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GDP GROWTH: TRENDING IN Q2 2023

GDP GROWTH

The Commerce Department said the U.S. economy grew at a 2.4% annual rate in the second quarter,
an increase from the 2% gain in Q1, defying both expectations and attempts by the Federal Reserve
to slow it down to curb inflation.

Economists are now scaling back their prediction that national output will be pushed into a recession EMPLOYMENT
this year due to recent interest rate hikes by the Federal Reserve to reduce inflation. The central bank
has raised the benchmark rate 11 times since last year. A unanimous decision in late July by the
Federal Open Market Committee raised the benchmark rate to a range of 5.25% to 5.5%, a 22-year

high. MONETARY

Meanwhile, inflation was held in check in the second quarter. The personal consumption expenditures POLICY
price index gained 2.6%, down from a 4.1% first-quarter rise and well below the Dow Jones estimate
for a gain of 3.2%. “It's great to have another quarter of positive GDP growth in tandem with a
consistently slowing inflation rate,” said Steve Rick, chief economist at TruStage. “Consumers are GLOBAL
getting a reprieve from the rising costs of core goods, and the U.S. economy is off to a stronger start

to the first half of the year.” ECONOMY

Real GDP: Percent Change from Prior Quarter
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Increasing the cost of capital historically serves as a brake on growth. Nevertheless, healthy consumer spending fueled the Q2 improvement,
aided by gains in nonresidential fixed investment, government spending and inventory growth. Consumers opened their wallets by spending
on both services and goods. Within services, the leading contributors to the increase were housing and utilities, health care, financial services
and insurance, and transportation services. Within goods, the increase was led by recreational products and vehicles as well as gasoline and
other energy goods.

The increase in nonresidential fixed investment reflected increases in equipment, structures, and intellectual property products. The increase
in state and local spending reflected increases in compensation of state and local government employees and gross investment in structures.
The increase in private inventory investment reflected increases in both farm and nonfarm inventories.

Second-quarter GDP acceleration also was reflective of gains in private inventory investment and nonresidential fixed investment. These
movements were partly offset by a downturn in exports, federal government spending, and state and local government spending. Imports
turned down. Current dollar GDP increased 4.7% at an annual rate, or $305.2 billion, in the second quarter to a level of $26.84 trillion. In the
first quarter, GDP increased 6.1%, or $391.8 billion.

The price index for gross domestic purchases increased 1.9% in the second quarter, compared with an increase of 3.8% in Q1. Personal
consumption expenditures index increased 2.6%, slowing from the first-quarter 4/1% increase. Excluding food and energy prices, the current
PCE price index gained 3.8%, compared with an increase of 4.9% in Q1.

LEE & ASSOCIATES RESEARCH LOCAL EXPERTISE. INTERNATIONAL REACH. WORLD CLASS.



http://www.lee-associates.com/research/

LEE & Qz 2023

ASSOCIATES
COMMERCIAL REAL ESTATE SERVICES ECONOMIC REPORTS

EMPLOYMENT: TRENDING IN Q2 2023

The unemployment rate remained virtually unchanged even as job growth eased in June with payrolls
increasing by 209,000, less than expected, and down from 306,000 new positions the previous month.

GDP GROWTH

Average hourly earnings grew 4.4% in June from a year earlier, well above the pre-Covid pace of growth.
Through the first half of 2023, payrolls have grown an average of 278,000 a month, down from nearly
400,000 last year.

EMPLOYMENT

The Labor Department said employers posted 9.8 million job vacancies, off from 10.3 million in April.
But layoffs fell slightly, and more Americans quit their jobs, which analysts called a sign that workers were
confident they could improve their pay or working conditions with a different employer. MONETARY

POLICY

Job openings fell in healthcare, insurance and finance. But there were more jobs available in education and
government.

The Labor Department’s Job Openings and Labor Turnover Survey continues to reflect a gradually slowing GLOBAL
yet still-robust labor market, one that is cooler than a year ago but still elevated. Demand for new hires

: : : ECONOMY
remains strong and employers are still holding onto the workers they have.
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Monthly job openings - which never topped 8 million prior to 2021 - remain high by historic standards. This is despite the Federal Reserve’s aggressive
credit tightening campaign to cool the American labor market and combat the highest inflation in four decades. Consequently, economists have
predicted the United States would tumble into recession this year. But the job market's persistent sturdiness has helped raise fresh doubts about the
inevitability of a downturn.

The Fed's toughened monetary policy has had an impact. Consumer prices increased 0.1% in June, bringing the annual level down to 4% from 4.9%
in April. That 12-month increase was the smallest since March 2021, when inflation was just beginning to rise to its highest level in 41 years. But the
latest jobs report is more evidence that the economy hasn't slowed as much as central bankers expected. “Overall, the job market is outstanding and
is getting back to a balanced, sustainable level,” Chicago Federal Reserve President Austan Goolsbee said on CNBC's “Squawk on the Street.”

Closely watched wage numbers were slightly stronger than expected. Average hourly earnings increased by 0.4% for the month and 4.4% from a year
ago. The average work week also increased, up 0.1 hour to 34.4 hours. Job growth would have been even lighter without a boost in government jobs,
which increased by 60,000, almost all of which came from the state and local levels.

Other strong gains were the 41,000 new jobs in health care, 24,000 social assistance positions and 23,000 construction jobs. Leisure and hospitality,
which had been the strongest job growth engine over the past three years, added just 21,000 jobs for the month. The retail sector lost 11,000 jobs in
June, while transportation and warehousing saw a decline of 7,000.
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MONETARY POLICY: TRENDING IN Q2 2023

Following the latest Federal Open Market Committee meeting June 7, Federal Reserve officials signaled
they are likely to increase borrowing costs by 0.5% by the end of 2023. The Fed's benchmark borrowing rate
currently is pegged between 5%-5.25%.

GDP GROWTH

The Fed has hiked its benchmark short-term interest rate 10 times since March 2022, but Chairman Jerome
Powell said the central bank still has more work to do.

EMPLOYMENT

“Inflation has moderated somewhat since the middle of last year,” Powell said. “Nonetheless, inflation
pressures continue to run high, and the process of getting inflation back down to 2% has a long way to go.”

MONETARY
POLICY

Powell's remarks came a week after FOMC officials decided for the first time in more than a year not to push
rates higher. He said the move likely was just a brief respite and not an indication the Fed is done hiking.

“Nearly all FOMC participants expect that it will be appropriate to raise interest rates somewhat further by
the end of the year,” Powell said in remarks prepared as testimony he is set to deliver to the House Financial GLOBAL

Services Committee.
ECONOMY

Monetary policy moves, such as rate hikes and the Fed’s efforts to shed bond holdings on its balance sheet,
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tend to work with lags. As such, officials decided to skip hiking the benchmark rate at this month’s meeting as they observed the impact that policy
tightening has had on the economy.

Powell said the labor market is still tight though there are signs that conditions are loosening, such as an increase in labor force participation in the
prime 25-to-54 age group and some moderating in wages. However, he noted that the number of open jobs still far exceeds the available labor pool.

"We have been seeing the effects of our policy tightening on demand in the most interest rate-sensitive sectors of the economy,” he said. "It will take
time, however, for the full effects of monetary restraint to be realized, especially on inflation.”

Getting inflation lower will require slowing the economy to below-trend growth, Powell said, and emphasized that rate decisions will be made based
on incoming data and meeting by meeting, rather than on a preset course.

The Fed's adjustment in its approach to policy comes after implementing rate hikes at the most aggressive pace since the early 1980s. Included in that
run was a streak of four consecutive three-quarter point increases.

“Given how far we've come, it may make sense to move rates higher but to do so at a more moderate pace,” Powell said.

Consumer prices and spending rose more slowly in May. The Fed's preferred inflation measure - the personal-consumption expenditures price index
- rose 3.8% from a year earlier, its slowest pace in two years.
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GLOBAL ECONOMY: TRENDING IN Q2 2023

The World Health Organization announced that it no longer considers COVID-19 to be a global health
emergency. Supply chains have largely recovered, and shipping costs and suppliers’ delivery times
have returned to pre-pandemic levels.

GDP GROWTH

But forces that hindered growth in 2022 persist. Inflation remains high and continues to erode
household purchasing power. Policy tightening by central banks in response to inflation has raised
the cost of borrowing, constraining economic activity.

EMPLOYMENT

Immediate concerns about the health of the banking sector have subsided, but high interest rates are
filtering through the financial system, and banks in advanced economies have significantly tightened MONETARY
lending standards, curtailing the supply of credit. POLICY

The impact of higher interest rates extends to public finances, especially in poorer countries grappling
with elevated debt costs, constraining room for priority investments. As a result, output losses
compared with earlier forecasts remain large, especially for the world's poorest nations. GLOBAL

ECONOMY

Global growth remains projected by the International Monetary Fund to fall from an estimated 3.5%
in 2022 to 3% in 2023 and 2024. While the IMF's forecast for 2023 is modestly higher than predicted
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in its April 2023 World Economic Outlook, growth remains weak by historical standards. The rise in central bank policy rates to fight inflation
continues to weigh on economic activity. Global headline inflation is expected to fall from 8.7% in 2022 to 6.8% in 2023 and 5.2% in 2024.
Underlying core inflation is projected to decline more gradually, and forecasts for inflation in 2024 have been revised upward.

The recent resolution of the U.S. debt ceiling standoff and, earlier this year, strong action by authorities to contain turbulence in U.S. and Swiss
banking reduced the immediate risks of financial sector turmoil. This moderated adverse risks to the outlook. However, the balance of risks to
global growth remains tilted to the downside.

The IMF's latest World Economic Outlook cautioned that inflation could remain high even rise if further shocks occur, including those from an
intensification of the war in Ukraine and extreme weather-related events. Financial sector turbulence could resume as markets adjust to further
policy tightening by central banks. China’s recovery could slow, in part as a result of unresolved real estate problems. Sovereign debt distress
could spread to a wider group of economies.

On the upside, inflation could fall faster than expected, reducing the need for tight monetary policy, and domestic demand could again prove
more resilient. In most economies, the IMF said, the priority remains achieving sustained disinflation while ensuring financial stability. Central
banks were advised to remain focused on restoring price stability and strengthen financial supervision and risk monitoring. Should market
strains materialize, countries should provide liquidity promptly while mitigating the possibility of moral hazard.
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