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Incoming Data Releases: Staying Focused

We expect data coming in next week to be very noisy. Early in the week we have building permits, FHFA
home price index and the S&P Case Shiller home price index, consumer confidence, durable goods orders,
wholesale inventories, pending home sales, new home sales, and then the FOMC meeting, during which the
Federal Reserve (Fed) will decide on what to do with interest rates. We believe that the Fed is going to
increase the federal funds rate by 75 bps.

But the number that is going to make the most noise is going to be the released on Thursday, July 28. This
will be the release of the Q2 GDP growth numbers (first estimate), which many analysts estimate is going to
be negative once again. We have GDP in the second quarter at 0.7% annualized but agree that the risk is on
the downside.

However, even if the second quarter result comes in negative, the probability that the NBER would call for a
recession in the US is very low. The reason for this is that the negative number in Q1 was more of a fluke
than a representation of the real state of the US economy during the first quarter. Imports of goods and
services were so strong during the first quarter that the growth in imports, which enters GDP with a
negative sign, overwhelmed all the other sectors of the economy that had posted growth.

One of the reasons why economic growth in the second quarter is going to be very low, or even negative, is
because consumer demand has slowed down considerably compared to the first quarter of the year. And
this is good news for the Fed as weaker consumer demand is going to help the Fed start to make progress
on the inflation front.

So even if the news on Q2 comes in weaker than what we expect, remember that this number, while
important, must be taken with caution and in the new context of an economy that is still on a path to
economic normality after the effects that the pandemic has imposed over the US and global economy.

Inflation Vs. Economic Growth in the Euro Zone: There Can Only Be One

On Thursday, July 21, the European Central Bank (ECB) increased rates for the first time in 11 years and
ended an eight-year-long period of negative interest rates. Despite raising rates by more than expected
(50bps vs. 25bps), the central bank suggested that more hikes are expected as soon as the September
meeting. With inflation in June reported at 8.6%, up from 8.1% in May, the ECB is afraid that, similarly to
the United States, the long-term inflation expectations will become unanchored and well above its 2%
target. While a 50bps hike after over a decade seems a lot, the ECB rate is now 0.00-0.50%, which is still
much lower than the US, where the equivalent rate is likely to be 2.25-2.50% by the end of July.
Unfortunately, higher interest rates in Europe might not be enough to bring inflation down as the euro zone
faces a multitude of headwinds in addition to high inflation.

While the tighter monetary policy will hopefully help reduce inflation, higher borrowing rates will likely
have negative repercussions on all European economies. This is particularly true for ‘riskier’ countries, such
as Italy, Greece, and Spain, to name a few, as investors will require an even higher premium to hold their
debt. Another headwind for the euro zone continues to be high gasoline and natural gas prices, which are
unlikely to decline unless the war between Russia and Ukraine is resolved. Additionally, the recent
geopolitical turmoil in Italy, Europe’s third-largest economy, is likely to be a drag on the growth of the
broader region.
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All and all, higher borrowing costs, record-high energy prices, and a weaker euro, which raises the cost of
imports, are all factors that ultimately impact consumers’ ability to spend. Therefore, while inflation
remains the biggest threat to all economies, the already not-so-bright outlook for the euro zone just got
more concerning, as economic growth is likely to slow even further.

Could Somebody Let the US Dollar Know of Its Impending Demise?

I have heard the story of the demise of the US dollar since I have been an economist, or for more than 30
years. However, I also heard of such a story even before life took me through this professional path. So all-
in-all, I have been hearing of the dollar demise for more than, let’s say, about 45 years. Yes, I also heard
about the dollar demise when I was a kid!! But at that time, I did not know what they were talking about.
Today, I am a bit more knowledgeable but a lot more confused of what those stories are talking about, or
as a good friend of mine would say, “I am still confused, but at a higher level!”

For those who keep on trying to sell that story, it has been one of failure, after failure, after failure; and
sometimes I wonder if failure stories are more saleable that success stories. And the answer is, normally,
yes.

The story of the US dollar is one of success. But not because the US government says so. The US
government dictates that the “US dollar is the official tender” for all transactions, public and private in the
US. But nobody imposes the US dollar on anybody else in the world, as Putin’s Russia has been trying to do
lately, no matter what you otherwise hear. Some may argue that Bretton Woods, after the second world
war, imposed the US dollar on the rest of the world. However, that agreement broke down in the 1970s
and the US dollar became a fiat currency as is the case for almost all the currencies of the world. And the
US dollar has continued to remain the ‘only’ game in town.
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Again, the US dollar is the currency imposed on US citizens transacting within the borders of the US, but it
is the currency of choice for everybody else in the world who is serious and intends protect their hard-
earned incomes. There is nothing compared to the US dollar, and that has notable benefits, for those who
hoard US dollars around the world as well as for the US economy. The US seems to be saying: “we will
protect the value of the US dollar, and the rest of the world is saying, we will keep the dollar as our
currency of choice.”

I remember that back in the mid-1990s the US Treasury did an ad campaign in Argentina on the redesign of
the $100 dollar bill. The campaign ads said something like this: “We are changing the look of the US $100
dollar bill, but Argentines should not be worried about this, as their current bills will remain legal tender.”
The question at the time was: why would the US Treasury spend money for an ad campaign in Argentina?
The answer is that Argentinians were holding a lot of US dollar notes (i.e., typically $100 US dollar bills)
under the mattress and/or in safe deposit boxes at Argentina’s banks. In fact, very large financial
transactions in that country, like the buying and selling of a home, are conducted in US dollars rather than
using the Argentine peso and a large majority of real estate ads for selling a home are posted in US dollars
rather than in Argentina’s pesos.

That is, Argentinians have more trust in the US Treasury and the US Federal Reserve than in their own
country’s institutions and thus, Argentinians prefer to hold US dollars rather than the country’s currency,
especially for large transactions. (By the way, Russians are also large hoarders of US dollars.)

Argentines are not alone in feeling this way. Most US dollar notes are held outside of the US and the fact
that everybody in the rest of the world is willing to keep US dollars under their mattress and/or in safe
places, like safe deposit boxes, means that the US gets a ‘free’ pass when it is time to finance its excesses.
The holdings of US dollars by foreigners outside of the US is an interest free loan. That is, the more US
dollar notes foreigners hold outside of US borders the cheaper it is for Americans to finance the current
account deficit as foreign savings continue to pour in from outside.
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The question that US dollar fear mongers should ask themselves and all of those that follow them is: would
your followers be willing to put their money where their mouth is? That is, would any of those predicting
the US dollar demise be willing to hold Chinese yuan, or Russian rubbles, or Argentine pesos (I know, I am
exaggerating here!!) under their mattresses for 20 years in the hope that those currencies are worth more
in the future than what they are worth today, or even that they are worth the same as they are worth
today? I don’t think so!

So yes, the US benefits a lot from the fact that its currency is the best bet in the global economy, but
holders of US dollars around the world also benefit from the fact that the US dollar is the best bet in town.

The recent appreciation of the US dollar should not surprise anybody. The Fed’s late start out of the gate
to contain rising prices has reinforced the importance of keeping inflation under control and has
catapulted the US dollar again into a race to the top. The stronger the Fed’s message and actions regarding
its commitment to bringing down inflation, the stronger the US dollar will remain against other currencies
around the world.
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Summary of the week:

Housing Starts and Building Permits: The report for housing starts and building permits for June was not
as bad as expected with the multi-family side of the construction market expanding at a healthy clip while
the single-family market continues to contract. Single-family permits declined 8.0% versus May of this year
and 11.4% versus June of last year while permits for buildings of five or more units increased 13.1% versus
May and 27.8% versus a year earlier. Building permits were a bit higher than consensus expectations, 1.685
million compared to 1.680 million, while housing starts were below consensus expectations at 1.559 million
compared to expectations of 1.593 million. Overall, the building permits and housing starts report for June
was better than expected or not as negative. Clearly, the single-family sector has been slowing down
considerably while the multi-family sector has continued to increase at a fast pace.

Existing Home Sales: Existing home sales continued to weaken in June, but the median home price of
existing home sales is still growing at a strong clip with the median price of $416,000 shattering the record
established last month. Although home prices have continued to increase, the year-over-year growth rate
in prices has continued to decline, up 13.4% in June compared to a 15.0% rate in May of this year. Although
existing home sales continued to decline in June, the median home price for existing home sales continued
to increase to a new record of $416,000. Sales for homes of less than $100,000 (3% of the market) in price
have declined 26.5% compared to a year earlier while sales of homes from $100,000 to $250,000 (19% of
the market) have declined by 31.1% compared to a year earlier and sales of homes priced $250,000 to
$500,000 (43% of the market) have declined 10.8%, also compared to a year earlier. Meanwhile, sales of
homes in the $500,000 to $750,000 (20% of the market) price range increased 5.2% versus a year earlier
while homes in the $750,000 to $ 1 million price range (7% of the market) increased 6.3% while homes
priced at $1 million and above (8% of the market), increased 2.0%.

Leading Economic Index: The Leading Economic Index (LEI) declined further, by 0.8% in June, after
declining 0.6% in May. This was the fourth consecutive decline this year. The Conference Board now
believes there is going to be a recession at the end of this year or at the beginning of 2023. The LEI
decreased 0.8% in June, compared to expectations of a 0.5% decline. This decline followed a 0.6% decline
for the index during May, according to The Conference Board. The June decline was the fourth consecutive
decline during this year. The LEI was down 1.8% in the first half of 2022, which compared negatively with
the 3.3% increase recorded during the second half of 2021. Most of the components of the index had
negative contributions in June. The Conference Board said that high inflation and tightening monetary
policy will continue to put downward pressure or cool down the US economy during the rest of 2022. They
also said that a recession in the US close to the end of this year or early next year is now more likely. They
have lowered year-end economic growth forecast for the US economy from 2.3% to 1.7%, while 2023
growth went from 1.8% to only 0.5%.

Initial Jobless Claims: Initial jobless claims continued to trend upward during the week ending July 16.
However, the increase is still not showing a generalized weakness in the US labor market. Total claims
increased by 7,000 during the week ending July 16, to 251,000 from a previous, unrevised number of
244,000. The 4-week moving average increased to 240,500, or an increase of 4,500 from the previous week.
States with an increase of more than 1,000 claims included NY, with 10,051 layoffs in the transportation and
warehousing, health care and social assistance, and educational services industries, while OH had 2,274
layoffs in the manufacturing industry. PA, on the other hand, had 2,102 layoffs in the administrative and
support and waste management and remediation services, accommodation and food services,
construction, and professional, scientific, and technical services industries. FL, KY, and AZ had more than
1,000 layoffs during the week of July 16 but provided no sector specific comments. States with a decrease
of more than 1,000 layoffs included CA, NJ, and GA. GA had 1,859 less layoffs in trade, health care and social
assistance, accommodation and food services, and administrative and support and waste management
and remediation services industries.
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Economic Forecasts:

Fed Funds Target Rate:

Fed Meeting Fed Funds 
Target Rate

20
22

Current 1.50-1.75
July 26-27 2.25-2.50
September 20-21 2.75-3.00
November 1-2 2.75-3.00
December 13-14 3.25-3.50

20
23

January 31-February 1 3.25-3.50
March 21-22 3.25-3.50
May 2-3 3.00-3.25
June 13-14 2.75-3.00
July 25-26 2.50-2.75
September 19-20 2.25-2.50
October 31-November 1 2.25-2.50
December 12-13 2.25-2.50

Annual
1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23 2021 2022 2023

GDP (annual rate) 6.3 6.7 2.3 6.9 -1.6 0.7 1.7 0.7 0.5 -0.1 -0.2 0.9 5.7 2.0 0.5
Year-over-year 0.5 12.2 4.9 5.5 3.5 2.0 1.9 0.4 0.9 0.7 0.2 0.3

Private Domestic Final Purchases 11.8 10.1 1.4 2.6 3.0 -0.6 0.9 0.7 -0.6 -0.7 -0.8 0.4 7.9 2.2 -0.1
Year-over-year 2.5 16.0 7.3 6.4 4.4 1.7 1.6 1.2 0.1 0.1 -0.3 -0.4

CPI (y/y) 1.9 4.8 5.3 6.7 8.0 8.6 8.8 7.8 6.5 4.8 3.9 3.5 4.7 8.3 4.6
Ex-food & energy 1.4 3.7 4.1 5.0 6.3 6.0 6.2 5.8 5.1 4.3 3.3 2.6 3.6 6.1 3.8

PCE Price Index (y/y) 1.8 3.9 4.3 5.5 6.3 6.5 6.6 5.8 4.8 3.8 2.8 2.4 3.9 6.3 3.4
Ex-food & energy 1.7 3.4 3.6 4.6 5.2 4.8 4.7 4.0 3.3 2.9 2.2 1.9 3.3 4.7 2.6

Unemployment Rate 6.2 5.9 5.1 4.2 3.8 3.6 3.6 3.5 3.6 4.1 4.7 5.0 5.4 3.6 4.3

Quarterly ForecastQuarterly Historical Annual Forecast
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risk and may lose value.

DISCLOSURES

Economic and market conditions are subject to change.

Opinions are those of Investment Strategy and not necessarily those Raymond James and are subject to change without notice
the information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material
is accurate or complete. There is no assurance any of the trends mentioned will continue or forecasts will occur last
performance may not be indicative of future results.

Consumer Price Index is a measure of inflation compiled by the US Bureau of Labor Studies. Currencies investing are generally
considered speculative because of the significant potential for investment loss. Their markets are likely to be volatile and there
may be sharp price fluctuations even during periods when prices overall are rising.

Consumer Sentiment is a consumer confidence index published monthly by the University of Michigan. The index is normalized
to have a value of 100 in the first quarter of 1966. Each month at least 500 telephone interviews are conducted of a contiguous
United States sample.

Personal Consumption Expenditures Price Index (PCE): The PCE is a measure of the prices that people living in the United
States, or those buying on their behalf, pay for goods and services. The change in the PCE price index is known for capturing
inflation (or deflation) across a wide range of consumer expenses and reflecting changes in consumer behavior.

Consumer confidence index is an economic indicator published by various organizations in several countries. In simple terms,
increased consumer confidence indicates economic growth in which consumers are spending money, indicating higher
consumption.

US Dollar Index: The U.S. Dollar Index is an index of the value of the United States dollar relative to a basket of foreign
currencies, often referred to as a basket of U.S. trade partners' currencies. The Index goes up when the U.S. dollar gains
"strength" when compared to other currencies.

Leading Economic Indicators: The Conference Board Leading Economic Index is an American economic leading indicator
intended to forecast future economic activity. It is calculated by The Conference Board, a non-governmental organization,
which determines the value of the index from the values of ten key variables

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™, CFP®
(with plaque design) and CFP® (with flame design) in the U.S., which it awards to individuals who successfully complete CFP
Board's initial and ongoing certification requirements.
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