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Recent economic data suggests positive but slower growth fueled by consumer spending. While
the consumer has been resilient, declining savings rates, growing credit card debt, higher
delinquencies, and a moderating labor market pose potential headwinds to future economic
growth. Inflationary trends are subsiding, but core levels remain above the Fed’s target. The
labor market is showing signs of cooling, reflecting an improved balance between supply and
demand for workers. Given the cumulative effects of restrictive monetary policy and tighter
financial conditions, we believe the economy will gradually soften and the Fed will continue to
lower rates at a measured pace, while remaining data dependent. 

After the Federal Open Market Committee (FOMC) delivered the first rate cut of the easing cycle
with a 50 basis point cut at the September meeting, in October market participants continued to
anticipate the Fed to proceed to reduce the Fed Funds Rate by 25 basis points at the November
FOMC meeting. Chair Jerome Powel justified the prior 50 basis point cut by stating that “The
time to support the labor market is when the labor market is strong.” The Federal Reserve is in
the process of taking a more neutral stance toward the dual mandate of maximum employment
and price stability. The quarterly Summary of Economic Projections (SEP) forecasts a lower
median Fed Funds Rate expectation among Fed Governors in 2025 with inflation on the path to
the 2% target and a higher projected unemployment rate. We believe the Fed will continue to
lower rates at a measured pace through year-end while taking optionality to adjust the pace and
magnitude of easing monetary policy should changing economic data warrant.

The US Treasury yield curve shifted higher in October on stronger economic data, and the
shape of the curve continued to gradually normalize. The 2-year Treasury yield surged 53 basis
points to 4.17%, the 5-year Treasury jumped 60 basis points to 4.16%, and the 10-year Treasury
yield rose 50 basis points to 4.29%. The spread between the 2-year and 10-year Treasury yield
points on the curve narrowed to +11 basis points at October month-end versus +14 basis points
at September month-end. The spread between the 2-year Treasury and 10-year Treasury yield
one year ago was -16 basis points. The inversion between 3-month and 10-year Treasuries
tightened to -26 basis points in October from -85 basis points in September.

The convergence of several factors drove US treasury yields to surge higher across the
curve in October resulting in yields from the 2-year through the 10-year treasury securities up
at least 50 basis points by October month-end. Continued labor market strength, higher than
anticipated inflation data, along with mounting concern for an expanding federal budget
deficit and uncertainty over future fiscal policy catalyzed the outsized move. Short-term
money market rates inside of 6-months was the only area of the yield curve that ended the
month with lower yields. Lower money market rates were consistent with market participants’
anticipation of the Federal Reserve continuing the path of easing monetary policy through
year-end. 
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TREASURY YIELDS SURGED HIGHER IN OCTOBER
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Economic Roundup

Retail Sales

Labor Market

Housing Starts

Consumer Prices

Crude Oil prices Fell in October

Credit spreads Were Tighter in October
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U.S. housing starts fell short of expectations in October, with annualized starts reaching 1.311 million, below the consensus estimate of 1.334
million. Month-over-month, starts declined by 3.1%, steeper than the anticipated 1.5% drop, signaling a slowdown in new construction activity.
Building permits, a forward-looking indicator, also missed projections, declining 0.6% month-over-month against an expected 0.7% gain. The
softer data suggests persistent challenges in the housing market amid higher interest rates and affordability pressures.

The U.S. economy added 12,000 jobs in October, far below the consensus estimate of 100,000. The devastating impacts from Hurricanes
Helene and Milton likely drove temporary jobs lower. The Boeing strike deducted jobs primarily from the manufacturing sector, while health
care and government employment both posted gains. Additionally, downward revisions totaled 112,000 for the prior two months. The three-
month moving average and six-month moving average payrolls continued to trend weaker to 104,000 and 132,000 respectively. The
unemployment rate held steady at 4.1% in October, and the labor participation rate fell to 62.6%, remaining below the pre-pandemic level of
63.3%. The U-6 underemployment rate, which includes those who are marginally attached to the labor force and employed part time for
economic reasons, remained at 7.7%. Average hourly earnings was unchanged at 4.0% year-over-year in October. 

October’s Retail Sales numbers presented a mixed picture of consumer behavior, rising 0.4% from the previous month on the strength of auto
purchases and solid gains in electronics and appliances, according to the U.S. Census Bureau. E-commerce showed moderate growth, driven
by early holiday promotions. Year-over-year, retail sales increased 2.8%, signaling resilient consumer spending. Revised September data
revealed a stronger-than-expected 0.8% monthly gain, suggesting shoppers entered the holiday season with momentum. However, control-
group sales, which exclude food services, autos, building materials, and gasoline, dipped 0.1% month-over-month, highlighting some
weakness in inflation-adjusted spending.

The Consumer Price Index (CPI) remained unchanged at 0.2% month-over-month and increased in-line with the consensus estimate at 2.6%
year-over-year in October from 2.4% in September. The slight year-over-year increase was mainly attributable to shelter and medical care
service prices. The Core CPI measure, which excludes volatile food and energy components, remained unchanged from September on both
the month-over-month and year-over-year basis increasing at 0.3% and 3.3% respectively. The Personal Consumption Expenditures (PCE)
Index increased month-over-month to 0.2% while slowing year-over-year to 2.1% in October from a revised 2.3% in September. The Core
PCE deflator increased month-over-month to 0.3% in September from an upwardly revised 0.2% in August. On a year-over-year basis, Core
PCE strayed modestly from the consensus estimate of 2.6%, increasing slightly at 2.7% in September, yet remained unchanged from August
after revisions. The services components of PCE continue to be the primary source of lingering inflation. 
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World Stock Market Index Descriptions
S&P 500–The S&P 500 is a market value-weighted index of 500 large-capitalization stocks. The 500 companies included in the index capture approximately 80% of available US market capitalization.
NASDAQ–The NASDAQ Composite Index is the market capitalization-weighted index of over 3.300 common stocks listed on the NASDAQ stock exchange. Dow Jones–The Dow Jones Industrial
Average is an index that tracks 30 large, publicly-owned companies trading on the New York Stock Exchange and the NASDAQ. The Financial Times Stock Exchange Group (FTSE)–The FTSE is a
share index of the 100 companies listed on the London Stock Exchange with the highest market capitalization. DAX–The Deutscher Aktienindex (DAX) is a blue chip stock market index consisting of
the 30 major German companies trading on the Frankfurt Stock Exchange. Hang Seng–The Hang Seng Index is a freefloat-adjusted market-capitalization- weighted stock market index in Hong Kong.
It is used to record and monitor daily changes of the largest companies of the Hong Kong stock market and is the main indicator of overall market performance in Hong Kong. Nikkei–Japan's Nikkei
225 Stock Average is a price-weighted index composed of Japan's top 225 blue-chip companies traded on the Tokyo Stock Exchange. 
© 2024 Chandler Asset Management, Inc. An Independent Registered Investment Adviser. Data source: Bloomberg, Federal Reserve, and the US Department of Labor. This report is provided for
informational purposes only and should not be construed as specific investment or legal advice. The information contained herein was obtained from sources believed to be reliable as of the date of
publication, but may become outdated or superseded at any time without notice. Any opinions or views expressed are based on current market conditions and are subject to change. This report may
contain forecasts and forward-looking statements which are inherently limited and should not be relied upon as an indicator of future results. Past performance is not indicative of future results. This
report is not intended to constitute an offer, solicitation, recommendation, or advice regarding any securities or investment strategy and should not be regarded by recipients as a substitute for the
exercise of their own judgment. Fixed income investments are subject to interest rate, credit, and market risk. Interest rate risk: The value of fixed income investments will decline as interest rates rise.
Credit risk: the possibility that the borrower may not be able to repay interest and principal. Low-rated bonds generally have to pay higher interest rates to attract investors willing to take on greater risk.
Market risk: the bond market, in general, could decline due to economic conditions, especially during periods of rising interest rates. The S&P Corelogic Case-Shiller home price index tracks monthly
changes in the value of residential real estate in 20 metropolitan regions across the nation. 
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