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Preview of the Week Ahead

The minutes of the Fed’s April meeting are unlikely to surprise markets: With the Iran War pushing up inflation but
also clouding the growth outlook, FOMC members mostly agree they should hold rates steady near-term. Their
guidance may be more circumspect than usual out of courtesy to incoming Chair Warsh, who will want to make a
mark on the Fed’s communication at upcoming meetings even if he doesn’t try to change rates. In any case, the
war and energy prices will influence the rate outlook more than the Fed leaders’ baton pass.

Housing data likely softened further in April as interest rates rose. The National Association of Homebuilders’
survey likely fell, along with housing starts and building permits. Pending home sales, a leading indicator of
existing sales, likely held steady after March’s big increase.

The University of Michigan’s Consumer Sentiment Index will likely be revised a bit higher in the final May release,
but remain the lowest in the survey’s nearly 50-year history. Consumer inflation expectations likely held near
April’'s elevated levels. AAA reports the national average gas price reached another four-year high in early May.

The Week in Review

Inflation flared to the worst since 2022 last month. The CPI jumped 0.6% from March and accelerated to a 3.8%
annual increase from 3.3% in March as gasoline jumped nearly 30%. New vehicle prices edged up 0.2% on the
year, used car and truck prices fell 2.7%, while auto parts and equipment prices rose 3.8%. Shelter costs jumped
to a 3.3% annual increase from 3.0% in March as the Bureau of Labor Statistics incorporated survey data delayed
by last year’s government shutdown. This raised core CPI excluding food and energy to 2.8% from 2.6% in March.

Producer price inflation was even worse. The PPl jumped 1.4% with energy up 7.8% and transportation and
warehousing costs up 5.0%. In annual terms, PPl accelerated to 6.0% from 4.3% in March and was, like CPI, the
highest since 2022. Core PPl excluding foods and energy rose to 5.2% from 4.0%, and core PPl excluding foods,
energy and trade services rose to 4.4% from 3.7%. Both measures of core PPl were the highest since 2023.

The first activity indicators for April were more encouraging. Retail and food service sales rose 0.5%, or 0.3%
excluding the 2.8% jump in gas station sales. Discretionary spending categories were mixed. To the upside,
electronics and appliance sales rose 1.4%, sporting goods, hobby, musical instrument and book sales rose 1.4%,
and nonstore retail (mostly e-commerce) rose 1.1%. To the downside, motor vehicle and parts dealer sales fell
0.4%, clothing and clothing accessory sales fell 1.5%, and furniture and home furnishing sales fell 2.0%. Grocery
store sales rose 0.7%, while food service and drinking place sales rose 0.6%.

The real bright spot last week was the industrial production report. IP jumped 0.7% in April on a 0.6% increase in
manufacturing and a 1.9% surge in utilities. Mining edged down 0.1%. Motor vehicle and parts production rose
3.7% as the motor vehicle assembly rate recovered to the highest since August. Aerospace product and parts
production was up 2.1%, and up 9.0% on the year to the highest level of output since 2018. Petroleum refinery
output rose 2.1% and reached the highest level since 2020. Electricity output rose 1.1% and is up 2.0% on the
year; it is slightly below December’s record high.
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Economic Release Prior Release S Ces
Forecast Forecast
5/18 NAHB Housing Market Index (May) 34 34 31
ADP Weekly Employment Change (Week of 5/2) 33,000 — 30,000
5/19 Pending Home Sales (Apr) 1.5% M/M 1.1% M/M 0.0% M/M
1.8% Y/IY — 1.7%YIY
5/20 FOMC Meeting Minutes (Apr 29) — — —
Building Permits, 1,000s (Apr Preliminary) 1,363 1,380 1,350
-11.4% M/M | 2.3% M/M | -1.0% M/M
Housing Starts, 1,000s (Apr) 1,502 1,400 1,410
10.8% M/M | -5.1% M/M | -6.1% M/M
5/21 Initial Jobless Claims (Week of 5/16) 211,000 210,000 205,000
Continuing Claims (Week of 5/9) 1,782,000 | 1,795,000 | 1,775,000
S&P Global U.S. Manufacturing PMI (May Preliminary) 545 3.6 54.0
S&P Global U.S. Services PMI (May Preliminary) 51.0 51.0 51.0
University of Michigan Sentiment Indicator (May Final) 48.2 48.2 48.4
University of Michigan Current Conditions (May Final) 47.8 47.8 48.0
5/22 University of Michigan Expectations (May Final) 48.5 48.5 48.5
University of Michigan 1 Yr Inflation (May Final) 4.5% — 4.5%
University of Michigan 5-10 Yr Inflation (May Final) 3.4% — 3.4%
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