911 -0.1 22.3
Nonresidential 1,114,201| 1,111,141| 1,103,258| 1,085,571| 1,082,705 935,937 0.3 19.0
Manufacturing 198,926| 199,765| 197,225| 192,970| 200,258| 122,877 -0.4 61.9
Conservation and Dev 11,678 11,533 10,900 11,585 11,559 9,155 1.3 27.6
Sewage and waste disposal 42 127 42,295 41,523 41,591 39,486 33,367 -0.4 26.3
Educational 118,221 116,109 114,881 112,990 112,404 99,494 1.8 18.8
Public safety 13,156 13,212 13,340 13,415 13,080 11,364 -0.4 15.8
Power 123,236 122,080 120,906 117,274 118,003 106,593 0.9 15.6
Health care 62,296 62,568 62,282 61,848 61,852 54,079 -0.4 15.2
Amusement and recreation 33,592 33,171 33,179 32,978 31,994 29,221 1.3 15.0
Lodging 24,266 24,430 24,132 23,520 23,145 21,177 -0.7 14.6
Water supply 27,780 27,870 27,545 27,506 26,204 24,878 -0.3 11.7
Highway and street 132,132 132,228| 131,712| 130,025| 129,654| 119,677 -0.1 10.4
Office 99 937 99,742 99,215 98,346 96,838 91,727 0.2 9.0
Commercial 134,118 133,129 134,614 129,768 127,761 124,415 0.7 7.8
Transportation 64,331 64,562 63,502 64,014 62,987 60,297 -0.4 6.7
Religious 3,155 3,233 3,329 3,216 2,998 2,993 2.4 5.4
Communication 25,252 25,213 24,974 24,527 24,483 24,624 0.2 2.6

2023



3. Perspective: Dollars of Spending Remain at Historic Highs - Even in

a “Slower” Sector on a Percent Change Basis

Construction Spending - Commercial
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Spending remains at
all-time highs...even
when adjusted for
inflation and even as
inflation cools in
some areas.

Even if the percent
change is flattening.

Still more than $134B
in annual spending.
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Once Again, Construction Job Shortages are Growing

Job openings have
surged again to

431,000.

Construction Job Openings
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3. Deloitte Survey: Where Are Investments Taking Place?

750 CFOs controlling investments in CRE.

— Kansas City region will follow similar trends, but may
see industrial and logistics/warehousing higher on the
list

Only touches on explaining spending intentions.

— Hotel Lodging 12t on this list, but actual spending
shows it 4" fastest growing construction spending
segment

Kastle: only 50.3% return to office rate at this
time. Office demand will be situation by
situation, no large national trends pushing
demand.

2023

2024 ASSET CLASSES

Digital economy

| Single-family rentals/build-to-rent

Senior care

Logistics and warehousing
Life sciences/biotech
Industrial

Office suburban
Self-storage
Multifamily

Office downtown
Neighborhood retail
Hotel/lodging

Malis

Student housing
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Headwind BLUF: Global Manufacturing
Highlights

21 countries had manufacturing sectors in contraction in Oct

Europe still in recession.

Asia is reeling from lack of demand in NA and Europe

India is booming — because of shifting sourcing patterns

Canada and the US in contraction, Mexico just barely hanging
on.

This could make some raw materials more plentiful, and help
clear backlogs

But from a global economy perspective, its not great news.

22

Manufacturing

Country Current Month

Global PMI
Eurozone PMI

us

Canada
Mexico

Germany

UK

France
Italy

Brazil

Spain
Russia
Metherlands
Ireland
Greece

Poland

Switzerland

Sources: SEP Glo

Month

Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct
Oct

bal, Caixin, JP Morgan, libun Bank, Nevi, BME, CIPS

Latest Prior
Maonth
PMI PMI

48.8 49.2
43.1 43.4
50.0 49.8
49.5 50.6
48.6 47.5
52.1 49.8
48.7 48.5
49.8 49.9
44 8 44.3
8 a2
555 '57.5
449 46.8
476 46.4
48.6 49.0
45.1 47.7
53.8 54.5
43.8 43.6
48.2 49.6
50.8 50.3
44.5 43.9
49.6 49.6
49.6 49.7
524 50.6

48.7

44.9

49.6
53.7 54.2

Services

Prior

Change Month PMI

0.4
0.3
0.2
a3
1.1
2.3
0.2
1.2
-0.1
0.5
1.4
2.0
-1.9
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-0.4
-2.6
0.7
0.2
1.4
0.5
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0.0
-0.1
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0.5
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Oct
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51.6 53.8
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51.0 48,7
51.1 50.5
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Biggest Risk: Oil. Cushing Approaching Minimum Operational Levels?

WTI Prices vs. Cushing, OK Inventories
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EIlA forecast is balanced between supply/demand. This does not
include replacing the SPR

) ) World liguid fuels production and consumption balance
- Now an implied net draw through 2023/2024 siliion bamels por diy 2

- 105
according to EIA o prodution forecas

100
« Consumption is still 20M Bpd currently with

US production at 12.5M Bpd; 7M Bpd gap o

world consumption

must still be imported a0
: - : 85
« The US will start rebuilding the SPR in
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« Concerns that global excess capacity is

still just 1.2% higher currently, when China
and Europe are largely consuming less.

implied s1ock build

3 implied stock draw
Pata source: U.S. Energy Information Administration, Short-Term Energy Outlook, November 2023
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Crude forecast: Diesel forecast: Gasoline forecast:
e 2021 $68.21 2021 $3.29 2021 $3.02
e 2022 $94.91 2022 $5.02 2022 $3.97

* 2023 $77.79 2023 $4.17 2023 $3.56
* 2024 $81.48 2024 $3.94 2024 $3.45

24 2023

Source: EIA; Baker Hughes; Conoco-Philips



EIA forecasting gasoline and petroleum inventories to remain at
midpoint in Syear average; distillates at the bottom of the average.

L.5. commercial crude oil inventories
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Mexican Growth at China’s Expense

Chart 4: US importing more from Mexico than China for first time since
2003

China and Mexico as % of US imports (12-month moving average)
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Sowrce: BofA Global Investment Strategy, Bloomberg
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Mexico Makes History — Xochitl Galvez or Claudia
Scheinbaum
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BLUF: Is This a Game-Changer? Ching Tien Missile...

Domestically built
(no reliance on US
appropriating funds
or transferring

/‘ \\\

/ % Beijing

1/} Knightsbridge

RESEARCH

munitions). Approximate 2,000km range of Taiwan's
Does it change new Ching Tien missile
US/China relations? /

Does it ensure MAD

doctrine?

Could it open up the
region to trade and
sharing resources
once again?

Or does it expedite
the South China
Sea conflict
potential?
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For More Enlightenment
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as long-winded in print as in public!
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