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Strong Labor Market will Keep the

Fed Active

The labor market remains red-
hot. In the first four months of
this year, payrolls have increased
2.1 million, which is considered
a good rate of growth for a full
vear (chart 1). There is evidence
supporting a continuation of this

strength.

There are now 11.5 million job openings,
which is arecord. That is about twice as many
as the number of people looking for a job,
which is 6.0 million (chart 2). The number of
people quitting jobs, presumably for another
position that pays more, is also at a record
high (chart 3). Layoffs are at low levels as
companies do not want to let workers go for
fear that they may not find a replacement
when demand picks up. And finally, a recent
survey by the National Federation of
Independent Business finds that firms have
never had such a tough time finding workers.

This increased demand for workers is coming
at a time when there is a lack of qualified
candidates, which is putting upward pressure
on wages. This is a concern for the Fed as

it is trying to battle the elevated level of
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inflation. There has been some good news

on the inflation front. The yearly change
probably peaked last month, and inflationary
pressures are changing. At the beginning

of the pandemic, there were many price
spikes due to shortages that drove up overall
inflation. Some of those prices are stabilizing
as supply chain problems are slowly resolving
themselves, and consumer shopping demand
is moving away from durable goods purchases
and focusing more on services, like travel and
dining out. As aresult, inflation for durable
goods is beginning to trend downward; the
three month rate of change has declined
significantly in the past few months (chart 4).

But that is not enough to bring overall
inflation down toward the Fed’s goal of

2.0%. The Fed needs to raise interest rates
enough to slow the pace of overall demand.
The Fed has its work cut out for itself. It
needs to bring down inflation by reducing the
amount of monetary stimulus to moderate
demand, which should slow down the pace of
wage gains. Thus, the Fed is taking a double-
barreled approach to reducing its stimulus by
raising short-term interest rates and quickly
reducing the size of its bond portfolio. At its
recent meeting, participants raised the funds
rate by 50 basis points and are making plans
to raise them another 50 bps at the upcoming
meetings in June and July. They will also allow
bonds to mature out of the portfolio without
reinvestment, at a pace about twice as fast as
the last time.
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CHART 3: Quits Level - Private Payrolls
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CHART 4: CPI: Durable Goods
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Market Trends
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Markets have continued to correct as investors grapple with the potential impacts of Fed
tightening and higher inflation on the economy, corporate profits and valuations, in addition

to heightened uncertainty around the global outlook. Although we still believe positive
fundamentals will provide broader support to US stocks over time, we also think we're headed
for the later stages of the economic cycle, which is historically marked by more modest returns

and higher volatility.
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Payroll growth remains robust.
With higher wages, the number
of people looking for jobs is
increasing.!

CONSUMER
——SPENDING
The pace of growth in
consumer spending remains
robust, increasing slightly in
Q1 from 2021 Q4’s growth.*

ﬁ THE FED

The Fed has moved more
hawkish on inflation, and it is
hinting at a 50 bp hike in the
federal funds rate at the next
two meetings.?
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Inflation has peaked. But it will
probably be a few years before it
gets back to the Fed’s target rate
of 2.0%.

/Be8\
a[1e

A combination of higher home
prices and rising mortgage rates
has caused mortgage payments
to move up about 40% in the past
year.®
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Most job offers are being filled in
the service sector as businesses
prepare for a post-omicron surge
in travel and dining.*
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Sources

1. Bureau of Labor Statistics
2. Federal Reserve

3. Bankrate.com, National Association
of Realtors

4. Bureau of Economic Analysis

Index Definitions
CPI: The Consumer Price Index (CPI) is a measure that examines the weighted average of prices of a basket of consum-
er goods and services, such as transportation, food, and medical care.

Important Disclosures

The information presented does not involve the rendering of personalized investment, financial, legal, or tax advice. This
presentation is not an offer to buy or sell, or a solicitation of any offer to buy or sell any of the securities mentioned herein.

Certain statements contained herein may constitute projections, forecasts and other forward-looking statements, which
do not reflect actual results and are based primarily upon a hypothetical set of assumptions applied to certain historical
financial information. Readers are cautioned that such forward-looking statements are not a guarantee of future results,
involve risks and uncertainties, and actual results may differ materially from those statement. Certain information has
been provided by third-party sources and, although believed to be reliable, it has not been independently verified and its
accuracy or completeness cannot be guaranteed.

Past performance or performance based upon assumptions is no guarantee of future results.

Indices are unmanaged and one cannot invest directly in an index. Index returns do not reflect a deduction for fees or
expenses.

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as on the date of this
document and are subject to change.

All investing is subject to risk, including the possible loss of the money you invest. As with any investment strategy, there
is no guarantee that investment objectives will be met and investors may lose money. Diversification does not ensure a
profit or protect against a loss in a declining market. Past performance is no guarantee of future performance.

This material is available to advisory and sub-advised clients, as well as financial professionals working with City National
Rochdale, a registered investment adviser and a wholly-owned subsidiary of City National Bank. City National Bank
provides investment management services through its sub-advisory relationship with City National Rochdale.

Investing in international markets carries risks, such as currency fluctuation, regulatory risks, and economic and polit-
ical instability.

Investing involves risk, including the loss of principal.

As with any investment strategy, there is no guarantee that investment objectives will be met, and investors may lose
money. Past performance is no guarantee of future performance.

Non-deposit investment products are not FDIC insured, are not bank guaranteed, and may lose value.
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