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Things Are Looking Up

The economy appears to bein a
transition phase.

Economic data has been coming in stronger than
expected (chart 1), while inflationary pressures
are subsiding (chart 2). This has some economists
pushing out their anticipated recession start, while
others are beginning to think the economy may
avoid a recession with just a “soft landing.”

The more robust economic data is coming from
two unlikely sources. Since the Federal Reserve
(Fed) started tightening monetary policy in early
2022, the manufacturing and housing sectors have
borne the brunt of the higher interest rates. But in
recent months, they appear to have stabilized and
reaccelerated. The economy is also benefiting from
continued strength in personal spending.

CHART 1: Citi Economic Surprise Index
measures economic data surprises relative to market
expectations
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Source: Citibank Global Markets, as of July 21, 2023.

Recession

But there is no denying that the big surprise has
been the declining trend in inflation. In the past
12 months, the consumer price index (CPI) has
moved to just 3% year over year (y-o-y) from

a cycle high of 9.1% y-o-y. The initial catalysts
for the drop in inflation were the energy and
medical sectors, which have continued to fall.
Neither of those sectors is influenced by Fed
policy. Furthermore, these prices can move down
just as quickly as they can move back up. This
has given the Fed some uncertainty about the
sustainability of the lower level of inflation. The
Fed has been more focused on lowering inflation
in other sectors of the economy in which it can
influence demand and the price movement tends

CHART 2: Consumer Price Index
% change, y-o-y, seasonally adjusted
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Source: Bureau of Labor Statistics, as of June 2023.

Information is subject to change and is not a guarantee of future results.
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to be more “sticky.” This is where the news has
become far more favorable as of late. Service
prices, which have been the major contributor
to higher inflation in the past couple of years,
are beginning to turn (chart 3). The major
portion of service costs is shelter (housing)
costs, which have been moving down recently.
The three-month annualized change has
fallen to 5.5%, a significant decline from the
cycle high of February’s 9.5% (chart 4). Also,
the Fed’s “super-core” inflation metric, which

CHART 3: Core CPI - Goods and Services
% change, y-o-y, seasonally adjusted
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measures service costs without housing and
tends to be the cost of high labor-intensive
services that reflect the cost of labor, is also
declining.

Some are crediting the Fed with pulling off
“immaculate disinflation,” through which the
Fed has been able to reverse the direction of
inflation, which was at the highest level in four
decades, without a massive increase in the
unemployment rate.

CHART 4: CPI - Shelter
% change, seasonally adjusted
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Information is subject to change and is not a guarantee of future results.
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Market Trends

US stocks have continued their march higher in July, adding to 2023’s impressive gain that
now has the S&P 500 within 6% of the all-time high. However, stretched valuations and
optimistic sentiment about economic growth and the path of interest rates leave markets
at risk for a correction or pullback. We expect a less supportive environment in the coming
months as the Fed maintains its hawkish tilt, recessionary pressures build and earnings
estimates are revised lower.
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Despite the Fed raising
interest rates by 525 basis
points, pent-up demand for
workers continues, and the
unemployment rate hovers
around 50-year lows.!
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The Fed has moved the
overnight federal funds rate
to the median level of 5.375%,
the highest level since 2001; it
is probably nearing the peak in
rates.?

Despite mortgage rates near
the highest level in about 20

years, demand for homes has
been firming, especially new

homes, which is a robust job

creator?
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After adjusting for inflation,
there were about two years
of spending outpacing
income. But since February,
with inflation falling,
income has been outpacing
spending.”

Auto sales have been on an
upward trend over the past year
due to pent-up demand and
inventory levels nearing normal,
despite 20-year high rates on
auto loans.®

At 3%, after declining from

9.1% a year ago, the inflation
rateis nearing the Fed’s target
level of 2%, but the Fed will
remain vigilant to ensure pricing
pressures do not resurge.”
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Index Definitions
The consumer price index (CPl) measures the monthly change in prices paid by US consumers.

The S&P 500 Index, is a market-capitalization-weighted index of 500 leading publicly traded companies in the US.
Important Information

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.

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

Certain statements contained herein may constitute projections, forecasts and other forward-looking statements. 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 statements. 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.

Allinvesting 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.

Investing involves risk, including the loss of principal.

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

City National Rochdale, LLC, is a SEC-registered investment adviser and wholly owned subsidiary of City National Bank. Registration as
an investment adviser does not imply any level of skill or expertise. City National Bank and City National Rochdale are subsidiaries of
Royal Bank of Canada.
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