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ARGUS 2Q23 GDP FORECAST NOW 2.5% GDP ESTIMATES

Our analysis of recent data leads us to conclude that key

parts of U.S. GDP are still expanding, despite the impact

of higher interest rates, inflation, and geopolitical devel- 2Q23E Argus
opments. That said, growth is not consistent across all

segments of the economy, and, in many cases, growth 2Q23E Atl Fed
rates are slowing. The risk of a U.S. recession is real -- but

is not a foregone conclusion. We look for uneven growth 2023E Argus
in 2023, with the high possibility of a negative quarter or

two. After reviewing the latest economic fundamentals, 2023E WS4 Survey
we have raised our 2Q23 GDP growth estimate to 2.5%

from our prior forecast of 0.6%. We believe that 2Q could 2023E Fed
be the strongest quarter of the year, before higher interest

rates dampen consumer spending in the second half. Our 2023E IMF U.S.
estimate for 2023 remains 1.4%. Our preliminary forecast

for GDP growth in 2024 remains 1.7%, as the Federal Re- 2024E Argus
serve, with its tool chest once again full, can contemplate

lowering interest rates to recharge economic growth. Our 2024E Fed
estimates are in the range of other forecasters, though

perhaps a bit higher than the consensus. The Wall Street 2024E WSJ Survey
Journal Economic Survey calls for GDP growth of 0.5% in

2023 and 1.6% in 2024. The Federal Reserve projects GDP 0% 1% 2% 3%

growth of 0.4% in 2023 and 1.2% in 2024. Meanwhile, the
IMF calls for 2023 growth of 1.6%, and the Philadelphia
Fed’s Survey of Professional Forecasters calls for growth
of 1.3% in 2023 and 1.4% in 2024.
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ECONOMIC HIGHLIGHTS (coninue)

THE LAST IN THE CYCLE?

As expected, the Federal Reserve has raised the fed funds
rate by 25 basis points to 5.00%-5.25%. Are rates now high
enough to cool the economy and bring inflation down toward
2.0%? Inits announcement, the Fed hinted that it might pause.
The committee replaced language that said “some additional
policy firming may be appropriate” by saying that it would
take into account the cumulative tightening of monetary
policy, economic and financial developments, and other in-
coming data “in determining the extent to which additional
policy firming may be appropriate.” In the Fed’s view, the
banking system remains sound and resilient. We think this
is the last rate hike in the cycle and that the Fed will now
move to the sidelines, likely for at least the balance of the
year. As for the economy, we remain concerned that the Fed
has tossed its other mandate -- full employment -- out the
window in its fight to lower high prices. The hikes already
have brought growth in the housing market to a standstill,
and manufacturing has now slumped. Will the consumer
sector be next? The U.S. economy has been walking a fine
line between expansion and contraction for the past four
quarters. Substantially higher interest rates could tip the
economy into recession this year, and send the unemployment
rate up toward 5.0%. We think the central bank may lower
rates if the jobless rate rises above 4.0%-4.5%.

UNEMPLOYMENT RATE DROPS TO 3.4%

The U.S. economy generated 253,000 new jobs in April, top-
ping consensus expectations of 180,000. The unemployment
rate droppedto 3.4% from 3.5% in March, matching January’s
54-year low. Average hourly earnings increased $0.16 from
the prior month and 4.4% from the prior year. The labor force
participationrate was unchanged at 62.6%. In April, job gains
occurred in professional and business services, healthcare,
leisure and hospitality, and social assistance. Industries
absent from the outsize jobs gains included construction,
manufacturing, wholesale trade, retail trade, transportation
and warehousing, and information. Gains in February and
March were revised lower by 149,000 jobs. The number of
job openings in March decreased by 384,000 according a
separate report. Demand for workers is still strong, with 9.6
million openings for 5.7 million unemployed.
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FINANCIAL MARKET HIGHLIGHTS

PROFIT MARGINS UNDER PRESSURE

There are three drivers of EPS growth: higher sales, wider
margins, and lower shares outstanding. The reduction in shares
outstanding, caused by share buybacks, is the lowest-quality
driver of EPS growth. Higher sales -- as customers demand
more products and services -- is the highest quality. Consis-
tently wider margins are often a sign of good management,
as revenues grow faster than costs. But that’s a tall order
in periods of high inflation (which raises the cost of goods
sold) and rising interest rates (which result in higher financ-
ing costs). What’s more, there’s a cap to margins, as they
don’t rise indefinitely. Indeed, this is one of those statistics
for which “reversion to the mean” is relevant. Last year,
operating margins for S&P 500 companies averaged 11.9%.
That was high — above the long-run average of 9.3% —
but down from a 15-year peak of 13.3% in 2021. It is likely
that margins will face pressure in the coming quarters due
to inflation and high interest rates, and that investors will
have to rely more on revenue growth and share buybacks
to drive EPS growth. We think the year will end with a low
single-digit growth rate for S&P 500 earnings.

MAY USUALLY OK

The S&P 500 was up 0.9% before dividends in April, thus
logging its third monthly gain in 2023. If the historical trend
holds, the index could grow further in May. Indeed, the stock
market typically rises in May (on average by 0.9%, with a
70% winning percentage). We note that market returns in May
have exceeded 5% on six occasions since 1980, including a
9.2% gain in 2000; calendar 2020 was also close, at 4.5%.
But there have been some clunkers in May as well, such as
2010(-8.2%),2019(-6.6%),2012 (-6.0%),and 1984 (-5.9%).
May starts as a busy month on Wall Street, as companies
report first-quarter earnings, the Federal Reserve meets, and
the Labor Department issues its employment report. But
once retailers wrap up their results, investors will be left to
ponder inflation trends, future Federal Reserve activity, the
risk of recession, and the long Memorial Day weekend. We
are bullish on stocks for 2023, as we expect interest rates
to decline, the consumer sector to grow, valuations to be
more reasonable, and earnings to recover in the second half
of the year.
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ECONOMIC TRADING CHARTS & CALENDAR
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ECONOMIC TRADING CHARTS & CALENDAR (conTINUED)

Previous Week's Releases

10-May

11-May

12-May

Consumer Price Index
CPI ex-Food & Energy

PPI Final Demand
PPI ex-Food & Energy

Previous Argus Street
Release Month Report Estimate Estimate Actual
April 5.0% 4.8% 5.0% NA
April 5.6% 5.3% 5.4% NA
April 2.7% 0.5% 2.4% NA
April 3.4% 3.0% 3.3% NA
April -4.6% -5.0% NA NA

Import Price Index

Next Week's Releases

23-May

25-May

26-May

Release
New Home Sales

GDP Annualized QoQ
GDP Price Index

Durable Goods Orders
Personal Income
Personal Spending

U. of Michigan Sentiment
PCE Deflator

PCE Core Deflator

Previous Argus Street
Month Report Estimate Estimate Actual

April 683 K NA NA NA

1Q 1.1% NA NA NA

1Q 4.0% NA NA NA
April 3.2% NA NA NA
April 6.0% NA NA NA
April 6.2 NA NA NA
May 63.5 NA NA NA
April 4.2% NA NA NA
April 4.6% NA NA NA




Argus Research Co. (ARC) is an independent investment research provider whose parent company, Argus Investors’ Counsel, Inc. (AIC), is registered with
the U.S. Securities and Exchange Commission. Argus Investors” Counsel is a subsidiary of The Argus Research Group, Inc. Neither The Argus Research
Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and does not have investment banking
operations. The Argus trademark, service mark and logo are the intellectual property of The Argus Research Group, Inc. The information contained in this
research report is produced and copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or disclosure is prohibited by
law and can result in prosecution. The content of this report may be derived from Argus research reports, notes, or analyses. The opinions and information
contained herein have been obtained or derived from sources believed to be reliable, but Argus makes no representation as to their timeliness, accuracy
or completeness or for their fitness for any particular purpose. In addition, this content is not prepared subject to Canadian disclosure requirements. This
report is not an offer to sell or a solicitation of an offer to buy any security. The information and material presented in this report are for general information
only and do not specifically address individual investment objectives, financial situations or the particular needs of any specific person who may receive
this report. Investing in any security or investment strategies discussed may not be suitable for you and it is recommended that you consult an independent
investment advisor. Nothing in this report constitutes individual investment, legal or tax advice. Argus may issue or may have issued other reports that
are inconsistent with or may reach different conclusions than those represented in this report, and all opinions are reflective of judgments made on the
original date of publication. Argus is under no obligation to ensure that other reports are brought to the attention of any recipient of this report. Argus shall
accept no liability for any loss arising from the use of this report, nor shall Argus treat all recipients of this report as customers simply by virtue of their
receipt of this material. Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication
or guarantee of future performance. Argus has provided independent research since 1934. Argus officers, employees, agents and/or affiliates may have
positions in stocks discussed in this report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of covered companies,
or may own more than one percent of a covered company’s stock. Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford,
Connecticut, is a customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research Co. for research
used in the management of the AIC core equity strategy and model portfolio and UIT products, and has the same access to Argus Research
Co. reports as other customers. However, clients and prospective clients should note that Argus Investors” Counsel and Argus Research Co.,
as units of The Argus Research Group, have certain employees in common, including those with both research and portfolio management
responsibilities, and that Argus Research Co. employees participate in the management and marketing of the AIC core equity strategy and [LAEEEIE
UIT and model portfolio products.




