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Hiring heats up
despite winter headwinds



Economic Overview

Where is the economy now?

Rather than slowing down, topline readings for hiring and spending activity gained steam at the end of 2023 and into early 2024. Underlying
readings suggest weakness is building on the edges, but recession concerns have again been delayed by resilience from consumers and
businesses. This lingering strength may keep inflation elevated for longer, increasing the risk of a slower shift to policy easing by the Fed.
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are this Economic growth in early 2024 should remain solid as The 10-year to fed funds rate spread inversion narrowed in Real GDP expanded at a 3.3 percent annualized
month buoyant job and income gains support consumer January but has now been sustained for more than 14 pace in the fourth quarter to round out an
activity. months. accelerated second half of 2023.
+ But we expect job gains in cyclical sectors and e Shorter-term Treasury vyields have dropped since * Ebullient consumer spending led the way in the
What does overall spending to weaken sharply by mid-year — November as the bond market expects the Fed to fourth quarter as income-fueled households spent
this mean driving the expectation that a mild recession is still ease rates over 2024 — also narrowing the 2-year soundly on goods and services around the holiday

more likely than a soft landing in 2024.

* The projected recession should be short and
modest with limited job losses and business
closures — especially compared to the severe
impacts over the past two downturns.

Treasury vs. the 10-year spread.

The yield curve typically steepens (and can un-invert)
ahead of a recession in response to outright Fed
easing or in anticipation of lower rates by financial
markets.

season.

* The reacceleration in growth creates a solid
handoff to 2024 and likely indicates a longer
runway to the long-expected slowdown within the
U.S. economy.



Economic Review

The labor market is strong, but consumer debt is rising

Job gains were much higher than expected in January, while the unemployment rate remains low and wage growth fast. Falling inflation readings
suggest the Fed’s goal of securing a 2 percent inflation target and a soft landing could be in sight. On the other hand, the sharp upward trend in
serious credit card delinquencies (as well as the low saving rate) suggest the consumer is in poor position to handle a slowdown in the labor
market — a warning sign for consumer spending that keeps a mild recession in the 2024 outlook.
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Where we Blowout jobs report in January
are this Nonfarm payrolls outpaced all expectations in January,
month climbing by 353,000, while the unemployment rate held

steady at a low 3.7 percent.

* In addition to the robust headline jobs number,

What does upward revisions to December and November totaled

- 126,000, showing a much stronger pace of job growth
this mean at the end of 2023 than previously thought.

* Annual growth in average hourly earnings accelerated
to 4.5 percent, but a decline in the average workweek
to below pre-pandemic levels offset much of the
positive income impact from higher pay as more firms
cut back worker hours.
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Core PCE inflation falls below 3.0 percent

Year-on-year PCE inflation remained at a lower 2.6
percent in December, while the core rate fell to 2.9
percent.

* The Fed’s preferred inflation measures for overall and
core inflation have now fallen below 3.0 percent,
shifting the policy conversation to the timing and
depth of rate cuts.

* Still, easing may not be imminent as the FOMC had the
following guidance in late January: “The Committee
does not expect it will be appropriate to reduce the
target range until it has gained greater confidence that
inflation is moving sustainably toward 2 percent.”

Credit Card Loans
90+ Day Delinquent
Percent of Balance

o 9'74 Serious
credit card

9 delinquencies
have risen
sharply since

8 mid-2022

6 T T T T T
2014 2016 2018 2020 2022 2024

Credit card delinquencies are climbing

Serious delinquency for credit cards rose in Q4 to 9.7
percent despite low interest rates. Barring pandemic
disruptions, this was the highest level since 2013.

* The high share of credit card balances 90+ days
delinquent in Q4 indicates building financial
stress for households. Auto loan delinquencies
have also increased markedly as households
struggle with high costs and loan rates.

* Rising delinquencies and a low personal saving
rate suggest that many consumers may be ill-
prepared for a slowdown in the labor market —
a risk to the spending outlook.



Financial Market Review

Investors are forced to rethink their expectations

Persistently upbeat economic data and confidence that Fed policymakers will soon lower interest rates drove the S&P 500 to all-time highs in January
and pushed short-term interest rates lower. However, the Fed caused investors to rethink their views at the end of January after Chair Powell clearly
signaled that a rate cut isn’t imminent. We anticipate the Fed will wait until mid-year to lower interest rates with consistently solid economic data,
accommodative financial conditions, and still-high inflation delaying the start of rate cuts and the extent of easing over 2024.
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Equities set record highs

The S&P 500 rose 1.6 percent in January to fresh historic
highs as encouraging economic data raised hopes that the
economy would elude a recession.

* A continued streak of positive economic news, cooling
inflation, relatively solid corporate earnings, and
moderating interest rates pushed the benchmark U.S.
equity index to new highs. Performance was mixed across
the major equity sectors and the Magnificent Seven tech
stocks offered less of a boost than in December.

» Stocks were more expensive as market valuation metrics
rose last month with investors taking on more risk amid
solid economic trends.
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Interest rates steady

The 10-year Treasury yield was essentially flat on the
month, averaging 4.06 percent in January, but held
well below its late-2023 peak.

* The 2-year Treasury note yield, which is sensitive to
Fed policy, continued to decline in January as more
investors subscribed to the view that policymakers
were finished raising interest rates and that the
next move would be to loosen policy.

* Fed officials have removed the tightening bias from
their policy statement and are signaling that easier
policy is in the pipeline as they pivot to considering
the timing and scope of rate cuts.
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Powell deflates hopes for a March cut

Fed Chair Powell reset expectations after January’s FOMC
meeting as he indicated the Committee needs to see a
continued streak of low inflation readings before easing policy.

e Stronger economic activity and looser financial
conditions make it unlikely the Fed will lower interest
rates at March’s meeting. Continued strength shouldn’t
prevent rate cuts as long as inflation falls, but it may
limit the amount of easing.

* The Fed’'s data-dependent approach means the
economy needs to continue to moderate for officials to
be confident that inflation is on a clear path to the two
percent target.
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Outlook

Reduced pricing power adds to
profit concerns for businesses
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https://soundcloud.com/nationwide_economics/how-long-could-we-have-to-wait-for-fed-easing
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