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Key Takeaways

» Costs for North America's investor-owned utilities (IOU) have been on the rise recently,
pressuring the customer bill, the industry's financial measures, and its credit quality.

e Priorto 2022, low commodity costs, slower inflation growth, and lower interest rates
contributed to a manageable customer bill, providing bill headroom for utilities to recover
steadily rising capital spending.

o Capital spending continues to escalate as the I0Us invest in safety, reliability, and energy

transition, and we expect their 2023 capital spending will remain robust at about $200
billion.

e Escalating costs along with rising capital spending may challenge 10Us to effectively
manage regulatory risk, potentially pressuring credit quality.

Chart 1
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North American regulated utilities' rising capital expenditures
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In 2022, rising commodity prices combined with inflation, brought an increase in average U.S. customer
bills by a staggering 13% on a nominal basis and 5% on an inflation-adjusted (real) basis (see chart 2).

Chart 2
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These rising costs continue to pressure the customer bill and hamper the industry's ability to effectively
manage regulatory risk. As the customer bill rises, regulators may issue somewhat less constructive
rate case orders to balance the interests of all stakeholders, including customers, potentially hurting
the industry's credit quality. We've examined some of the key drivers for such rising costs, including
growing capital spending for energy transition and system hardening, physical risks, supply chain
pressures, inflation, interest rates, and volatile commodity costs, and their effects on credit quality.

How The Industry Is Managing Energy Transition

The industry continues its long-term transition to reduce greenhouse gas emissions by growing
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renewable energy and closing its coal-fired generation. Over the past decade more than half of the U.S.'s
coal generation capacity closed and we expect that by 2040 almost all of the remaining coal plants will
retire. Meeting these goals requires a thoughtful multi-decade expansion of renewable energy and
battery storage, contributing to the industry's robust capital spending. Simultaneously, companies have
had to align the depreciation and retirement of coal assets to avoid under-recovery or stranded assets.
Although we expect companies will proactively minimize the impact to the customer bill by making use
of renewable tax credits and reducing costs, given the extent of the transformation, maintaining credit
quality could still be challenging.

In 2021, the Arizona Corporation Commission (ACC) disallowed Arizona Public Service Co. (APS) from
recovering about $215 million related to spending on selective catalytic reduction (SCR) equipment at
the company's Four Corners coal-fired power plant. We viewed this development as negative for credit
quality. As such, S&P Global Ratings lowered its rating on parent Pinnacle West Capital Corp. and its
utility APS to 'BBB+' from 'A-', and assigned a negative outlook on both entities.

Subsequently, APS appealed this rate case decision to the Arizona Court of Appeals and in March 2023,
the court vacated the ACC's disallowance of the SCR investment and remanded the issue to the
commission. In mid-2023, the ACC revised its order, authorizing APS's rate recovery of the $215.5 million
SCR costs through a rate surcharge beginning July 2023. We continue to monitor future developments,
including the company's pending rate case filing.

In March 2023, Kentucky passed Senate Bill 4, which prohibits the Kentucky Public Service Commission
(KPSC) from approving utility requests to retire coal-fired electric generation resources unless the utility
demonstrates that the retirement will not negatively affect customer rates or grid reliability. We believe
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this law could increase the challenges for Kentucky's utilities to effectively manage regulatory risk while
closing older power plants and replacing them with cleaner energy.

Shortly after the law was passed, PPL Corp.'s Kentucky utilities filed for the retirement of about 1,500
megawatts (MW) of coal-fired capacity and about 50 MW of natural gas-fired generation by 2028. The
utilities plan to replace these plants with two natural gas-fired facilities, 1,000 MW of solar capacity, and
125 MW of battery storage. We expect a KPSC decision on these requests toward the end of 2023 and
will continue to monitor these developments.

New Mexico is another state in which utilities could be affected by rising credit risks associated with
energy transition. In March 2021, Public Service Co. of New Mexico (PSNM) filed an application seeking
New Mexico Public Regulation Commission's (NMPRC) approval to divest and transfer its 13%
ownership interest in the Four Corners plant to the Navajo Transitional Energy Co. (NTEC) at the end of
2024 and to securitize the $300 million in transition bonds to finance its exit. In December 2021, the
NMPRC rejected the utility's proposal and PSNM appealed the decision to the New Mexico Supreme
Court.

Subsequently, in July 2023, the New Mexico Supreme Court upheld the 2021 NMPRC order, denying
PSNM's sale of its interest in the plant, preventing the company from abandoning the facility and
securitizing the unrecovered costs. We expect that the NMPRC's denial of PSNM's request will delay the
company's exit from coal, which could increase PSNM's environmental risks.

Physical Risks Loom Large
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Climate change has contributed to a significant increase in the number of adverse weather-related
events like wildfires, severe storms, and hurricanes since 2018. The |IQUs face resultant credit risks,
among them rising system restoration costs. These expenditures lead to higher debt levels because of
regulatory lag--the timing difference between when the higher costs are incurred and when utilities
ultimately recover them from ratepayers.

In early 2021, severe weather, particularly Winter Storm Uri, drove electricity and natural gas prices in
the southern U.S. to extraordinary levels. Utilities deferred collecting these unusually high costs from
their customers, and in the process increased debt to fund these costs, thereby leveraging their balance

sheets and weakening financial measures.

As aresult, S&P Global Ratings downgraded Atmos Energy Corp. and ONE Gas Inc. and revised the
outlook on OGE Energy Corp. to negative from stable. Similarly, during 2020 and 2021 Entergy Louisiana
LLC and Cleco Power LLC incurred higher energy costs as a result of Winter Storm Uri along with severe
damages to their distribution and transmission systems due to a series of hurricanes. Because of
weaker financial measures from these physical events, S&P Global Ratings downgraded Entergy
Louisiana to 'BBB+' from 'A-' and revised the outlooks on Cleco Power and its parent, Cleco Corporate
Holdings LLC to negative from stable.

Focusing On Grid Hardening And Undergrounding

To reduce risks and costs associated with severe weather events, utilities are investing in system
resiliency and hardening to strengthen service reliability, reduce outages, and reduce storm damages.
Although grid hardening initiatives usually require significant capital expenditures, resilient
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infrastructure that withstands severe storms is likely the most effective means to reduce risks related
to climate change. Below we discuss several examples of utilities' investments in grid hardening and
system resiliency.

Florida Power & Light Co. (FP&L)

FP&L is exposed to severe storm and hurricanes. In 2018, the company began a pilot undergrounding
project to improve resiliency. By year-end 2021, it had hardened or undergrounded more than 65% of all
main distribution power lines. The company also replaced wood transmission structures with concrete
or steel. FP&L plans to continue spending about 15% of its total five-year capital plan--or $5 billion to
$6 billion--for storm hardening. We view the undergrounding of electricity lines in higher-risk areas as
supportive of credit quality, increasing the company's resiliency toward hurricane risk, reducing
customer outages, and improving reliability.

Pacific Gas & Electric Co. (PG&E)

PG&E is currently undertaking a long-term system hardening initiative that includes undergrounding
about 10,000 miles of its powerlines in its service territory. PG&E's initiative to underground powerlines
in high-fire-risk areas represents the largest effort by a utility in the U.S to underground powerlines to
reduce its wildfire risks. From 2019 to 2022, the company undergrounded approximately 300 miles. We
expect the company will underground an additional 350 miles in 2023.

Entergy Corp. and its subsidiaries
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These companies, which are mostly located around U.S. Gulf Coast, have experienced higher storm risks
than most other utilities. They incurred significant damages in 2020 and 2021 from hurricanes, with
Entergy Louisiana LLC alone incurring approximately $2.6 billion in restoration costs. Entergy Louisiana
and Entergy New Orleans LLC expect to invest approximately $10 billion and $1 billion, respectively over
a 10-year period toward improving system resilience. We believe that approval of this plan would be
supportive of credit quality, likely reducing physical risks for the company over the longer term.

Dealing With Supply Chain Issues

Since COVID-19, supply chain disruptions have emerged as an increasing risk for the industry. During
2020 and 2021, utilities were able to navigate these challenges by using inventory at hand. However,
longer lead times to procure materials has since affected the cost and timing of capital projects. The
regulatory lag associated with recovering these higher costs is increasing working capital, leading to
higher leverage and interest costs for the industry. We expect that this rising risk could constrain credit
quality as financial performance weakens.

In June 2022, two Wisconsin utilities, WEC Energy Group Inc. and Alliant Energy Corp., deferred the
retirement of their coal-fired generating units due to a delay in the commercial operation of renewable
energy projects stemming from supply chain issues. Similarly, costs for renewable projects increased
for Madison Gas & Electric Co., a subsidiary of MGE Energy Inc., primarily because supply chain
disruptions delayed the construction timelines for its solar energy centers. While in these instances,
credit quality was not affected because the project delays were limited relative to the overall size of
these companies, larger and more material delays could potentially hurt credit quality.
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The Impact Of Rising Interest Rates

Since 2022, rising interest rates have increased costs for all industries, including 10Us. IOUs generally
have considerable near-term debt maturities and ever higher discretionary cash flow deficits that they
mostly fund with debt. That further increases costs for the industry, and pressures financial metrics.
Adding regulatory lag to the mix means that these continuously rising costs weakens the industry's
financial measures. We expect that higher interest rates will continue to increase costs, pressure
financial measures, and over time may contribute to a weakening of the industry's credit quality.

Chart 3

£202°00° L | Bululensuoy s1 uonol4 AojeinBey sBuley [eqo|9 485~ /8 -- $0-Z0d4H DOH

11295 "ON 18%900 3nd

6l Jo 0| ebed

ZEZELFZELF "ON 1IVD0A HVOS



60.€

Near-term debt maturities forre gulated I0Us

70
%63 $62
60 $59
S0
$42
40
=
=
4
30
20
10
0
2023 2024 2025 2026 2027
I0Us --Investor-owned utilities Source: S&P Global Ratings

Copyright © 2023 by Standard £Poor's Financial Services LLC All rights reserved

Inflation Is Still A Consideration

Although the rate of inflation has slowed from 2022 levels, it remains elevated relative to historical
levels. We anticipate this will result in higher operations and maintenance (0&M) and capital costs.
While some utilities have interim mechanisms that reduces the regulatory lag, most will have to file rate
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cases on a more frequent basis should inflation remain high over the longer term.

In September of this year, rate case filings for the month reached the highest level compared to the
previous five years. Companies filed 10 rate case filings (compared to the 5-year historical average of 7)
totaling $334 miillion in requested increases or more than 13% higher than the $295 million rate increase
requests in August. This suggests that the frequency of rate case filings may increase, partially
reflecting rising costs from inflation. While more frequent rate case filings can reduce the regulatory lag,
consistent rate case filings can lead to regulatory fatigue. This necessitates that the industry carefully
balances the use of these mechanisms to effectively manage regulatory risk. We believe management of
regulatory risk may have recently become more challenging in Connecticut and Kansas.

In Connecticut, the Governor recently signed Senate Bill 7 into law, which discontinued the use of the
electric system improvement charge in future rate proceedings and allowed the Connecticut Public
Utilities Regulatory Authority (PURA) to have discretion regarding the previous consistent
implementation of decoupling. Furthermore, recent rate orders for Aquarion Co. (a subsidiary of
Eversource Energy) and The United llluminating Co. (UIC) (a subsidiary of Avangrid Inc.) significantly
deviated from our base case. The orders did not approve the multiyear rate plans filed, included material
disallowances, penalties for UIC, and below-average returns on equity. We view these developments as
inconsistent with our view of the state's regulatory framework for investor-owned utilities. We expect
that these decisions will decrease cash flow predictability and increase regulatory lag for these utilities.

Earlier in 2023, Evergy Inc. subsidiaries Evergy Kansas Central Inc. (EKC) and Evergy Metro Inc. (Metro)
filed their first rate cases in Kansas since Evergy was formed in 2018. The utilities filed for net rate
increases of $204 million and $14 million, respectively, and the Kansas Corporation Commission (KCC)
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staff recommended a net increase of $109.5 million for EKC and a net decrease of $42.3 million for
Metro, which is approximately $150 million below the company's requested amounts.

Recently, Evergy's subsidiaries along with the other parties filed a unanimous settlement with the KCC,
agreeing to a net rate increase of $74 million for EKC and a net decrease of $32.9 million for Metro, which
is approximately $177 million below their initial request. We expect the KCC to issue an order by
December 2023. Overall, we assess this settlement as negative for credit quality, reflecting a potentially
more challenging regulatory environment in Kansas for its utilities.

Commodity Costs Volatility

Although commodity costs have stabilized in 2023, the high natural gas prices experienced in 2022 put a
temporary squeeze on the industry's credit metrics. Utilities typically recover gas costs on a monthly
basis from ratepayers, with minimal regulatory lag. However, given the dramatic increase in commodity
costs, many utilities strategically deferred these costs for future recovery to minimize the near-term
impact on the customer bill. While deferring costs for future recovery, physical and financial hedges, and
securitization are all useful tools that can effectively smooth the customer bill from short-term
commodity price volatility, there is no practical solution to longer-term and persistently rising
commodity prices. Such a scenario would likely pressure both the customer bill and the industry's credit
quality.

Chart4
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The confluence of higher operating costs due to rising inflation, higher interest rates, storm restoration
costs, increasing capital spending, and the recovery of previously deferred higher commodity costs, has
resulted in growing rate case filings and increased rate rider recovery requests from state regulators. We
expect to closely monitor the industry's ability to not just recover these rising costs but to do so in such
a manner that minimizes the regulatory lag. However, given the impact of these higher costs to the
customer bill, the industry's ability to effectively manage regulatory risk could become increasingly
challenging, possibly pressuring its credit quality.
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North American Utilities, Power & Gas Outlook 2024

Elevated Capex and Higher Funding Costs Pose Headwinds

Fitch's Sector Outlook: Deteriorating

Fitch Ratings’ deteriorating outlook for the North American Utilities, Power & Gas sector reflects
continuing macroeconomic headwinds and elevated capex that are putting pressure an credit metrics in
the high-cost funding environment. Bill affordability concerns for ratepayers continue to persist despite
the pull back in natural gas prices and inflationary pressures.

Fitch expects utility capex to grow by double digits in 2024, underpinned by investments needed to make
the electric infrastructure more resilient against extreme weather events and to accommaodate
renewable generation, ncluding distributed sources, Rate case outcomes are key to watch as regulators
balance more rate requests with increases in customer bills. Authorized ROEs could prove to be sticky
despite an increase In cost of capital,

Higher weather-normalized retall electricity sales, driven by datacenter growth and onshoring of
manufacturing activities, and tax transferability provisions of the Inflation Reduction Act could
somewhal offset headwinds to utilities. Ongoing management actions to sell assets and ssue equity, in
some cases, is supportiveof parent companies' ratings.

Rating Outlook Distribution

Within Fitch's coverage, 0% of ratings hold Stable Rating Outlooks. We expect limited rating movement
in 2024. The number of upgrades in 2023 so far exceeds the number of downgrades, and Is driven by
positive rating actions on several parent holding companies and their regulated subsidiaries. Notable
examples are one-notch upgrades of PGEE Corporation (BB+/Stable) and Edison International
(BBB/Stable). An increase In extreme weather activity, including catastrophic wildfires, could present
material event risks to electric utilities, especially those serving wildfire-prone states, Execution risk with
large, complex projects, such as offshore wind, s an additional source of concern

The median senior unsecured rating for operating subsidiaries remains steadfast in 2023 at 'A-", and we
expectnochange in 2024 The median senior unsecured rating for parent hokding companies is'BBB . We
expect this median to hold in 2024 despite Negative Rating Outlooks on some parent holding companies,
including Eversource Energy (BBB+), Emera Incorparated (BBB), and Pinnacle West Capital Corporation
(BBB+).

e
What to Watch
* The macroeconomic environment.
* Rate case outcomes.
« Continued higher capex supported partially by Inflation Reduction Act tailwinds.
« [Extreme weather events.

Shalini Mahajan, Managing Director

“Elevated capex combined with higher financing costs continue to
weigh on North American utilities’ credit metrics. Affordability
concerns for ratepayers could lead to a longer than usual lag for
authorized ROEs to track the rise in cost of capital. Fitch expects
ongoing management actions to sell assets and issue equity, in some
cases, to be supportive of credit ratings.”
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FitchRatings

What to Watch

Uncertain Macroeconomic Environment

The key economic assumptions under lying our sector and Rating Outlooks include a mild recession in
2024, CPI inflation of 2.7% and a 10-year US. Treasury rate of 4.0% at YE 2024. We use Fitch's natural
gas price assumption for Henry Hub of $3.30/per million British thermal units. Other key assumptions
include 0.5%-1.0% weather-normalized retall electricity sales growth in 2024 and elevated capex across
the industry.

Bill Affordability

Fitch expects utility billaffordability to remain a major issue for the industry, as rising operating and
financing costs coupled with continued high capex put pressure on customer bills and could affect
future regulatory outcomes. The average residential price of electricity increased 10% in 2022
compared with 2021 and is up 6% YTD following almost a decade of very modest annual increases.
A material decline In natural gas prices in 2023 provided some relief to customer rates, but another
sharp increase in commodity prices could shrink utilities' ability to seek timely recovery of expenses.

Higher Capex

Utilities continue to invest in storm-hardening, grid modernization and renewable generation among
other capex, Based on data from Edison E lectrical Institute (EE), industry capex is projected to increase
11% in 2023 {projections as of July 2023), after growing 11%in 2022, EEl projections for 2024 and 2025
are mostly flat compared with 2023, but are likely to be revised higher as capex tends to be
underestimated for outer years. Many utilities continue to target 7%-9% rate base growth over the next
five years, which s driving elevated rate case activity and creating regulatory headwinds.

Climate-Related Risks

The catastrophic wildfire in Maui in August 2023 and the multi-notch downgrade of Hawalian Electric
Company, Inc. (B/Rating Watch Negative) highlight the heightened physical risks faced by electric
utilities as a result of climate change. Investor-owned utilities in several states, including in California,
Oregon, Colorado and Hawail, are facing billions of dollars of potential wildfire-related claims.

California provides aroadmap for other states for both developing comprehensive plans to prevent,
mitigate and respond to wildfires; and effective legislative, regulatory and other mechanisms to
recover prudently incurred costs and wildfire-related liabilities. Some states began to address this
issue with key constituents: progress on these initiatives would be key to preserving utilities'
creditworthiness.

-]
Additional Key Sector Issues
» Thesxecution of asset sakes and equity issuances,
*  Wildfire-mitigation plans.
» Thepace of energy transition.

Corporates
Utilities, Power & Gas
North America
U.S. Macroeconomic Forecasts and Key Performance Indicators
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Key Sector Issues

Retail Sales Trend

Retail electricity sales in 2023 were affected by mild weather, and are down 2% YTD compared with the
corresponding periad of 2022, Residential sales, which are the most sensitive to weather, declined 4%,
while commercialand industrial sales declined by 2% and 1%, respectively. Several electric utilities began
0 see rebust sales grawth from data centers, expansion of auto and other manufacturing facilities, and
electrification trends in cil and gas drilling. Fitch expects weather-narmalized total retail sakes to be
(1.5%-1.10% higher in 2024 compared with 2023,

Patential for Higher ROEs

Given a historic spread between median authorized ROEs and 10-year ULS. Treasury rates of 600bps-
700bps, Fitch expects authorized ROEs tostart trending up with the increase in interest rates, albeit with
a lag. However, given the uncertain macroenvironment and bill pressure on customers, the lag could be
lenger than in previcus cycles. Mare impartantly, the gap between authorized and earned ROEs
continues to narrow, reflecting a better regulatary construct in most jurisdictions.

Partfolio Management Actions to Slow

Driven by higher valuations compared with issuing equity, utility parent companies have been selling
noncare, nonrepulated renewable businesses and partial cwnership interest in regulated subsidiaries.
However, with the rise in interest costs, such sales are a less attractive option. Some utility parent
companies wauld need to issue equity tasupport large capex plans at their regulated subsidiaries and to
maintain credit metrics, We are beginning to see managements taking step in this direction.

Tailwinds from the Inflation Reduction Act

Fitch views the Inflaticn Reduction Act to be positive far the industry, because the attractive tax
incentives for clean generation will offset the inflationary bill pressures and lower the cost of energy
transition to customers. Transferability of tax credits provides utilities and power generaticn companies
enhanced financial flexibility ta fund clean investments. Integrated utilities benefit the most, and Fitch
expects them to accekerate the replacement of fossil generation with renewables.

Improving Leverage Metrics

Fitch expects median leverage metrics far the sector ta improve in 2024, driven by recovery of deferred
fuel balances. Specifically, Fitch expects median FFO leverage for operating subsidiaries to be
approximately 4.3x in 2023 and improve in 2024 as utilities recover deferred fuel balances in the next
12-24 maonths.

Median FFO keverage for parent halding campanies continues ta be elevated. Asset-manetization
opportunities to replace equity needs are mastly exhausted and pending sales are already mostly
reflected in Fitch's forward credit metrics. Companies are increasingly considering issuing equity to
maintain their existing credit ratings. Fitch expects median FFO leverage for the utility parent
companies to be 5.3x in 2023 and to improve modestly to 5.1x in 2024, The sharp escalation in interest
rates significantly narrowed the headraom in FFO fixed-charge coverage for the sector.

Corporates
Utilities, Power & Gas
Narth America
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Appendix
North American Utilities, Power & Gas — Issuer Level Forecasts
MNet revenue grawth { %] FFO margin { %] FFO leverage {x] FFQ interest coverage {x)

Issuer IDR  Qutloak 2022 2023F 2024F  2025F 2022  2023F 2024F  2025F 2022 2023F 2024F  2025F 2022 2023F 2024F  2025F
Algonquin Power & Utilities Corp. BEBB  Stable 214 214 -54 4.0 263 227 200 22.4 6.6 58 5.8 55 3.5 3.8 3.3 3.7
American Electric Power Company, Inc. BBE  Stable 17.1 -4.% 25 2.2 282 27.3 31.3 314 57 58 5.5 5.8 5.3 51 5.3 4.7
AVANGRID, Inc. BEBB+ 5table 13.4 3.4 16.% 4.4 18.5 221 19.4 21.4 5.0 4.7 4.7 4.7 4.8 4.1 3.4 3.7
Black Hills Corporation BEBB+ 5table 30.9 -4.1 -34 2.6 20% 30.2 30.3 299 6.9 4.7 5.0 51 4.5 6.0 5.4 4.9
CenterPoint Energy. Inc. BEBB  Stable 11.% -7.5 10.6 4.3 203 291 301 313 72 6.0 5.6 5.4 4.6 6.5 4.8 4.8
CMS Energy Corporation BBB  Stable 18.7 -8.9 -2.2 29 220 24.5 272 295 5.6 5.7 5.7 5.6 5.0 40 40 43
Consclidated Edison, Inc, BBB+ Stable 14.6 -5.0 4.1 19 234 243 322 287 5.1 5.0 4.1 4.6 5.0 4.7 5.0 5.3
DTE Energy Company BBB  Stable 285 -5.4 -250 12.8 16.1 16.6 230 210 5.0 5.2 5.5 5.7 5.7 50 48 43
Edison International BBB  Stable 15.5 -5.6 3.5 7.3 15.5 382 35.5 34.9 9.2 4.2 44 44 3.3 4.3 4.1 4.1
Emera Incorporated BBE  Negative 314 -11.0 4.4 N.A. 247 0.9 30.7 N.A. 7.2 6.5 6.4 N.A, 3.5 37 3.7 N.A.
Eversource Energy BEB+ Megative 24.8 4.8 -3.5 4.5 201 255 29.1 28.7 74 55 5.4 5.2 4.7 5.0 5.1 5.0
Exelon Corporation BEBB  Stable -44.7 12.%9 4.8 3.4 268 243 255 30.5 6.0 6.2 6.0 5.4 4.4 3.9 3.8 4.2
FirstEnergy Corp. BBB- S5table 124 10.2 5.6 3.2 1%.1 19.% 19.4 18.2 6.3 6.1 51 5.2 3.3 3.6 3.6 3.5
Hawraiian Electric Industries, Inc. B RN 31.3 -20.5 -3.3 -0.7 14.5 161 17.6 18.4 4.0 4.3 4.1 4.1 5.9 5.2 5.3 52
MextEra Energy. Inc. A- Stable 22.8 27.5 1.7 -24 376 39.5 41.0 41.2 6.7 5.1 5.0 4.5 6.1 4.8 4.5 4.3
NiSource Inc. BBB  Stable 194 45 24 31 252 286 313 331 6.3 5.2 5.5 5.5 4.7 4.6 5.8 5.4
NorthWestein Corporation BBB  Stable 77 5.5 31 4.5 233 29.2 302 320 6.0 4.4 42 34 4.6 6.6 7.1 8.4
OGEEnergy Corp. BBB+ Stable -7.6 -13.2 5.5 37 16.9 29.5 30.0 30.3 6.2 4.3 4.1 42 4.4 5.2 5.1 51
Otter Tail Corporation BBB  Stable 220 -15.3 1.5 22 273 250 239 20.7 19 28 28 35 11.9 10,0 75 5.3
PG&E Corporation BB+  Stable 3.1 -1.0 23 5.2 192 298 344 418 7.8 5.7 5.0 4.1 34 4.8 5.1 6.1
Pinnacle West Capital Coirporation BBB+ Negative 13.7 44 9.0 2.5 289 249 323 310 54 5.8 44 48 5.5 4.0 4.7 4.8
Puget Energy Inc. BBB- S5table 10.%9 -1.4 4.5 4.4 1%.7 269 263 249 6.3 53 5.2 51 3.5 4.3 4.2 4.2
Sempra BEBB+ 5table 12.3 6.4 -1.4 77 340 341 36.7 35.8 4.6 4.5 4.4 4.5 5.3 5.2 51 4.8
The Scuthern Company BEBB+ 5table 26.7 -5.0 3.4 1.9 200 320 335 315 7.0 5.0 4.8 5.0 4.2 4.7 4.7 4.4
WEC Energy Group. Inc. BEBB+ 5table 15.4 -4.1 1.4 3.4 249 319 335 34.5 5.9 52 51 4.9 5.9 5.2 4.7 4.5
Xcel Energy Inc. BEBB+ 5table 1440 -2.1 -0.1 -0.7 261 310 341 34.4 5.1 4.7 4.5 4.8 5.4 5.7 5.7 5.4
Sector Median 13.9 -3.1 25 34 227 280 30.3 30.5 6.1 52 5.0 4.9 4.7 4.8 4.9 4.8

F - Forecast. RWHN - Rating Watch Megative
Saurce; Fitch Ratings, Fitch Salutions
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Sector cutlooks are a peneral forward-looking assessment of the underlying operational and
business conditions of the secter compared to the previous calendar year. A neutral cutlook is an
assessment that these conditions will remain mosthy unchanged. Sector cutlooks are distinct from
Rating Qutlooks.

QOutlooks and Related Research

2024 Qutlooks

Global Economic Outlogk - September 2023 (September 2023)

North American Utilities, Power & Gas — Relative Credit Analysis (November 2023}
North American Utilities, Power & Gas Dashboard: Third-Quarter 2023 {October 2023)
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Interest Rates Have Peaked Amid Tight Financial Conditions

The Blue Chip Financial Forecasts (BCFF) see an economy
that is likely to slow down in coming quarters due to tighter
financial conditions. As a result of slowing growth and an
accompanying decline in inflation, market vields are likely to
continmie to fall. The consensus expects that the Fed has com-
pleted its tightening cvcle and will begin easing in 2024, The
economy 1is expected to avoid a recession as it has shown resil-
wnee (especlally in the labor market) in the [ace ol policy
tightening,

Slowdown ahead. The laiest GDP [Lgures lor Q3 2023
showed a sizable 5.2% quarier-lo-quarier annualized growth
rale, bul recent data suggest that demand 15 dwindling, The
Adlanta Ted noweast 1s currently pomiing o a 2.1% pace
(4. The BCFF consensus looks for an even slower growth rate
ol 1.2%. Importanlly, the consensus expeets epid growth o
persist for the entire forecast horizon. The average GIIP
orowth forecast for all of 2024 is 0.7%. with particular weak-
ness in the first three quarters.

In a special question, the median BCHFY forecaster puts the
odds of reeession in the next 12 months at 45%. A sigmlicant
minority of forecasters (27%) believes that a recession is the
maost likely path for the economy, and expects two or more
consceulive quarterly deelines m GDP. The other 73% ol pan-
elists expeet a slowdown withoul recession.

Consisient with a soll ceononiie cutlook, the consensus pro-
jeels contmued declines in the mllation rate. The PCE infla-
uon rale 1s expeeled Lo slide w 2.2% by midyvear 2024, nearly
4 pereenlage poinl lower than the current mflation rate.

Tight financial conditions. Farlier this vear, market interest
rates had increased to levels not seen since before the 2008
financial erisis. For example, the 10-vear Treasury vield near-
Iy reached 5% in (ctober. Rates rose for a variety of reasons
meluding data showing cconenue resilicnee, which m um
signaled that the Fed might have to keep rates high for longer
than anticipated. ITigh raies have waken a wll on mnleresi-
sensilive seelors, such as housing and capital goods expendi-
wres, There 1s o growing sense (hat clevated rates have done
some of the work lor the Fed o slowmyg the ceonenty. In a
speelal question, BCTT panclists overwhelmingly stated that
the rise in rates has (ghtened [inancial conditions sullicienily
w delay/prevent further mlerest rale mereases,

Indeed, with the funds rate above 5%, inflation subsiding, and
Fed asset holdings declining, policy does already seem quite
tight. In a speeial question, panelists estimated that the neutral
fed funds rate was 2.9%, which is well below the current funds
rate target.

Falling market yields. As a result of tghiemng [inancial con-
ditions and the drag on cconemie activily, the 10-vear yield
has actually begun w deeline, [allmg by more than 60 basis
poinls in the past month. This decline was aided by betler-
than-expected inflation news [or October, with the CPI poesting
an unchanged reading for a 3.2% rise vear to vear. Core Cl
ose 0.2% lor a 4.0% rise vear W year, the lowest reading
sinee August 2021,

The BCFF consensus expectation that both economic growth
and inflation will slow significantly in the near term is being
reflected in projections for market rates. The slide in rates over
the past month is expected to continue over the next six quar-
ters. For example, consensus expectations for the 10-vear
Treaswry vield are for a half-point drop to 4.3% by Q1 2025.
At the same time, the l-vear Treasury bill rate is expected to
[all by nearly 1.5 pereentage points o 4.1%, suggesung a sig-
nificant steepening of the vield curve and a move away from
mversion,

Importantly, the BCTT conscnsus expeels morlgage rales (o
[all by nearly 1 perceniage pomi over the nextl six quarlers,
which could brmg much necded rehiel W the beleaguered
housing market. The weakness in the economy is also ex-
peeted o alleel corporale debl somewhal, as panelists look [or
the spread between corporates and 'I'reasurys to widen slightly.

Nn more Fed tightening. Policymakers have made a point of
leaving the door open tfo further hikes, even as Fed Chair
Powell suggests that the economy may be resistant to higher
rales. While supply chaims have mnproved, aiding the decline
in inflation, Powell has stated repeatedly that the path to lower
mflation 1nvelves below-trend growilh and sollening in the
labor market. Conversely, BCTT panelists believe that the Ted
18 [mished hiking rates. In a speetal quesiion, 100 pereent ol
panclists mdicated that the Fed had completed 1ts tghtemmng
eyele. Markeis agree — the [ederal [unds [ulures market does
nol price in any [urther Ughlening cither,

Funds rate cuts. Agamnst this backdrop, every BCTT panclist
expects the Fed to cut the fed funds rate in the forecast hori-
7on. ‘Three-quarters of the panelists believe the Fed will cut
rates for the first time either in Q2 or Q3 2024, Respondents
seem to he pushing out the timing of the first rate cut — two
months ago no panelist thought rate cuts would start after ()3
2024, now 22% do. Still, the BCFF consensus is that the fad
funds rate will drop to 4.2% by Q1 2025, with nearly all pan-
clists indicating that Fed casing will be ongomg al that tne.

Long-range forecasts. The Blue Chip senu-annual longer-
range [orceasts show BCTT panclists™ views on trend growih,
nllation, and interest raies oul (o 2034, Irom 2026 on, panel-
1818 expeet US GDP growth will hover near 2%, wlich 1s
slightly higher than the CBRO esumale of the steady state. They
anticipate inflation will subside toward the Fed's target
through 2026 and remain there.

Interest rates are expected to fall but remain elevated relative
to pre-pandemic norms. The BCFF consensus looks tor the
funds rate to drop to 3% by 2028 and remain there. Similarly,
the 10-vear vield is expected to decline to 3.9% in 2025 and
stay there. For comparison, in the decade prior to the latest
tightening cycle, the funds rate averaged 0.6% and the 10-year
vield averaged 2%. 'The higher rate projections are consistent
with panelists’ judgments about the neutral fed funds rate,
which iz substantially higher than before the pandemic.

Peter D Anfonio (Haver Anabitics, New Fork, NY)
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Consensus Forecasts of U.S. Interest Rates and Key Assumptions

History Consensus Forecasts-Quarterly Avg.
------- Average Tor Week Fndinge-—---  ----Average Tor Month--- Latest Q| 40) 1Q 20 3Q 4Q 1Q

Inierest Rales Nov24 Novw 17 Novid Nov3i Oct Sep Aug  3Q2023 | 2023 2024 2024 2024 2024 2025
Federal Tunds Rate 3.33 3.33 3.33 333 333 533 533 326 54 54 52 49 46 42
Primc Rate 8.50 850 850 8.50 850 850 8.50 843 85 85 83 81 77 74
SOFR 5.31 332 332 5.33 331 331 530 323 54 83 82 49 46 43
Commereial Paper, 1-mo. 5333 5.34 532 3.33 533 531 .30 526 5.4 54 51 1.9 4.5 4.2
Treagury bill, 3-mo. 3.54 352 354 3.57 360 356 3.56 354 55 54 51 48 45 42
Ireasury bill. 6-mo. 543 34 346 5.51 357 351 5.54 3353 535 83 51 47 44 4.1
Treasury bill, 1 vr. 3.20 527 533 5.8 542 544 337 539 54 52 49 46 43 4.1
Treagry note, 2 vr. 4.89 4.89 4.97 4.97 307 0 302 4.90 492 149 48 45 42 40 39
Lreasury nole. 3 yr. 445 4.50 4.59 4.69 477 449 431 431 46 45 43 441 40 38
Treasury nole. 10 vr. 443 4.50 4.59 4.75 480 438 417 4,15 46 45 43 42 41 4.0
Treagury note, 30 vr. 4.57 4.635 475 4.93 495 447 428 4.24 48 47 45 45 44 43
Corporale Aaa bond 541 3353 3.60 5.80 387 338 525 320 5% &5 &3 353 341 5.0
Corporale Baa bond 6.02 6.17 6.31 6.52 653 603 590 5.86 64 64 64 63 62 61
State & T.ocal bonds 445 4.535 4.67 4.90 488 454 4.39 4.38 46 47 46 46 45 44
Home morlgage rale 7.29 7.4 7.50 7.76 762 720 707 7.04 T S B | 69 67 63

Hiatory Consensus Forecasts-Quarterly

4Q 1} 2Q 30 4Q 1} 20 3Q 4 1Q 20 30 4Q  1Q

Key Assumplions 2021 2022 2022 2022 2022 2023 2023 2023 |2023 2024 2024 2024 2024 2025

Fed's ATE S Tndex 1069 1083 1135 1188 1198 1153 114.6 1151 |116.6 1163 1159 1159 1157 1157
Real GDP 7.0 -2.0 0.6 2.7 2.6 2.2 21 32 12 07 03 06 12 L7
GDP I'rice Index 7.0 8.5 9.1 44 ERY 39 1.7 3o 27 24 23 22 22 22
Consuner I'rice Index 8.8 4.2 @7 3.3 4.2 3.8 2.7 36 2% 258 23 25 23 22
I'CE Price Index 6.8 7.7 7.2 4.7 4.1 4.2 25 23 26 24 22 23 22 21

Tlorecasts for interest rates and the Tederal Reserve’s Advanced Toreign Teonomies Tndex represent averages for the quarter. Torecasts tor Real GDP, GDP Price Index, CPT and
PCT. Price Index are seasomally adjusted annual rates of change (saar). Individual panel members’ torecasts are on pages 4 throush 9. Thatorical data: Tieasury rates trom the Ted-
cral Roserve Board's H.15 AAA-AA and A-BBB corporate bond yviclds fom Banh of Amcdea-3Merill Lyonch and are 15 vears, vicld to matudiy, Slate and local bond yviclds
from Bank of Amenea-Mernll Lyvnch, A-rated, vicld 1o matudly;, Moogaee rales Gom Proeddic Mae, 30-vear, Gxed, SOFLR fom the Mew Yok Fed, All inlercsl ale dala arc
soureed fom Haver Analylics. Histodcal daia for Fed's Major Curreney Index are om FIGSIE H. L0, Hislodeal data for Beal G101, GDP Pdee Index and PCE Pdes Index are fom
(b Burcaw of Economic Analysis (BEA). Consumer Pdec Indes history 1s fom the Deparlment of Labor's Burcaw of Labor Stalisiics (BL3).

US Treasury Yield Curve us 3-Mo T-Bills & 10-Yr T-Note Yield
‘Weelk ended Nov 24, 2023 & Year Ago vs. (Quarterly Average)
40 2023 & 1Q 2025 History Forecast
Consensus Forecasts
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------------- Policy Rates!-———--—-—— o

History Conscnsus Forceasts

Month Yeuar Months From Now:

T.atest: Ao Moo 3 [ 12
U.s. 5.38 5.38 3.88 5.28 5.00 4.52
Japan -0.10 -0.10 010 | 008 AL06 0.01
UK. 525 325 3.00 5.25 501 425
Swilzerland 1.73 175 0.50 1.78 1.72 L1.55
Canada 5.00 3.00 375 5.03 4.78 412
Australia 4.35 4.10 285 432 4.24 381
Euro area 4.50 4.50 2.00 1.3 411 3.61

--------- —10-Yr. Government Bond Yields®------

History Conscnsus Foreeasts

Month  Year Meonths From Now:

latest:  Ago Ago: 3 6 12
11.5. 447 4.84 308 4.54 4.33 4.03
Gernlany 2.64 281 197 2.60 2.50 232
Japan 0.79 0.88 028 0.88 0.86 0.90
U.K. 4.34 4.61 326 425 412 3.87
Trance 3.20 345 244 317 3.03 2.87
Ttaly 4.39 4.84 3.83 443 4.28 415
Switzerland 0.9% 1.09 1.01 1.10 117 1.19
Canada 3.72 398 294 3.78 3.52 337
Australia 4.55 4.81 358 4.70 4.33 3.95
Spain 3.58 398 282 3.67 3.51 3.40

History (Consensus Forecasts
Month Year Months From Now:
Latest: Agon Agon 3 [ 12
s, 115.81 11873 11755 | 1159 1149 113.6
Japan 149.57  149.60 13921 | 148.1 1454 139.8
UK. 1.26 1.22 1.21 1.24 1.24 1.26
Switzerland (.88 0.90 0,95 0.90 LB9 0.88
Canada 1.36 1.39 1.34 1.36 1.34 1.31
Australia .66 0.64 0.68 0.65 o6 0.69
Euro 1.09 1.06 1.0 1.08 1.09 1.11
Consensus Consensus
Policy Rates 10-Year Gov't
vs. [0S Rate Yields vs. T8, Yield
MNow In 12 Mo. Mo In 12 M.
Japan -5.48 -4.51 {iermany -1.83 -1.71
UK. -0.13 -0.28 Japan -3.6% -3.13
Switzerland -3.63 -2.98 1IEK. -0.13 -0.16
Canada -0.38 .40 France -1.27 -1.17
Australia -1.03 .72 Ttalw -0.08 0.12
Euro area -(1.88 -0.92 Swilzerland  -3.49 -2.85
Canada -0.75 -0.66
Australia 0.08 -0.08
Spain -0.89 0.63

Forecasts of panel members are on pages 10 and 1. Definitions of vari-
ables are as jfollows:  Monerary policy rates. *Government bonds are
yields o maturitv, Foreior exchange rafe forecasts for UK, Australia
and the Luro are US. dollars per currency wnif, For the U8 dollar, fore-
casts are of the U8, Federal Reserve Board's AFT Dollar Index.

International. Growing conviction that central banks have concluded
their tightening cveles has [ueled a rally in both bond and equity mar-
kets over the pasi [ew weeks. Thal conviclion has been bolsiered by a
number of [aclors. First. global inflalionary pressures have coniinued
to diminish, in large part because of weaker energy prices. And, not-
withstanding the recent instability n the Middle Fast, oil prices have
conlinued lo decline over the pasl two monihs. which has [uriher eased
concerns that this trend toward weaker inflalion might stall. Second,
there 1s growing evidence 10 suggesi thal higher inlerest mtes are lak-
ing a heavier loll on global economic aclivily, evidence that’s parlicu-
larly compelling in the curo arca and the TTK. Tastly, the latest policy
decigions and accompanying statements from various central banks -
including the Fed, the ECB, and the BoE - indicale a growing consen-
sus among policymakers that [urther lighiening may not be necessary.
This month’s survey of Blue Clip Financial Forecaslers aligns with
that narrative, The policy rale projections Lor the US, Canada, Europe,
and Australia. [or example, indicale a broadly shared consensus thal
tightening cveles have reached their conclusion. And that corresponds
too with the responses to a special question, where approximately 90%
ol panelists believe the ECB and BokE have completed iheir lightening
cveles with that proportion rising 1o 100%% lor the Fed.

Closer scrutiny ol these policy rale projeclions [urther reveals that
easing cyveles are now expecled lo commence in the euro area, Swil-
cerland. Australia. the UK as well as the US within the next 6 months,
Tinancial tutures contracts, morcover, indicate that investors belicve
that casing campaigns could potentially begin cven carlier. Those
views do not, however, chime with the messages from central banks in
recenl weeks, Even the more dovish members of most central banks
policy commitiees have staunchly opposed these views over ithe last
lew weeks,

That dichotomy of views could rellecl a more downbeal view [rom
our panelists aboul the outlook [or growth and inllation next vear
compared with the expectations of central banks. In response to anoth-
cr special question, for example, 55% of our panclists expect a curo
area recession over the next 12 months while 38% expect a UK reces-
sion. As noled above, moreover, downbeal views aboul the growth
oullook — and euro area growth in parlicular - have been validaied ol
late by much ol the incoming dala. The [ash PMI survevs Lor Novem-
ber, for example, reveal ongoing contractions in the manufactiring
scetor in the curo arca, TR, Japan and the 1S,

Still, those recession odds for Furope and downbeat data points tor
manufacturing have not been amplified elsewhere. Tor example, only
44% of our panelisls now aniicipale a US recession phase over the
next 12 months. down a little [rom 47% in our last survey. Those same
[lash PMI surveys for November. in ithe meantime, suggest thal aclivi-
tv has held up quite well in the service scetor in the TS, 1TK and Ta-
pan.

Against this backdrop, investors are likely to be alert to how this di-
chotomy of views is resolved. Will the incoming data for both growth
and inflation disappoint 1o the downside and thereby validate ihe con-
sensus view thal easing cveles will shortly commence? Allernatively,
will growth and hold up and thereby challenge the dovish Blue Chip
consensus but at the same time validate the more hawkish central bank
consensus?

TTowever, the outlook tor the world cconomy and financial markets
will not solely hinge on these considerations. Ticonomic developments
in Asia will also be closely waiched. In response 1o another special
question. 74% ol our panelisls believe the silualion in China poses
signilicant nisks 10 global growih, Moreover, Japan’s economic oul-
look could wicld considerable influence over global financial stability
as well. There 1s ample speculation 1 particular about 1t and when the
TNol will start to normalize 1ts monetary policy. In a final special ques-
tion this monih. lor example, 62% ol our panelists expeci thal an in-
leresi rale normalizalion campaign could begin belore the middle of
2024,
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Fourth Quarter 2023
Interest Rate Forecasts Key Assumptions
Parcait Par Annum — Awerage For Quarter: fgy. For {GHQ % Change
Blue Chip Short-Tamm —Irtemediate-Tam— Long-Term, —tr— {SAAR)
Financial Forecasts 1 2 I 5 B 7 & § 1 1 LA K 18 A B. C. D. E.
Pane| Members Federal Prime SOFR Com. Treas. Tress. Treas. Treas. Treas. Treas. Treas. Aaa  Baa Stale& Home | Fedspdv GOF  Cons.  PCE
Funds  Bank  Rale Paper Bils  Bils  Bile Moes HNotes Motes Bond  Cop. Cop.  Local Mg | FonEcon| Real  Price  Price  Price
Fale  Rate o, 3Mo. Mo MYro 2 & 10 30Yr. Bond  Bend Bonds  Rale | Sindex |GOP Index  Index  Index
Scotiabank Group 55 H m 53 L na 55 m na 52 H 50 H 50 H 31 H ma na na na na 02 L 15 L 47 H 47T H
T8 Leband 58 H BE H 34 5h 34 35 51 L 47 43 44 45 32 Bl 44 g2 1150 15 16 H 18 k1
Bank of America 54 na na na na na na 45 47 45 48 na na na na na 15 27 25 25
BMO Capital Markets 54 A 33 L 54 36 H 33 53 44 4 45 &7 35 BA 31 Th 178 0% 22 28 23
Chan Economics 34 G4 L 33 L 33 L a4 35 33 48 43 44 48 Y] [l a0 72 150 15 i ] L]
Comerica Bank 54 BE H 34 na 34 35 53 44 &7 47 P 35 BA na 17 na 7 24 24 24
Daiwa Capital Markets America 54 85 na na 33 L ma na 49 45 43 47 na na na 3 e |10 28 KD KX
Fannie Mag 54 83 na na 55 45 53 45 43 45 47 na na na 73 na 11 29 24 24
(Geonia State University 54 A na na 35 34 5h ] &7 45 4 35 BA na Th na 11 25 28 25
GLC Financial Econcmics 34 i a4 34 25 34 33 48 43 44 48 B g0 2 ik 174 07 35 H 24 n
Goldman Sachs & Co. 54 na na na 36 H na na 300 47 48 44 na na na na na 14 18 28 21
NG 54 na na na na na na 48 43 45 48 na na na na na 19 na na na
JP. Morgan Chase 54 na na na na na na 47 L 42 L 41 43 L m na na na na 20 H 30 29 24
KPMG 54 A 34 54 36 H B8 5h 31 &7 47 4 35 7 na Th na 11 24 28 25
MacroPolicy Perspectives 34 i 23 L 34 EL I ] 34 a0 47 45 438 al g0 45 T3 (ALAI 15 5 31 21
Homura Securties, Inc. 54 L na na i na i 44 4 45 i na i na na na 0% 14 28 24
Quiord Economics 34 i a4 na 28 H 38 34 al 47 47 44 33 na na Th 1188 H] 10 i 43 33
RDQ Econcmics 34 i a4 3 OH A% 35 32 449 47 45 47 35 63 47 T4 (ALE] 15 2 0 I8
S&P Global Market Intelligence 54 85 54 na 35 B4 B 81 4T 4T 49 na na na 8 na 11 28 28 28
The Lonski Group 34 i 23 L 34 25 35 32 449 48 45 47 Y] 63 45 T4 1Mid 1.1 2 ] 15
The Morthem Trust Company 54 A 33 L 54 36 H 33 54 ] 4 45 4 34 B4 T Th 175 0g 23 12 24
Wells Fargo 34 i a4 34 a4 34 32 48 43 45 47 BN g7 al T3 na 07 i 34 i
Action Economics 5% L A5 37T H B4 35 35 54 ] 4 44 50 37 7 45 0 1131 16 22 22 14 1
Barclays 53 L m na na 34 na na na na na na na na na na na 15 28 28 7
Chmura Econamics & Analytics 3L oga 23 L 34 38 H 35 34 a0 48 45 438 a4 na na T3 na 1.7 33 33 31
DePrince & Assoe. 5% L A5 34 54 36 H 33 54 ] 4 45 4 34 B4 43 Th HET 11 kI 13 kNl
Economist Intelligence Unit 53 L 83 na 54 38 H 33 33 Al 47 43 48 na na na 73 na 05 na 29 na
E'Y-Parthenon 53 L m na na 54 na na na na 48 na na na na na na 13 7 25 21
Leornis, Sayles & Company 5% L A5 33 L B3 L &3 35 53 ] 4 45 &7 33 B3 45 T4 172 11 24 24 25
MacroFin Analytics & Rutgers Bus Schod 53 L 83 23 L 34 25 a4 34 449 44 45 48 35 g0 L 45 T4 158 12 33 33 i
Moody's Analyics 5% L A5 33 L 54 33 L 33 53 31 4 47 50 if A 44 17 na 0g 7 12 kNl
NafWest Markets W olm na 34 28 H a7 30 H 48 43 45 438 a8 g7 22 H 7D na 19 22 5 22
PHC Financial Senices Com. 5% L A5 33 L na 34 55 54 ] &7 45 4 na [ 41 Th 146 1| 14 7 24 2
Regions Financial Coporation 3L oga 23 L 34 25 33 33 449 48 45 47 ELL G4 47 T4 1173 1] i ] i
Santander Capital Markels 3L oga 23 L 34 38 H 33 33 449 48 45 438 34 G4 w LA 1168 18 0 L] 5
Societe Ganerale 53 L 85 33 L ona 35 55 53 49 48 48 47 na na na na na 16 27 27 20
Via Nowa Imestm ent Mat. 5% L BB 33 L B3 L 56 H 53 55 31 4 44 50 g0 BB 44 17 176 i H 22 2L
December Consensus 54 85 54 54 55 65 54 49 46 46 48 55 64 46 74 [ 165 |12 27 29 26
Top Ay 54 i a4 33 28 3a 33 al 438 48 44 BN g7 449 [ 174 18 1z 15 33
Bottom 104w, 53 A 33 54 34 54 53 43 dd 44 4 33 g2 43 71 1154 ar 2 24 0
Mowember Consensus 54 i a4 34 25 3a 34 a0 47 47 438 Y] [l 48 T3 178 04 i 1z ]
Humber of Forecasts Changed From A Month Ago:
Down 8 4 4 4 172 16 12 13 0 20 17 13 12 14 17 11 9 15 A 19
Same 29 i) i 16 18 & 13 12 ] & T 3 F 3 2 F 4 3 3 &
U 0 1 il 1 4 4 3 3 T 10 10 T B il g 3 14 13 10 &
Difusion hdex  20% 3% 42% 0 43 B% 0 2% MM M% O R% BE% 0% A% W% 1% 6% 8% G% 5% 3% W%
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First Quarter 2024

Interest Rate Forecasts Key Assumptions
Parcent Per Annum - Awerage For Quartey: g For | ———(QQ % Changej——
Blué Chip Short-Temn, —Intermediate-Tam— Long-Tem —Ctr— {SALR}
Financial Forecasts 1 2 34 3 ] 7 ) g 10 1 12 13 14 15 A B. C il E
Panel Members Federal  Prime SOFR Com.  Treas. Treas. Treas. Treas.  Treas Treas. Treas.  Aaa  Baa  Staled Home | Feds Adv GOP  Cons. PGE
Funds  Bank FRate Paper Bils  Bils  Bils Motes Motes Motes Bond  Cop. Com. Llocal Maq. [ FonEcon| Real  Price  Price  Price
Fate  Rate oo Mo &Moo YT 2¥r Sy 104t 304t Bond  Bond  Bonds  Rate Sihdex | GOP  Index  hdex  Index
SEP Global Market hteligence 36 H BT H 36 na 36 H &S 35 51 H 47 4 48 na na na Th na na 14 14 11
J.P. Margan Chase 55 na na na na na na 48 44 44 48 na na na na na 13 19 | 1.7
Seotiabank Group 35 na 33 na 34 na na 44 42 45 48 na na na na na 00 15 L 23 2B
Bank of America 54 na na na na na na 48 45 44 47 na na na na na 05 34 32 3
BMO Capital Markets a4 i 33 34 25 34 2l 48 44 44 48 a4 i a0 74 172 02 2.? 32 30
Chan Econcmics 34 4 33 53 34 5h 33 4 43 dd 48 35 BA ] T. 47 10 18 1% 24
Chmura Economics & Analytics 34 85 54 B4 85 55 34 48 48 4B 47 34 na na 7 na 03 i 30 29
Comenca Bank a4 il a4 na a4 34 2l 43 44 43 47 a4 63 na T3 na 0a 22 24 23
Daiwa Capital Markets Amernica 54 85 na na 53 na na 435 41 L 43 4 L om na na 71 116.0 40 L 28 8 25
DePrince & Assoc. 34 A 34 54 35 54 33 P 45 4 47 35 [ 45 T. 17l nr 7 ] 7
GLC Financial Economics a4 i a4 33 a4 32 a0 43 47 48 47 a4 g2 44 6.7 1164 13 ja H 18 24
Goldman Sachs & Co. 54 na na na 55 na na 50 47 48 H 47 na na na na na 18 23 7 24
NG 54 na na na na na na 45 42 43 45 na na na na na 0o na na na
KPMG a4 i a4 33 25 36 25 30 47 48 47 25 [l na 73 na 0a 24 14 14
MacroPolicy Perspectives 54 85 53 na na na na 47 43 45 na na na na 72 na 12 20 18 16
Momura Securities. Inc. 54 85 na na na na na 48 45 45 na na na na na na 13 16 L 25 22
Qxford Economics a4 i a4 na 36 H 33 a4 30 45 48 L 33 na na 73 1194 H| 00 28 24 23
RDQ Ecenomics a4 i a4 60 H 53 32 44 47 45 48 48 a8 [l 47 T3 173 0a 30 4 H 31
The Morthem Trust Company 34 A 33 54 35 54 34 50 43 &7 30 H 8 BA 44 Th HED na 13 1% 28
Wells Fargo a4 i a4 34 32 31 47 44 2 43 48 25 i 44 i na 04 23 24 23
Action Econamics 33 i 38 H 34 25 34 33 44 47 47 L 28 [l 45 i3 1184 06 18 14 14
Barclays 33 na na na 34 na na 50 T 48 H 30 H na na na na na 10 34 18 i
Economist Inteligence Unit 33 85 na 54 85 B4 &1 50 T 4B 48 na na na 7 na 48 na 3 na
EYf-Parthenon 53 na na na 50 na na na na 42 L m na na na na na 01 25 25 22
Fannie Maa 33 B4 na na 33 53 30 47 43 44 45 na na na kil na 04 22 18 18
Georgia State University 33 4 na na 34 52 32 4 45 45 47 34 BA na T4 na 03 13 14 11
Loomis, Sayles & Company 33 i 33 33 25 33 33 30 45 43 47 33 63 45 T3 1165 13 A 17 L 18
MacroFin Analytics & Rutgers Bus Schodl 5.3 A 33 54 33 54 34 4 44 dd 45 34 5O L 44 T2 Ha7 10 i 1% 28
Moody's Analytics 33 A 33 53 31 51 ] 4 45 P 47 37 7 44 T na 11 1 T 24
MalWest Markets 33 na na 34 368 H 37 H 38 H 43 43 44 47 a7 [l 2l 64 na 13 18 L 212 14
PNC Financial Sendces Corp. 33 i 33 na 33 34 32 44 47 43 48 na g9 H 43 74 1130 04 22 18 14
Regicns Financial Comoration 33 A 33 54 35 54 32 4 44 dd 48 33 B3 45 T2 HES N4 14 1% 28
Santander Capital Markels 33 i 33 34 25 34 32 44 45 48 L a4 G4 40 74 1160 12 31 18 2
Sociele Generale 53 85 53 na 53 54 47 42 L 43 43 45 na na na na na 05 18 22 22
The Lonski Group 33 A 33 54 35 53 ] 4 45 P 45 34 Bl 45 T. 1H7a N4 12 13 28
Yia Mova Imestment Mgt 33 i a4 34 33 33 33 44 49 H 45 H 4§ 28 H B3 48 78 1160 3 H 1 2 2
T5 Lombard 48 L 7B L 48 L 48 L 47 L 48 L 45 L 43 43 4.3 44 L 51 L 6D 43 61 oo L 02 32 32 32
December Consensus 54 85 53 54 54 53 52 48 45 45 47 55 84 47 T3 | 1183 |07 24 25 24
Top10Ag. 54 i 25 33 25 33 a4 30 47 47 L 28 [l 44 73 1174 13 30 k! 24
Bottom 10 A 53 4 33 53 32 52 44 dd 42 P 45 33 B3 44 T 133 4 11 14 18
Nowember Consensus 54 i a4 34 a4 34 32 438 45 43 47 25 i 48 T3 1180 03 24 15 24
Number of Forecasts Changed From A Month Aga
Down 10 T T B 12 10 10 14 12 14 12 12 1" 13 13 1 10 14 1" 12
Same 25 19 N g 13 1 13 15 13 10 11 3 3 2 g 3 12 g g 11
Up 2 3 1 § T B 4 T 1 13 1 T T 3 g 3 15 12 7 12
Difusion Index  39% 4% JA%  48%  42% 4% 30%  40% 40%  48%  40% 0% 40% 10% 43% 26% % 4% 5% 0%
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Second Quarter 2024
Interest Rate Forecasts Key Assumptions
Percent Per &nnum — Average For Quarter. Ay, For {Q-3 % Change}
Blue Chip Short-Term —Intermediate Tem— Long-Term —Gtr— iSAAR}

Financial Forecasts 1 2 14 3 ] 7 & 8 10 11 12 13 14 13 A B. C o E

Panel Members Federal  Pime SOFR Com.  Treas. Treas Treas. Treas. Treas Treas. Treas.  Asa  Baa  State & Home | Fedsddv GOP  Cons.  PCE

Funds ~ Bark Rate Paper Bils  Bils  Bils Hotes  Motes Wotes Bond Cop.  Cop.  Local Mig. | FonEcon | Real  Price  Price  Price

Rate  Rate 1Mo Moo BMo e 2 FYr 10y 3 Bond  Bond  Bonds  Rate Flndex [GDP  Index  Index  Index

S&F Global Market mtelligence 56 H &7 H &3 na 34 52 31 FX: dd 44 45 na na na T2 na 04 28 1% 18
J.P. Margan Chase 55 na na na na na na 45 43 44 47 na na na na na 03 20 19 15
Action Econamics 54 85 58 H 54 35 53 31 FX: 4 45 T 34 B4 44 77 H] 1187 1 11 13 17
BMO Capital Markcets 54 85 53 34 35 54 3l 4.3 P 43 45 34 [ 3l T3 172 08 21 14 23
Chan Econcmics 34 84 33 23 a4 39 0H 53 H 48 43 44 45 28 [l a0 72 148 0.3 28 18 24
Goldman Sachs & Co. 54 na na na 33 na na 48 48 47 7 na na na na na 15 22 23 23
Homura Secunties, In. 54 85 na na na na na 48 44 45 na na na na na na 14 15 12 14
Qxford Economics 34 85 34 na 36 H 33 H 33 H 3@ 44 44 47 32 na na T3 190 H 00 21 23 21
RDQ Ecenomics 54 85 54 38 H 33 52 48 45 45 45 45 34 T 47 71 1164 -1 3 4 H 32
The Northem Trust Company 34 85 33 33 a4 34 33 H 47 47 H 47 a0 H A7 ik a0 7a 130 11 21 23 2
Barclays 53 na na na 54 na na 48 4§ 47 43 na na na na na 00 24 18 22
Chimura Economics & Analytics 53 g4 53 33 83} B4 53 H 48 4B 48 43 35 m na 1T Hl na 05 3 18 15
Comenca Bank 33 85 33 na 33 32 L 41 41 42 45 32 g1 na ik na 110 21 n 21
Economist Inteligence Unit 53 g5 33 8 B2 48 48 45 45 48 na na na 3 na 05 na 13 na
E-Parthenon 53 na na na 44 na na na na 40 na na na na na na 08 23 20 21
KPMG 33 85 33 21 33 33 21 47 43 43 44 2l 63 na Al na 0.3 24 i 2
Loemis, Sayles & Company 53 85 53 33 35 58 H 53 H 50 4 45 47 33 B3 48 T2 1168 11 25 ba| 11
Moody's Analytics 53 85 53 31 ] P 48 47 dd 42 T 35 7 43 A na 12 20 15 25
PMC Financial Sendces Corp. 33 85 33 na 33 32 21 48 47 H 48 47 na T1TH S8 H TS "2 418 21 17 17
Regions Financial Comoration 53 85 53 33 34 54 31 45 P 42 44 32 g2 45 T 1161 1 7 3 i
Santander Capital Markets 33 85 33 34 a4 33 21 48 43 45 47 a4 i gL 72 134 11 24 24 2
Scotiabank Group 53 na 54 na 50 na na 38 38 42 43 na na na na na 02 08 L 17 15
DePrince & Assoc. 52 83 53 31 33 53 31 48 4 45 T 35 BA 48 71 176 1 28 1% 28
MacroFin Analytics & Rutgers Bus School 5.2 84 54 53 52 53 51 48 42 44 45 52 58 43 74 155 1.0 23 25 2
MacroPolicy Perspectives 5.2 84 51 na na na na 45 43 45 na na na na 74 na 15 18 15 14
Bank of America 54 na na na na na na 45 44 43 7 na na na na na 05 28 28 25
Daiwa Capital Markets America 54 83 na na 43 na na 41 L33 2 na na na 6.6 Heo |14 25 25 2
Fanniz Mae 54 83 na na 31 50 48 45 43 43 45 na na na 68 na A5 28 20 21
GLC Financial Economics 51 52 51 3l ] 4 47 P P 43 45 31 Bl 43 B4 133 12 28 15 21
Societe Generale 54 83 51 na 43 48 41 35 L8 4 L m na na na na 18 18 22 2
Wells Fargo 51 83 51 31 43 dd 18 ki 3T L s 42 31 Bl 45 7 na 4.3 13 10 L 13
Yia Nowa Investment Mgt 30 83 31 21 a0 30 a0 45 48 45 45 28 g2 43 T3 140 30H A 2 2
NG 44 na na na na na na 41 40 40 44 na na na na na 20 L ma na na
The Lonski Group P 81 P 41 T &7 45 i 4 42 40 41 L A B0 41 g1 1185 an 23 12 23
Georgia State Uniersity 43 T8 na na 45 41 41 38 40 43 44 32 63 na 72 na 43 20 i 2
MatWest Markets 43 na na 44 45 47 L 1L ki 43 47 32 g1 44 g7 na 13 14 11 14
TS Lombard Ja L 68 L 33 L33 L 24 L 33 L 26 L 38 34 40 41 L 48 7L 40 38 L) 10ed L] 04 3170 32 31

December Consansus 52 83 B2 51 51 51 49 45 43 43 45 53 64 48 74 158 |03 23 23 22

Top 104w, 54 85 54 34 35 54 31 48 4 45 43 35 7 41 T4 174 14 28 ] 28

Bottom 104, 448 80 44 44 47 48 44 38 34 40 43 2l g1 43 g7 144 -4 17 17 17

Mowember Consensus 5.2 54 53 31 32 51 41 45 P 43 45 34 B4 48 71 172 03 23 14 21

umber of Forecasts Changed From A Month Ago.

Doam 12 T ] ] 13 1 12 14 14 1 12 10 10 4 12 1 13 § 10 B
Same 2 N 4 g 14 g 10 14 12 13 N 7 g 7 g 3 12 14 12 13
Up 4 3 3 3 3 T 3 & g 13 1 3 § 2 10 3 12 16 13 1

Difusion Index  36% 7% 40%  18% 3% 4% % 42% 4% Ri% 40% Wh OO % 4E% 16% 0% ER% 4% 3T%
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Interest Rate Forecasts Key Assumptiong
Percent Per Annum - Average For Quarter- B For | ———G-Q % Change———
Blue Chip Short-Term —Intermediate Term— Long-Temn —Qtr— iSAAR}
Financial Forecasts 1 2 34 3 ] 7 § 9 10 11 12 13 14 18 A, B. C. L. E.
Pariel Members Federal Prime SOFR Com.  Treas. Treas. Treas. Treas. Treas Treas Treas.  Aaa  Baa  State& Home | Feds Adv GDF  Cons.  PCE
Funds Bank  Rate Paper Bills  Bils  Bills Hotes Motes MNotes Bond  Cop. Comp.  Lecal  Mig. | FonEcon| Real  Price  Prce  Price
Fate  Rate Mo, 3Mo. BMoo 4r 24t 5¥r A0Yr 30Yr Bend  Bond  Bonds  Rate Sihdex | GDP  hdex  Index  Index
Chian Econcemics 34 H B4 53 33 34 55 H B3 H 48 43 i 4 FX: 56 BA 50 T 1145 na 24 18 12
Goldman Sachs & Co. 54 H ma na na 50 na na 43 45 48 48 na na na na na 1.7 2 4 23
JP. Morgan Chase 54 H m na na na na na 43 41 42 46 na na na na na 05 25 m 13
(Owford Economics a4 H B3 H 34 na 35 H 34 32 L 40 43 45 45 na na il it 1] 2 22 22
Action Economics 33 4 58 H 53 33 51 P 47 45 45 47 54 B4 P TE 11848 13 14 L 14 17
Barclays 33 na na na 3 0m na 46 44 435 47 na na na na na 05 28 15 15
BMO Capital Markets 33 04 33 23 35 H 34 44 41 41 42 44 34 i 30 72 174 13 22 24 22
Leomis, Sayles & Campany 33 85 H B3 33 35 H B3 H B3 H 3D 45 45 47 53 B3 48 T HET 15 14 12 L 12
Regions Financial Corporation 33 g5 H 33 3 32 3l 44 43 2 41 44 2 g2 43 i1 137 2 2 24 28
S&F Global Market mtelligence 33 84 53 ma 1 48 48 44 41 42 44 na na na 68 na 1.4 25 33 m
Sartander Capital Markcets 33 85 H B3 33 32 51 P 47 44 4.3 47 55 BA kL %] 1150 ng T 7 13
PMC Financial Senices Corp. 32 i) 32 na a0 30 44 47 47 47 48 na Al 24 i3 187 H] -14 2 16 16
RDG Economics 32 K] 52 3T H &1 50 4 43 44 i 4 i 4 [ T2 48 %] 1162 48 L 32 31
Comesica Bank 2l i) 31 na 2l 48 43 34 18 40 43 30 34 na 65 na 13 2 A 22
Economist Intelligence Unit 51 82 na 3180 48 46 4B 44 44 43 na na na 71 na 1.4 na 12 na
Fannia Mae 31 8.3 na na 44 48 48 44 42 43 45 na na na 7 na 05 22 21 20
Nomura Segurities, Inc. 51 8.3 na na na na na k¥ 37 38 na na na na na na 11 2 28 25
The Northiem Trust Company 31 K] 51 31 31 48 &7 43 44 45 FX: 56 7 4 T 1140 13 22 13 13
Chmura Economics & Analylics a0 0l 44 a0 a0 3l 32 L 45 47 48 a4 na na ) na 1k 2 i 23
DaPrince & Assoe. ] f1 50 3l ] 50 P 47 45 FX: 47 T BA 4 T 173 13 25 7 i
EYf-Parthenon 30 na na na 48 na na na na 38 na na na na na na 15 22 25 22
Mocdy's Analytics a0 2 30 44 47 47 48 43 43 41 45 1L [l 43 67 na 15 18 23 23
Bank of America 44 na na na na na na 43 43 43 47 na na na na na 03 7 25 24
KPMG 44 ] 44 48 44 48 47 43 18 38 41 48 g0 na 65 na 10 2 4 H 23
Scotiabank Group 48 na 48 na 2 na na k¥ 18 4D 42 na na na na na 08 15 32 19
Via Nova Investment Mgt. 43 ] 4 41 43 FX: 4 31 H 21 H B 51 2 A 51 TEOH| 1120 15 H 1 1 1
GLC Financial Economics 47 T 48 47 45 45 44 40 2 42 43 3l g0 43 2 161 2 14 L 12 23
MacroPolicy Perspecties T T8 46 ma na na na 40 42 43 na na na na 68 na 10 24 15 m
Daiwa Capital Markels America 45 78 na na 44 na na k¥ 35 L 36 43 na na na 6.3 1150 1.0 2 25 4
MacroFin Analytics & Rutgers Bus Scheal 45 78 45 47 45 47 43 47 40 42 44 51 57 41 63 1153 13 22 23 4
Societe Generale 48 18 48 na 44 41 37 kK 3L 38 38 na na na na na 05 18 22 18
NG 44 na na na na na na 15 35 L35 38 na na na na na A7 na na na
The Lonski Greup 44 TE dd 44 42 P i1 40 40 k] F3 50 5A i1 T 1187 ng 2 1 12
Wells Fargo 44 ] 44 44 40 1L 4L 34 5L i 40 48 34 43 64 na 13 14 L 13 14
Geongia State Uniersity 40 2 na na 18 37 3a 33 37 40 43 a0 g1 na i1 na 04 2 33 28
T8 Lomband 15 BE L 35 L 15 4L 35 L 36 18 14 40 F3 48 57 4l 38 L] Hon Lis 4 H 34 H 34
NatWest Markets L om na 14 L 38 T 3R 2L a5 L 4 46 48 53 4 f 64 na 5 16 17 a0
December Consensus 48 81 43 49 48 47 45 42 41 42 45 53 63 48 68 | 163 |08 22 25 23
Top 108y, 53 04 33 23 33 32 30 L 45 45 48 1L g7 44 i3 174 17 8 31 2?
Boftom 10 Avg. 43 T8 43 43 41 42 40 38 37 38 41 44 FE] 41 64 1144 11 1.7 14 18
Monember Consensus 49 ] P 48 43 47 4 41 41 P 45 52 B3 45 63 1166 10 22 i 13
umber of Forecasts Changed From A Month Ago:.
1 T T T 14 14 12 12 1 10 12 & ] 10 13 ] 7 10 ] ]
z 18 15 9 12 g 7 13 18 15 10 7 7 4 6 3 12 18 18 15
4 B 3 4 & § ] 1 4 12 12 T B F 4 F & 4 12 12
Difusion Index 41% 4% 4% 43%  38% M% 4% 40% 4% 3% S0%  48% 43% 3% 40% 5% % 4% 6% 6%
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Interest Rate Forecasts Key Assumptions
Percent Per Annum — Average For Guarter Ay, For {+Q % Change}
Blue Chip Short-Term —Intemediate-Term— Long-Tem —Ctr— [SAAR}
Financial Forecasts 1 2 4 § B 7 & § 10 1 o131 18 A, B C. D. E
Panel Members Federal  Prime SOFR Com.  Treas. Treas. Treas. Treas. Treas Treas. Treas. Aaa  Baa  Stated Home | Feds Adv GDP  Cons.  PCE
Funds  Bank Rate Paper Bils  Bils  Bils Notes Notes Netes Bond Com. Com. Local M. | FgnEcon|Real  Price  Prce  Price
Fate  Rate iMoo BMe Y 2 FYr 104 304t Bond  Bond  Bonds  Rate Sindey |GDP Index  Index  Index
Barclays 53 H na na na 5.1 na na 44 43 43 45 na na na na na 10 27 2B 18
Chan Eccnomics 32 i 2l 21 32 33 H 31 H 48 41 42 44 34 G4 48 il 143 08 23 23 2
Goldman Sachs & Co. 51 na na na 48 na na 45 435 48 435 na na na na na 19 21 24 |
Leomis, Sayles & Company 31 B3 H &1 31 52 31 P 45 4 45 &7 33 B3 45 68 1166 220l 1E 1h L 13 L
Regions Financial Corparation al 03 H A 3 48 48 438 41 41 41 43 21 g2 44 6.7 155 16 24 24 15
S&P Global Market Intelligence al i a0 na 48 45 43 41 34 40 43 na na na 6.3 na 13 23 20 2
Santander Capital Markets 31 B3 H &1 31 47 45 45 44 42 F3 dd 31 B3 k1 1] 1140 11 25 25 ba|
Action Economics 30 g2 37 3l 51 45 4 45 45 45 4 33 B3 43 TH OH| 1180 18 15 24 13
BMO Capital Markets Al i a0 21 32 al 48 18 40 41 43 23 G4 48 71 17 B 13 n 21 n
Fannie Mae 50 Al na na 48 45 44 43 42 43 44 na na na 68 na 03 22 2 23
J.P. Morgan Chase 30 na na na na na na W38 40 45 na na na na na 08 23 24 10
Ouford Economics Al i a0 na 33 H a2 44 45 37 41 44 42 L m na 64 1161 0r 23 14 22
PMC Financial Sendces Corp. Al 01 a0 na 47 45 48 45 47 48 30 na Al 24 i 1220 H 12 18 14 18
Comenica Bank 43 0 43 na 47 45 4l 15 Kk ki 4l 47 5& na 6.0 na 15 0 21 12
Economist Intedigence Unit 43 80 na 48 48 46 45 44 42 43 45 na na na 7 na 15 na 24 na
EY-Parthencn 48 na na na 44 na na na na 38 na na na na na na 18 21 22 |
Mocdy's Analitics 48 74 47 47 43 44 44 43 41 41 43 33 i 2 6.3 na 13 18 21 23
DePrince & Assoc. 7 TH 47 47 47 7 4 45 45 45 4 37 BA 44 68 171 21 24 28 14
RDG Economics 7 TH T 31 FX: 45 LY 42 P 4.3 53 38 H 70 35 68 1151 08 24 i kKl
Bank of America 45 na na na na na na 40 42 43 48 na na na na na 1.0 25 19 22
Homura Sacurities, e, 45 TH na na it na it ki) L OET na na it na na na 14 14 27 13
The Northem Trust Company 45 TH 45 47 45 43 42 14 42 4.3 4 3 7 T 68 120 15 21 21 12
Chmura Ecenomics & Analytics 45 77 45 48 45 48 43 45 44 48 48 54 na na 7 na 19 25 2 14
KPMG 45 Th 45 41 44 44 41 18 3a 1L 34 43 37 na 6. na 2 24 2 22
Via Nova Investment M. 45 TH 45 48 45 45 45 43 48 H 48 4 38 H BB 43 TH OH| 100 L] 25 21 20 ba|
GLC Financial Economics 43 T4 43 43 4.3 42 i1 T i1 F3 dd 41 51 43 6.0 1131 18 18 20 12
MacroPolicy Perspecties 2 74 2 na na na na 35 40 43 na na na na 63 na 2 25 2. |
Societe Generale 42 73 42 na 38 18 33 k3| 35 38 38 na na na na na AT OH 1B 22 18
Daiwa Capital Markets America 41 T3 na na 40 na na 4 33 L O35 42 na na na &1 150 | 20 23 24 3
MacroFin Analytics & Rutgers Bus School 4.1 73 40 43 38 2 44 45 3840 44 50 56 18 6.7 1151 16 22 21 22
Scotiabank Group 40 na 18 na 37 na na 15 38 40 42 na na na na na 12 1L 28 28
NG kY na na na na na na kK] 34 35 38 na na na na na 10 na na na
The Lonski Group kE] 71 14 40 T k)] 37 T kL k] 4l 3l 5A 41 1] 1183 15 22 21 n
Georgia State University 15 ik na na 35 203 LM 34 37 40 47 34 na 68 na 08 22 2 n
Wells Farga 15 ik 18 38 34 L33 32 2 33 L 33 ki 47 37 41 6.1 na 0.3 2 31 L]
T8 Lombard 15 BE L 313 15 34 L 33 kL i k! 40 i1 41 57 40 38 L] 1120 20 12H 3 H 32 H
NatWest Markels 31 L ona na 3.2 34 L 33 36 31 34 4.0 48 48 37 45 6.3 na 13 14 2. 24
Dacember Consensus 46 77 46 45 45 44 43 40 40 4 44 51 62 45 87 | 187 |12 22 23 22
Top 104w, 51 g2 31 3l 50 45 &7 45 45 45 4 35 BA 44 T 174 21 25 28 15
Bottom 104, 38 72 41 41 37 I8 37 33 34 37 40 47 R 41 6.2 134 01 17 14 14
Movember Congensus 45 Th 45 44 43 44 43 18 34 40 43 21 g2 44 68 164 13 22 23 23
Humber of Forecasts Changed From A Morth Aga:
Down 8 3 3 4 15 13 12 9 g 6 g 8 g 8 10 g 14 10 11 g
Same 20 17 14 11 12 8 " 14 15 18 1 8 7 3 8 4 17 18 13 18
Up 8 T & § § 4 F 1 1" 13 12 & B 3 1 § B 4 T 1
Difusion Index.  49% 33% 2% 0% MW OI0% 0 3% 3% % 60%  S%%  43% 4%% 4% 0% % 9% 4% % %
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First Quarter 2025

Interest Rate Forecasts Key Assumptions
Percent Per Annum - Average For Quarter A For | ———{Q0-C % Changel——
Blue Chip Short-Tam —Itemmediate-Temn— LongrTem —Qtr— {SAAR)
Financial Forecasts 1 2 34 3 ] 7 8 9 10 il 12 13 14 13 A B. C. 0. E
Panel Members Federdl Pime SOFR Com. Treas. Treas. Treas. Treas. Treas. Treas. Treas. Aaa  Baa State& Home |FedsAdv BOP  Cons.  PCE
Funds ~ Bank Rate Paper Bils  Bils  Bils Mctes Mctes Motes Bond Cop.  Cop.  Llocal Mg, [FonEcon|Real  Price  Prce  Price
Rate  Pate Mo Mo &Moo 1n 2¥r Byr 0¥ 30 Bond Bond Bonds Rate | $lndex [GDP Index  Index  Index
Barclays 31 H na na na L¥] na na na na na na na na na na na 19 J0H 31 H 2§ H
{Chan Econcmics 44 ] L 48 H 44 30 H 48 H 43 18 34 41 3l gl 43 67 140 15 22 24 0
Goldman Sachs & Co. 41 na na na 48 na na 45 44 45 45 na na na na na 14 22 25 22
Action Economics 438 ] 34 H 48 H 48 48 44 44 44 44 45 33 63 41 ] 142 148 18 24 18
BMO Capital Markets 438 ] L 48 H 30 44 44 ki 18 41 2 32 63 438 Tl " 1.7 2 23 A
(ford Economics 4 0 H 48 na 3l P T dd 14 18 i a0 L na na BT 1143 12 13 2 1
Fannie Mae 47 B ona na 44 44 43 42 243 44 na na na 6.4 na 2 4 28 13
PNC Financial Sendces Corp. 47 I 47 na 44 42 43 43 47 48 H a2 na il g0 T2 1234 H 04 L2 n 18
SEP Global Market ntelligence 47 TEO4F 0m 44 41 4 o 38 41 na na na 6.1 na 13 1 08 L 15
Economist Intelligence Linit 48 TR ona 48 48 44 43 43 41 40 44 na na na 6.7 na 19 na 22 na
Locmis, Sayles & Company 48 I 48 45 47 48 44 40 44 43 47 33 63 48 ik 1G4 19 2 2 0
Regions Financial Comaration 4 T 45 47 45 4 T kL 14 40 43 51 61 P ] 1151 17 12 22 13
Santander Capital Markets 48 I 48 45 41 41 40 40 18 38 41 48 ;70 34 62 1ni0 13 18 2 A
Moody's Analytics 43 i 43 44 43 42 43 41 41 40 45 35 L] 41 64 na 148 22 22 23
Bank of Amenca 44 na na na na na na na na na na na na na na na 15 28 24 25
{Comerica Bank 44 T8 44 na 41 41 18 31 33 33 18 47 35 na ® L om 15 14 2 0
J.P. Morgan Chase 44 na na na na na na na na na na na na na na na 2 3 25 1
DePrince & Assor. P TS 44 i 4 44 dd 43 P 44 45 45 T 1] 4 BT 1164 24 13 25 14
E'Y-Parthenon 43 na na na 19 na na na na a7 na na na na na na 2 12 2 1
Via Nova Imestment Mgt. 43 ] 43 44 41 43 44 47 H 48 H 43 H 30 G0 H &8 44 TFOH| nog L 2 22 2 A
Chmura Economics & Analytics 42 T3 O4) 42 43 44 44 4B 44 4B 43 53 na na 6.7 na 25 14 25 14
GLC Financial Economics 42 T3 43 P 41 42 40 kL T 18 41 FX: ] P 5% L| 1152 0 15 0 12
KPMG 41 i3 41 38 40 34 18 3a 33 33 18 44 38 na ® L om 18 2 04 16
Momura Securities, Inc. 41 73 na na na na na 30 32 3B na na na na na na 04 L 18 28 23
The Horthem Trust Company i1 T3 41 P 40 kL i kL 14 41 44 54 65 45 BE 110 16 ba| 2 1
Ciaiwa Capital Markets Amesica hE T e 38 m na A a3 4.1 na na na 58 1150 18 4 25 12
MacroPolicy Perspectives 39 O3B m na na na na na na na na na na na na na na na na
Georgia State University kL &7 na na 14 LA 33 13 kN 40 47 if na 2 na 18 14 15 14 L
MacroFin Analytics & Rutgers Bus School 38 ] 33 38 34 37 40 43 37 34 43 48 38 ki i 148 18 n 2 A
Societe Genarale kL 63 kX na 14 32 L2y L 2Tl AL o3 na na na na na 16 H 10 22 18
Seatiabank Group 35 na 33 m I 0m na 43 40 42 na na na na na 13 1 20 15
The Lonski Group 3a 67 33 35 38 37 18 38 37 38 40 48 a7 40 64 1494 18 22 2 0
HG 34 na na na na na na 32 14 15 18 na na na na na 15 na na na
MatWWest Markets 3L na na 32 14 35 kY na na na na na na na na na 20 14 L 23 20
Wells Famo 30L 63 L 31 Lo Lo LN 31 12 14 13 46 35 il 54 na 18 7 IOH 17
Decémber Consensus 42 74 43 42 42 41 41 3% 38 40 43 50 61 44 65 [ ME7 |17 22 22 21
Top 104, 43 ] 47 45 47 48 45 44 44 43 47 34 64 47 T " 23 15 i 23
Bottom 10 &wy. 35 %] 18 k] 15 kL k1 32 12 15 14 47 38 i1 Bl 1134 11 13 17 18
Nowember Consensus 4.1 72 41 41 41 41 40 ki 18 34 42 30 6.1 44 64 NG.7 18 23 23 22
Humber of Farecasts Chanded From & Morth Ago:
Down 6 4 4 2 8 g 7 g 6 7 4 7 6 7 8 7 " 7 8 g
Same 19 16 13 1 14 g 4 14 14 12 14 § & B 3 3 12 14 13 1
b 10 7 g 3 8 7 9 g 8 10 10 7 6 2 " 3 9 9 0 11
Diffusion Index  56% BR% % B2%  A0%  4f%  Ba% S4%  BA%  SR% B1% 5%  80% A% RE% % T%  Bl% 53% 35%
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International Interest Rate And Foreign Exchange Rate Forecasts

Fed Fund Target Rate
In3 Mo, | InB Ma. [ In 12 Ma.

United States

10 ¥r. Gov't Bond Yield %

Blue Chip Forecasters

Barclays 513 513 513
BEMO Capital Markets 538 5.38 4840
ING Financial Markets 5.38 458 3.88
Maoody'=s Analvics 5.37 5358 5.08
Northern Trust 5.38 538 4683
Oxford Economics 5.38 538 5.35
B&F Global Market Intelligence - - -
Scotiabank 530 513 380
TS Lambard 475 3.50 .50
Wikells Fargo 5.38 5.58 4.38
December Consensus 5.28 5.06 4.52
High 538 5358 5.35
Law 475 3.50 380
Last Months Avg. 5.49 5.36 452

Palicy-Rate Balance Rate

Blue Chip Forecasters

InZho. | NGMo. [ 1In 12 Mo,

Barclays -010 0.00 020
BEMO Capital Markets -010 -0.10 -010
ING Financial Markets -0.10 0.00 0.00
Moodys Analytics -0.10 -0.10 0.00
Nomura Securities - - -

Northern Trust -010 -0.10 oo
<dord Economics -0.04 -0.04 0.0
S&F Slobal Market Intelligence - - -

Scotiabank - - -

TS Lombard 0.00 0.00 -010
Wells Fargo 010 -0 0.0
December Consensus .08 .08 0.01
High 0.00 0.00 020
Low -0.10 -0.10 -0.10
Last Months Avg. -0.08 -0.08 -0.05

In 3 Ma. In 6 Mo In 12 Mo,
5.00 485 435
4 .37 426 413
425 4.00 350
4. .66 433 413
470 470 430
472 4 B85 427
4.64 4.43 4.01
4 .50 4.20 4.00
425 4.00 4.00
4 30 3.85 3.65
4 .54 4.32 4. .03
5.00 485 4 35
425 385 3.50
4.64 435 392

~Japan
10 ¥r. Gov't Bond Yield %

In 3 Mo, Ineha. |In 12 Mo,
090 055 1.00
0.945 058 1.00
1.00 1.00 120
0.90 0.80 090
0.80 0.a0 1.00
0.88 051 087
0.65 0.40 040
0.95 055 0.85
Q.88 D.86 Q.84
1.00 1.00 1.20
0.65 0.40 040
0.85 0.80 0.66

Officlal Bank Rate

Blue Chip Forecasters

IN3Mo. | In6Mae. [In 12 Mao.

United Kingdom

10 ¥r. Gt Yields %

NS Mae. | IN6Mo. [In 12 Mo,

Barclays 5.25 525 425
BMO Capital Markets 5.25 5.08 4.58
ING Financial Markets 5.25 525 4.25
Moody's Analytics 525 5.25 506
Nomura Securities - - -

Northern Trust 5.25 525 475
Oxford Economics 5.25 525 5.08
S&F Global Market Intelligence - - -

Scotiabank 525 475 425
TS Lambard 525 4.25 225
Wikells Fargo 5.25 4753 3.75
December Consensus 5.25 5.01 425
High 525 525 5.08
Law 525 4.25 225
Last Months Avg. 5240 5.09 4.43

SNB Policy Rate

Blue Chip Forecasters

InEha | NGMo. [ 1In 12 Mo.

Barclays 1.75 175 1.25
BMO Capital Markets 1.75 175 1.75
ING Financial Markets 1.75 1.75 1.75
Moody's Analyics 2.00 2.00 2.00
Nomura Securities - - -

Northern Trust 175 1.75 1.50
<dord Economics 175 1.75 1.63
B&F Global Market Intelligence - - -

Scotiabank - - -

TS Lombard 1.75 1.50 1.25
Wells Fargo 1.75 1.50 1.25
December Consensus 1.78 1.72 1.5
High 2.00 200 2.00
Low 1.75 1.50 1.25
Last Months Avg. 1.78 1.75 1.58

O/M MMkt Anancing Rate

410 410 400
4.39 4.30 413
425 425 350
426 383 373
4 30 425 385
4.42 4.39 435
410 385 385
4.20 3.80 3.55
425 4.12 387
4.42 4.39 4 35
410 385 350
4 .52 428 388
Switzerland
10 ¥r. Gov't Bond Yield %
In_3 Mo, InG6ho. |In 12 Mo,
1.10 1.10 110
1.48 1.868 205
1.00 1.00 090
115 1.25 1.34
0.80 0.55 055
1.10 1.17 1.19
1.46G 1.96 205
0.80 0.55 0.55
1.29 1.31 129
Canada

[Blue Chip Forecasters

IN3ho. | NG Mo, | Ih 12 ho.

10 Yr. Gov't Bond Yield %

m3Mo. [In6Ma. JIn 12 Mo.

Barclays 5.25 525 5.00
BMO Capital Markets 5.00 5.00 4.50
ING Financial Markets 5.00 450 3.50
Moody's Analytics 5.00 5.00 4.4
Nomura Securities - - -

Northern Trust 5.00 5.00 4.25
Oxford Economics 5.00 5.00 4683
S&F Global Market Intelligence - - -

Scotiabank 5.00 475 4.00
TS Lambard 5.00 4.00 275
Wells Fargo 5.00 4.50 4.00
|December Consensus 5.03 4.78 4.12
High 525 525 5.00
Law 5.00 4.00 275
Last Months Avg. 5.03 4.88 417

.64 3.58 3.54
3.60 325 3.00
4.39 419 414
3.75 3.70 320
4.01 3.87 391
385 375 265
350 225 225
3.60 2.50 2.30
3.78 3.52 337
438 4.18 414
360 225 225
3.1 276 2.39

Fed's AFE $ Index
In 3 Ma. In 6 Mo, In 12 Mo,
1172 117.2 117.0
1162 1140 1091
1175 116.0 112.0
118.8 119.4 117.7
1100 1080 112.0
115.9 114.9 113.6
118.8 119.4 117.7
1100 1080 1091
1193 116.4 1127
Yen per UsSs
maMo [ Ineha. | In12 Mo,
1530 1520 145.0
1480 1460 141.0
140.0 135.0 130.0
148.2 1440 1336
148.0 140.0 135.0
1490 1460 140.0
150.4 1525 145.0
148.8 146.4 141.0
150.0 150.0 140.0
145.0 142 .4 147 6
14841 145.4 138.8
1530 1525 147 .6
140.0 135.0 130.0
1472 1426 135.3
USE per Pound Sterllng
N3Ma. | NBEMo. | Ini12 Mo.
1.21 123 1.30
126 126 1.27
1.23 124 1.28
1.25 126 1.26
1.27 128 1.30
124 126 1.30
1.21 1.21 1.22
1.22 123 1.25
1.25 125 1.30
1.27 120 115
1.24 1.24 1.26
127 1.28 1.30
1.21 120 115
1.22 123 1.24
CHF per UUS$
maMo [ Ineha. | In12 Mo,
0.91 ez 091
0.87 0.86 085
0.91 090 087
0.89 0.88 084
0.88 0.87 086
0.89 0.8y 085
0.91 093 092
0.9z 0.e 0.8a
0.89 0.89 088
0.90 090 0.80
Q.90 0.29 Q.88
0.9z 093 092
0.87 0.86 084
0.91 090 088
C% per USS
mM23Mo. [ WEMo. [ In 12 Ma.
1.39 138 1.36
1.33 131 1.28
1.35 133 1.27
1.36 1.32 1.27
1.34 133 1.31
1.38 1354 1.30
1.37 138 1.37
1.35 133 1.30
1.33 133 1.28
1.35 1.35 138
1.36 1.34 1.31
1.39 1358 1.37
1.33 1.31 1.27
1.35 133 1.30
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Australia
Official Cash Rate 10 Yr. Gov't Bond Yield % US% per A%
[Elue Thip Forecasters In3Mo. | In6Mo. [ In12 Mo. n3Mo. | In6Mo. [In12 Mo. In3Mo. [ IhEMo. [In12 Mo.
Barclays 435 4.35 3.85 - - - 063 064 0686
BMGO Capital Markets 4.35 4.10 3.60 - - - 066 0686 067
ING Financial Markets 435 410 3.60 4.30 4.30 370 0863 0686 072
Moody's Analtics 427 4.35 4.10 512 490 436 0.64 0686 072
MNomura Securities - - - - - - 0865 069 071
Narthern Trust 435 435 3.85 4.60 4.50 410 064 066 068
Oxford Economics 4.40 4 60 4 60 460 4786 4.41 0.64 064 067
S&P Global Market Intelligence - - - - - - 064 066 069
Scotiabank - - - - - - 066 066 068
TS Lombard 410 375 275 4.40 3.20 3.20 0.65 065 065
Viells Fargo 4.35 4.35 410 -- -- -- -- -- --
|December Cansensus 4.32 4.24 3.81 4.70 4.33 3.95 0.65 0.66 0.69
High 4.40 4 60 4 60 5.12 490 4.41 063 0.69 072
Low 4.10 375 275 4.40 3.20 3.20 063 0.64 065
Last Months Awvg. 424 4.12 376 459 427 3.69 065 0686 068
| Euro area
Main Hefinancing Hate UZ% per Euro
[Blue Chip Forecasiers In3Mc. | In6Mo. [In 12 Mo. In3Mo. [ InEMo. [In 12 Mo.
Barclays 450 450 3.50 1.05 1.06 1.09
BMO Capital Markets 450 425 375 1.10 1.11 112
ING Financial Markets 450 425 375 1.08 110 115
Moody's Analtics 450 450 422 1.04 1.06 1.09
MNomura Securities -- - -- 1.11 112 114
Northern Trust 450 425 375 107 110 114
Oxford Economics 450 450 375 1.05 1.05 1.06
S&P Global Market Intelligence - - - 1.07 1.09 112
Seotiabank 450 425 375 1.10 110 112
TS Lombard 4.00 275 275 1.10 110 110
Wells Fargo 4.00 375 3.25 - - -
|December Consensus 4.39 4.11 3.61 1.08 1.09 1.11
High 450 450 422 1.1 112 115
Low 4.00 275 275 1.04 1.05 1.06
Last Months Awvg. 4.38 422 3.56 1.05 1.06 1.09
10 Yr. GoviBend Yields %
Germany France Italy Spain
|Blue Chip Forecasters In3Mo. | N6Mo. [In12Mo. | In3Mo. [ In6Mo. [In12Mo. ] In3Mo. | nEMo. [In12Mo.| In3Mo. [ InBMo. | In 12 Mo.
Barclays 270 265 2.25 - - - - - - - - -
BMO Capital Markets 260 2.48 228 - - - - - - - - -
ING Financial Markets 2.40 2.30 2.30 3.30 3.20 3.30 4.¥0 4.40 4.50 3.85 3.60 3.70
Moody's Analytics 273 267 260 3.28 3.15 3.02 4.60 4.60 453 384 377 375
Narthern Trust 285 250 210 3.15 3.00 2.80 4.35 4.25 3.85 360 350 3.10
Oxford Economics 2.80 273 2.44 3.37 3.29 2.91 4.82 472 443 3.89 3.80 355
TS Lombard 2.40 215 215 2.75 250 250 3.70 3.45 3.45 315 290 2.90
Wells Fargo 2.55 2.50 2.45 - - - - - - - - -
|December Consensus 2.60 2.50 2.32 3.17 3.03 2.87 4.43 4.28 4.15 3.67 3.51 3.40
High 2.80 273 260 3.37 3.29 3.30 4.82 472 4.53 3.89 3.80 3.75
Low 2.40 215 210 2.75 250 250 3.70 3.45 345 315 290 290
Last Months Awvg. 276 263 2.44 3.27 3.09 2.88 4.49 4.31 410 376 360 3.42
Consensus Forecasts Consensus Forecasts
10-year Bond Yields vs U.S. Yield Policy Rates vs U.S. Target Rate
Current In 3 Mo. InG Mo. | In12 Mo. Current In 3 Mo. In6Mo. | In12 Mo,
Japan -3.68 -3.66 -3.47 -3.13 Japan -5.48 5.36 -5.01 -4.51
United Kingdom 013 -0.29 021 -0.16 United Kingdom 013 -0.03 -0.05 -0.28
Switzerland -3.48 -3.44 -3.16 -2.85 Switzerland -3863 -3.50 -3.34 -2.88
Canada 075 -0.76 -0.80 -0.66 Canada -0.38 -0.25 -0.28 -0.40
Australia 008 016 000 -0.08 Australia -1.03 -0.87 -0.82 072
Germany -1.83 -1.84 -1.83 -1.71 Euro area 0.88 0.82 -0.85 -0.82
France -1.27 -1.37 -1.30 117
[taly -0.08 -0.1 -0.04 012
Spain -0.89 -0.87 -0.81 -0.63
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Special Questions:

1. What is your cstimate ol the long-term neuiral fed funds raic?

Consensus 2.90%,
lop 10 3.72%
Bottom 10 2.29%
2. Have financial conditions tightened sufficiently to delav/prevent further policy rate increases? Yes 97% No

3. What probability do vou attach to a recession beginning over the next 12 months in the:

Us SUTO ared UK
Consensus 44 % 5% 58%
Top 10 59%, 660 67
Bat 10 29%, 4494 48
4 a. Does vour outlook for China’s economy pose meaningful risks to the outlook for global growth? Yes 74% No
b. Do vou think recent policy measures in China will boost its growth rate? Yes 37% No ©63%
5 a. Has the Federal Reserve completed its tightening cycle? Yes  100% No 0%
b. Has the Europcan Central Bank completed its tightening ¢vcle? Yes 91% No 9%
¢. Has the Bank of England compleied its tighiening cycle? Yes 91% No 9%

6. When will the first hike in the BoJ's short-ictm policy rale occur?

Q42023 0%
Q12024 5%,
Q22024 33%
Q3 2024 21%
Later 21%

3737
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Viewpoints:

FOMC: On Hold in Restrictive Territory
fLawrence Werther, Daiwa Capital Markets America)

Since the Fed embarked on its aggressive rate hike campaign in
March 2022 we have held the view that a restrictive stance of
monetary policy would be required to tame rapid inflation and
prevent erosion in inflation expectations of businesses and
households. For much of the past vear, we had anticipated that
the current campaign would culiminate in a tinal inerease of 25
hasis pomis m the targel range lor the [ederal Tunds rate o 5,50
o 5.75 pereent, with the last change oceurring i late 2023, be-
lore manuanung the policy rale in restriclive lemmitory [or several
months. In hight of more recent developments, we have become
less confident in anticipating, any further increase. The FOMC
last hiked the federal funds rate in July, and comuments by vari-
ous officials since then, in our view, have tuned decidedly more
cautious. Morcover, while inllaton is still well above targel and
various indicators suggest that supply and demand nnbalances
persist in the labor markel, we see mercasig evidence on both
[ronts that give ollicials more leeway o wall [or restrietive poli-
ev to work.

As ol now, and despiie the constant renuinders [rom Ted ollieials
that more hikes are possible, we suspeet that the FOMC 15 done
tightening monetary policy (i.e., a terminal target range of 5.25
to 5.50 percent). However, while this represents a shitt in our
Fed call, it i3 not a material one. We still project policymakers
holding the (ederal [unds rate at the wemunal rate well into 2024-
(2 1o ensure that nllation is convineingly on a path back wward
2%. As mnllaton decelerates [urther and the ceonomy struggles
anud stll-tght [maneial conditions, we expect the FOMC 1w
begin ils slow transiton o casier policy. That said, rather than
projecting a first cut of 25 basis points to come at the April
30/May 1 FOMC meeting, we now look for the change to oceur
at the June 11-12 gathering. We then look for the Committee to
continue easing by 25-basis-point increments at each of the final
[our meetings of 2024, leading to a vear-cnd target range of 4.00
o 4.23 pereent (consistent with our previous [orecas().

Messaging is likely to present a key challenge for officials in
coming months despite what we view as a sullicienily restrielive
monelary poliey. Financial conditions are the priunary ransimis-
sion mechanism o monetary poliey o the Teal ceonomy, and
while the ceonomy has responded (o ught lnancial conditions,
maintenance of the current constraints on economic activity is
essential to achieve desired policy outcomes, ie., stable prices
and maximum sustainable emplovment. Evidence of the chal-
lenge awaiting, officials emerged as markets repriced to incorpo-
rate evolving expectations for monetary policy. The S&I° 500
has rallicd more than nine pereent sinee s reeent low on Oclo-
ber 27, erasing much ol the casing m the August-lo-Oclober pe-
riod. Moreover, softening data and the perception that the Fed is
done hiking interest rates contributed to a 16-basis-point drop in
the 2-vear vield trom last Fridav’s close to 4.90 percent and a
phunge of 21 basis points in the 10-vear vield to 4.44 percent.
Consequently. additional easing, in finaneial eonditions, despite
the mamicnance of restnielive poliey, could jeopardize [urther
progress Wward poliey objeciives.

A Sampling of Views on the Economy, Financial Markets and Government Policy
Excerpted from Recent Reports Issucd by our Blue Chip Pancl Mcmbers and Others

A near-term catalyst for movements in financial markets, and
key contrilattory factor in the revision of our Fed call, was data
this week that pointed more decidedly toward progress in infla-
tion and easing in tight labor market conditions. On the inflation
[ront, the CPI [or October printed below expectations. The head-
Ime was [Tat while the core mcreased 0.2%. Morcover, nisks alt-
¢d 1 the upside as many analysts were coneemed thal changes
to the caleulaiion of health msurance cosis in the October report
could lead to an upswing in a previously subdued area.

[Teadline CPI inflauon has [allen [fom a peak ol 9.1% in June
2022 (o 3.2% 1 Ocl, meluding a slowing ol [ive ucks 1n the past
month. Energy costs have dropped and inereases i [ood prices
have decelerated sharply. Improvement in the core component
has been measurable, but less dramatic, as prices rose 4.0% in
Oct vs 4.2% in Sep. Additionally, Fed officials rightly view core
mflation as still well above the two percent target. Core goods
mflation has retumed (o the pre-2020 (rend aller the unwinding
ol pandemic-related supply-demand unbalances (year-over-year
arowih o 0.1 pereent as ol Oclober), bul more improvement 1s
required in core services where vear-over-vear growth has
slowed from a peak of 7.3 percent in February 2023 but is still
elevated at 5.5 percent. Housing costs (illustrated by owners’
equivalent rent in the chart) is still a key contributor to core ser-
viee costs and 15 widely expected (o moderate only over tine.

A helpful illustration of near-term progress on inflation is the
recenl month-lo-month performance ol the nimmed-ncan CPL
(We view (s measure as ollenng a beller perspeetive ol under-
Iyimg mllaiion 48 1t climinates price changes al the tails ol the
meonthly distribution.) On 4 year-over-year basis, this measure
has remaimed clevated (growth ol 4.1 pereent versus 4.3 pereent
in September), but the far better near-term performance indicates
a more forcetinl easing in underlving inflation (increases of 0.2
percent in five of the past eight months).

Data on unemploynment claims also suggest a slowdown n the
real economy that should further dull the underlving inflation
impulse, while also emphasizing that risks to the outlook have
become more two-sided. That is, the risks of doing too little to
combal entrenched mflation nmust now be weighed against the
risks o overlightening and domg unnecessary damage W the
cconony. While miual elaims inercased by 13,000 10 231,000 in
the week ol Nov 11, a reading above the pre-pandemic average
of 218,000, which suggested a labor market on firm footing, they
were still relatively low from a longer-term perspective. More
important, and perhaps somewhat concerning, was the jump of
32,000 in continuing unemployment claims to 1.865 million in
the week of Nov 4. Orver the past eight weeks, continuing, claims
have risen by a curnulative 207,000 w0 the highest level in almost
two vears, On one hand, this development speaks (o an ongolng
rebalancing in a tight labor market; on the other hand, it may be
the beginning of an uptrend that usually presents prior to the
onset of a recession. Again, this development speaks to postpon-
ing, further hikes, both because policy goals appear more attaina-
ble with the current level of monetary restraint and because cau-
tion 15 warranied as the ceononmy possibly nears an mllection
poml.
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Long-Range Survey:

The table below containsg the results of our twice-annual long-range CONSTINSLUS survey. There are also Top 10 and DBottom 10 averages for cach
variable. Shown arc conscnsus cstimates for the vears 2025 through 2029 and averages tor the tive-year periods 2023-2029 and 2030-2034. Apply
these projections cautiously. Few il any economic, demographic and political [orces can be evalualed accuralely over such long line spans.

———————————— Average For The Year ———————— Five-Year Averages
2025 2026 2027 2028 2029 2025-2029 2030-2034
L. Federal Funds Rate CONSENSUS 3.8 3.2 31 3.0 3.0 32 3.0
Top 10 Averape 4.3 LX) LX) 3.5 3= a7 as
Bottom 10 Average 3.5 27 2.6 2.6 25 2.7 2.5
2. Prime Rate CONSENSLUS a.9 a.3 6.2 6.2 6.2 .3 .1
Top 10 Average 7.5 6.7 6.7 6.6 6.8 Gk 4.8
Dottom 10 Average 6.5 5.9 5.7 5.7 5.7 50 56
3. 50FR CONSENSUS 3.8 32 31 31 31 3.3 3.0
Top 10 Averape 4.1 LX) 3.5 3.5 34 A4 a4
Bottom 10 Average G4 24 27 27 28 24 2.8
4. Cormmercial Paper, 1-Mo CONSENSUS 3.7 .2 3.2 3.2 3.1 3.3 3.1
Top 10 Average 3.4 3.5 G4 G4 G4 N 34
Dottom 10 Average 3.5 29 2.8 2.8 2R 2.0 2.7
3 Treasury Bill Yicld, 3-Mo CONSENSUS 3.7 3.2 3.1 3.0 3.0 32 3.0
Top 10 Averape 4.1 LX) LX) 3.5 3= a7 as
Bottom 10 Average 3.2 27 2.6 2.5 25 2.7 2.4
&. Treaswry HHll Yield, 6-Mo CONSENSUS 3.7 3.3 3.2 3.2 3.1 3.3 3.1
Top 10 Average 4.1 3.7 3.6 3.6 X 37 18
Dottom 10 Average 34 29 2.8 2.7 27 2.8 2.7
7. Treasury Bill Yicld, 1-YT CONSENSUS 3.7 3.4 3.3 3.3 3.2 34 3.2
Top 10 Averape 4.1 3R 3.7 3.7 7 AR a7
Bottom 10 Average 3.5 3.0 24 28 28 30 2.8
8. Treaswry Note Yield, 2-Yr CONSENSUS 3.7 3.5 3.4 3.4 3.4 3.5 3.4
Top 10 Average 4.1 3.4 R 3.4 .9 39 39
Dottom 10 Average 33 31 3.0 29 29 2.0 29
9. Treasury Nole Yield, 53T CONSENSUS 3.7 3.7 3.7 3.7 3.7 3.7 3.7
Top 10 Averape 4.1 4.1 4.2 4.2 4.3 4.2 4.3
Bottom 10 Average 3.5 3.2 3.2 EN | 31 3z 31
10, Treasury Note Yield, 10-1r CONSENSUS 3.9 3.9 3.9 3.9 3.9 3.9 3.9
Top 10 Average 4.5 4.4 4.5 4.5 4.5 4.4 4.5
Dottom 10 Average 3.5 33 33 33 33 23 a3
11, Treasury Bond Yicld, 30-YT  CONSENSUS 4.1 4.1 4.1 4.2 4.2 4.1 4.2
Top 10 Averape 4.5 4.6 4.7 4.7 4.7 4.6 4.8
Bottom 10 Average R 3.6 3.6 3.6 3.6 37 18
12, Corporate Aaa Tond Yield  CONSENSUS 50 4.9 4.9 50 a0 1.9 a0
Top 10 Average 55 55 54 5.5 5.5 54 5.5
Dottom 10 Average 4.6 4.5 4.5 4.5 4.5 4.5 4.4
13, Corporale Baa Bond Yicld  CONSENSUS 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Top 10 Averape 6.4 6.4 6.5 6.6 6.0 6.5 6.6
Bottom 10 Average 27 5.5 5.5 3.6 3. 5.6 5.6
14, State & T.ocal TBonds Yield CONSENSUS 4.3 4.3 4.3 4.3 4.3 1.3 1.3
Top 10 Average 1.6 1.7 1.7 4.8 4.8 4.7 4.9
Dottom 10 Average 4.0 38 39 39 3R a0 AR
15, Honwe Mortgage Rale CONSENSUS 6.2 5.9 5.9 5.9 S0 2.9 X
Top 10 Averape 6.6 6.4 6.4 6.5 6.5 6.5 6.5
Bottom 10 Average 27 5.5 54 55 32 54 5.2
A Ted's ATT: Nominal § Index  CONSENSUS 114.1 113.0 113.1 113.2 1128 113.2 1123
Top 10 Average 116.0 1155 1155 116.3 116.2 116.0 1137
Dottom 10 Average ILE 1104 11001 105.6 1091 1102 108.5
——————————— Year-Over-Year, % Change ———M7m8  ———— Five-Year Averages
2025 2026 2027 2028 2029 2025-2029 2030-2034
B. Rizal GL* CONSENSUS 1.6 2.1 2.1 2.0 AL 1.9 2.0
Top 10 Averape 2.1 2.4 2.4 23 23 23 23
Bottom 10 Average 1.1 1.8 1.8 1.7 1.7 1.6 1.7
C.GDP Chained Price Index CONSENSLUS 2.2 2.2 2.1 2.1 2.2 22 2.2
Top 10 Average 2.5 25 25 25 23 23 2.3
Dottom 10 Average 2.0 2.0 2.0 2.0 20 2.0 20
D. Consumer Price Index CONSENSUS 2.3 22 22 22 22 22 2.2
Top 10 Averape 2.5 2.4 2.4 2.4 24 24 2.4
Bottom 10 Average 21 21 20 20 20 2.0 2.0
. PCT Price Index CONSENSLUS 2.2 2.1 2.1 2.1 21 241 21
Top 10 Average 25 25 22 22 22 22 2.3
Dottom 10 Average 2.0 2.0 1.9 1.9 20 1.9 20
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Databank;

2023 Historical Data

Monthly Indicator Jan leh Mar Apr May Jun Jul Aug Sep (et Nov Dec
Retail and l'ood Service Sales (a) 2.8 -0.7 -0.9 0.4 0.7 0.2 0.6 0.7 0.9 -1
Audo & Light Truek Sales (0) 15.10 1488 14.93 1568 15.51 16.06 1594 1527 1568 15.50

Tersonal Income (o, current $) 1.0 0.5 0.5 0.2 0.3 0.2 03 1.5 0.4 0.z

Personal Consumption (a, current ) 1.6 0.4 -1 0.4 0.2 0.4 0.7 0.4 0.7 0.2

Consumir Crodil () 31 2.8 4.8 3.3 -0.2 il 23 -5.8 22
Consumer Sentiment (U ol 3ieh.) 6. 66.9 620 637 59.0 6.2 71.5 69.4 679 638 al3
Iousehold Fmployment (c) 894 177 i 159 =510 273 268 222 36 =348

Monlarm Payroll Emplovment (:) 472 248 217 217 281 103 236 163 293 150

Tnemployment Bate (%) 3.4 36 3.5 34 37 36 i3 RN R a0

Average [Tourly Narminas (All cur. $) 3502 3311 3320 33,34 3545 33.60 3373 33.82 33,95 34.00

Average Workoweek (Al hrs.} 34.6 343 34.4 344 343 i4.4 343 i4.4 i4.4 343

Indusinal Produclion (dy 1.5 0.9 0.2 0.3 [N -4 0.1 0.1 -2 -0.7

Capaetly Tilieation (%) 706 79.5 79.5 TOR 79.5 789 79.6 79.5 79.5 789

1SM Manufactaring Index (g} 47.4 477 46.3 471 456.9 46.0 46.4 47.6 49.0 46.7

1SM Nonmanufacturing Index (z) 53.2 351 51.2 51.8 5.3 339 2.7 543 33.6 51.8

Housing Slarts (b) 1.340 1.436 1.380 1.348 1.543 1.418 1.45] 1.305 1.346 1.372

Ilousing Permits (b) 1.354 1.482 1.437 1.417 1.496 1.441 1.443 1.541 1.471 1.498

New | lome Sales {1-family, ¢) 649 623 640 679 T10 683 728 662 719 679

Constouction Expondilures () 22 4 6 0.3 20 .5 0.7 1.0 4

Consumer Price ndex (nsa, d) a.d 0. 5.0 4.9 4.0 3.0 32 27 3.7 32

CPl ex. linod and Ineray (nsa, d} bR} 33 36 33 33 4.8 1.7 4.3 4.1 10

TZE Cham Prnee Index (d) 55 5.2 4.4 4.4 4.0 3.2 24 24 34 20

Core PBCE Chan Price Indes (d)y 4.9 4.8 4.8 4.8 4.7 4.3 43 iR 3.7 25

Producer Price Index (nsa, d) 37 4.7 27 23 11 0.3 1.2 21 22 1.3

Irable Goods Orders (&) -1.3 =27 i3 1.2 2.0 4.3 =36 -1 4.0 =34

Liading Economic Indisalors (a) 1.5 -5 -1.2 RN -7 -7 -2 -4 -7 RN

Balanes of Trade & Services (0 -T0.8 B X -60.4 T30 -060.8 037 047 -58.7 -61.5

liederal l'unds Rate ("o} 433 437 4.63 4.83 3.06 .08 312 3.55 3.55 3.55

3-Mo. Troasury Bill Rate (%o) 4.69 4.79 4.86 3.07 331 342 3.49 3.56 3.56 3.60

10-Yar Trowsury Note Ticld (*5) 353 3.75 3.66 3.46 3.57 3.75 3.00 4.17 4.38 4.8

2022 Historical Data

Monthly Indicator Jun Feb Mar Apr My Jun Jul Aug Sep Ot Nov Dec
Fotail and Food Servies Sales (a) 1.4 1.4 21 1.3 -1 0.8 .7 0.7 0.3 14 -1.4 -7
Auto & Light T'ruck Sales (h) 1438 1367 13.58 14.04 12.94 13.27 13249 1350 2 1468 1427 13.55
Personal Income {a, current $3 0.3 0.6 0.4 0.3 0.4 0.4 0.3 0.3 0.4 0.3 0.1 0.2
Tersonal Consumplion (4, cumenl 5) 0.5 0.7 1.2 .6 0.4 1.0 (1.0 8 .6 1.6 -1 0.3
Consumir Crodil () 4.6 83 101 7.3 6.9 8.0 6.8 7.0 6.9 iR 8.1 1.8
Consumer Sentiment {1 of Mich .} 7.2 [ 304 632 384 3000 1.3 382 3806 309 36.7 59.8
Iousehold I'mployment (¢} 1041 468 758 =346 317 =242 213 422 156 =257 Bl 717
Monlarm Payroll Emplovment (:) 364 Q04 414 254 364 370 568 352 350 324 290 239
Tnemployment Bate (%) 4.0 R 36 36 36 36 i3 A7 3.5 A7 36 15
Average [Tourly Narings (All, cur. $) 531.63 31.63 51.85 3194 3206 3218 32,535 3243 32,55 32,66 32,80 3292
Average Workwaock (All, hrs) 34.6 347 347 34.6 34.6 34.6 34.6 343 34.6 34.6 343 4.4
Indusinal Produclion (dy 23 0.6 4.4 4.6 3.7 3.2 20 RN 4.5 RN 1.9 0.6
Capacity Utilization (%) 79.4 79.9 8003 80.7 80.6 8003 80.7 80.7 8008 80.6 8003 78.9
ISM Manulacturng Index (g) 37.6 384 37.0 35.9 6.1 351 327 32.9 51.0 50,0 49.0 8.4
ISM Nonmanulaelunng Indiex () a1 57.2 58.4 57.5 56.4 560 56.4 56.1 559 54.5 55.5 492
Iousing Starts (h) 1.669 1.771 1.715 1.805 1.343 1.561 1.571 1.303 1.463 1.432 1.427 1.357
Ilousing Permits (b) 1.898 1.817 1.877 1795 1708 1.701 1.638 1.386 1.588 1.355 1.402 1.409
Mo Home Sales (1-Gamily. @) 810 773 7 all 636 563 543 638 567 577 582 636
Constouetion Expondifures () 24 1.5 1.4 1.8 -1 -4 -2 -1.2 -6 -4 6 -1
Consumer Price ndex (nsa, d) 1.5 19 3.3 8.3 3.0 91 8.3 8.3 3.2 7.7 71 6.5
CPl ex. liond and I'neray (nza, d) 6.0 6.4 6.3 6.2 6.0 3.9 59 6.3 6.6 6.3 6.0 57
TZE Cham Prnee Index (d) i3 6.5 6.9 0.6 a7 7.1 6.6 6.5 0.6 63 59 54
Core PCL Chain Price Index (d} 5.4 5.6 5.5 53 5.1 5.2 5.0 5.2 5.5 53 5.1 4.9
Producer Price Index (nsa, d) 10.1 10.4 11.7 11.2 111 11.2 9.7 87 3.3 82 T4 5.4
Durable Goods Crders (a0 2.0 -1.4 -0 1.0 07 1.6 -8 -0 0.3 1.0 -3 1.5
Ieading liconomic Indicators (a) 1.5 0.3 [IX1] -6 -9 -0.7 -6 -0.3 -5 -9 -9 =07
Balance of I'rade & Services () -86.5 -87.0  -102.3 -36.0  -84.1 -80.9 =717 -67.5 =717 -78.5 -63.8 =714
Foderal Funds Rale (%) 008 008 020 .33 077 1.21 1.68 233 2.56 3.08 378 410
3340 Treasury Bull Bate (%) 15 031 .45 .76 .09 1.54 230 272 3.22 3.87 432 436
10-Year Ireasury Note Yield (%o) 1.76 1.95 213 273 2.90 314 2.90 2.90 352 398 .89 362
(a) month-over-month %% change; (b) millions, saary {c) th-over-month change, tt Isy (d) year-over-year % change; (e} annualized %% change: (£} 5

billions: (g} level. Mozt series are subject to frequent government revizions. Use with care.
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Monday

Tuesday

Wednesday

Thursday

Friday

|December 4
Manutacturers' Shipments,

Inventories & Orders (Oot)
BEA Awlo Sales (S o)
1A Truek Sales (Mo
NARL Outloak (Q4)

]

JOTS (Oet)

1534 Services PMI (Mo
3&T Global Services TR (Mov)

6

AP Lmployment Report {Nov)

Froductivity & Costs (033

Inil Trade (et}

‘Iranspertation Services Index
(et

7

Whalesale 'Lrade (Ot}

Treasury Auction Allotments
{Nov)

Cernsumer Credit (Do)

liinancial Aceounts (()3)

]
Lmployment Situation (Nov)
Clonsumer Sentiment

(D, Preliminaryy

Kansas City linancial Stress
Index (Merv)

CPI & Roal Earnings (Nov)

QS5 {3

Cleveland Fed Median CPICNov)

bonthly Troasury Slatement
{Nov)

Manpower Survey (1)

NFIB (vov)

Kangas City lied TLabor Market
Condilions Indicalors (o)

Producer Prices (Nov)

130T Meeting

COFEC Crude Onl Spot Poees
{Nov)

liLA Crode Ol Stocks

Wemtsase Applications

Advance Retail Sales (Nov)
Import & Disport Prices (o)
MTTS (Oet)

Woekly Jobloss Claims

QFR {35 Challengier Emplovment Roporl
Fublic 1ebt (~ov) {ov)
Interest on Pablic Debt (Nov) Wesekly Johless Claims
ELA Crwds il Stocks
burlgars Applicalions
11 12 13 14 15

I & Capacity Utilization (Nov)
BOHC O3)

Empirc State MMy Survey (Doe)
Livingston Surviey (Apr)
Ieusing Affordability (Oct)

CHRISTMAS DAY

116 Money Stock {Nov)
Fhiladelphia lied Menmfz

L'ewas Service Sector Outlook
Survey (1dec)

Steel Impants Tor Consumption
(Nov, Preliminary)

FOMC Mecting
18 19 20 21 22
Business Lemdors Supvov (Dec) | ow Rosidenlial Consiruction | Intemational Transactions (3350 | GDT & Corp Prolits DPersonal Income (Nov)
Home Bualders (Dec) (Mo Existing Home Sales (XNov) {123, 3rd Eslimalis) Underlying NIPA Tables
TTCT 1ata (Oet) Congumer Contidence (Dec) Philadelphia I'ed iz 13usiness {33, 3™ Listimate)
EIA Crwds Ol Stocks Cutlook Suevey (Dhe) Adbvance Durable Goods (Nov)
Martzane Applications Kansas City Fed Manufacturing | New Residential Sales (Nov)
Survey (ec) BBuilding Permits {ov)
Composile Indexes (Mov) Consumer Seolment{Dee, Final)
Woekly Jobloss Claims Dallas Fed Trim-MeanTCE (Mow
Treas Auction Allotments (ec)
S8&P Global Flash T'hTs (Dhec)
25 26 27 28 29
FHE A HPI (Chely Fichmond Fed Wl & Service | Ay Trade & Inventories Ovov) | Agricollural Proces (Ovov)
Case-Shaller HIT (Oci) Seelor Survovs (Dec) Inil Inviestment Position (3) Strike Repori (Dae)

Chicago PMI (1Dec)
1iIR13 Philadelphia Coincident

Construction {Nov)

1504 Manufacturing (13ec)

AP I'mployment Report (Dec)

ALL MARKETS CLOSED Business Outlook (Dec) burlgars Applicalions Tending Home Sales (o) Economic Activily Index (Mo
Chicapo IPed National Activity ElA Crude Odl Stocks
Index (Norv) Wesekly Johless Claims
Texas Mg Oullook (Dae)
tJanuary 1 2 3 4 S

Linployment Situation (Dec)

Congumer Credit (5 ov)

International Trade (~ov)
NI (Dec)

Fansas Cily Financial Stress
Index (1dec)

Wholesale Trade (Nov)
IiLA Crude (il Stocks
burlgars Applicalions

CPL& Real larnings (1Jec)
Cleveland led Median CPIec)
Mdonthly Treasury Stalement
(IDec)

Wesekly Johless Claims

Dallas Fud Banking Conditions | JOLTS (Mo Challenger Emplovment Report | MSIO (Nowv)
et e tr1aene . Surviey (ov) burlgars Applicalions (D) Tublic Dhbt (Dhec)
NEW ¥IIAR'S DAY &P Glohal Mfa PMI (Dec) S&P Gilabal Services PMI (Dec) | Interest 1xepense on Public 1ebt
ALL MARKETS CLOSED BEA Aule & Truck Sales (Dee) | (Deed
EIA Crude O1l Stocks TSK Services W (Dae)
Wesekly Johless Claims
u ) 10 11 12

Producer Prices (1Jec)
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Chapter 6 Alternative Assetl Pricing Models

The model is analogous o the standard CAPM, but with the refura on a
minimum rigk portfolio that is unrelated to market returns, Ry, replacing the
risk-free rate, Re. The model has been ernpirically tested by Black, Jensen,
and Scholes (1972), who find a fatier than predicted SML, consistent with
the model and other researchers’ findings. An updated version of the Black-
Jenisen-Scholes study is available in Brealey, Myerg, and Allen (2006) and
reaches similar conclusions.

The zero-beta CAPM cannot be literally employed to estimate the cost of
capital, since the zero-beta portfolio is a statistical construct difficnlt to Tepli-
cate. Attempts to estimate the model are formally equivalent to estimating
the constants, a and b, in Equation 6-2. A practical alternafive is to employ
the Empirical CAPM, to which we now tm.

6.3 Empirical CAPR

As discussed in the previous section, several finance scholars have developed
refined and expanded versions of the standard CAPM by relaxing the con-
strainis imposed on the CAPM, such as dividend yield, size, and skewness
effects. These enhanced CAPMs typically produce a nsk-return relationship
that is flatter than the CAPM prediction in keeping with the actual ohserved
risk-return relationship. The ECATM makes use of these empirical findings.
The BECAPM estimates the cost of capital with the equation:

K=Re+ &+ x (MBP — &) (6-5)

where & is the '‘alpha’ of the risk-Teturn line, a constant, and the other
symbols are defined as before, All the potental vagaries of the CAPM are
telescoped into the constant &, which must be estimated econometrically from
market data. Table 6-2 summarizes'” the empirical evidence on the magnitade
of alpha.t

" The tachmique is formally applied by Litzenberger, Ramaswamy, and Sesin (1580)
to public utilities in order to reciify the CAPM’s basic shoricomings. Not only do
they summarize the criticisms of the CAPM insofar as they affect public vtilities,
but they also describe the ecopometric intricacies mvolved and the methads of
circuinventing the statistical problems. Essentially, the average monthly veturng
over a lengthy time period on a large cross-section of securities grouped into
portfalies are refated to their corresponding betas by statistical regression techniques;
that is, Hquation 6-5 is estimated from market data. The utility’s beta value is
sobstituted into the equation to produce the cost of equity figure, Their own results
demoenstrate how the staridard CAPM underestimates the cost of equity capital of
public utilities betause of nilides” high dividend yield and return skewness.

"' Adapted from Vilbert (2004},

129
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New Regulatory Finance
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TABLE 6-2
EMPIRICAL EVIDENCE ON THE ALPHA FACTOR

Authot Range of alpha
Fischer {1993) —3.6% to 3.6%
Fischer, Jensen and Scholes (1972) —8.61% to 12.24%
Farma and McBeth (1972) 4.08% to 9.36%
Fama and French {1992) 10.08% 1o 13.56%
Litzenberger and Ramaswaimy (1979) Ba2% v 8.17%
Litzenberger, Ramaswarny and Sosin {1980} 1.63% to 5.04%
Pettengill, Sundaram and Mathur {1985) 4.8%

Morin (1988) 2.0%

For an alpha is the range of 1%-2% and for reagonable values of the market
risk. premivm and the risk-free rate, Equation 6-5 redoces to the following
more pragmatic form:

K =R+ 0.25 (Ry — R + 0.75 B(Ry — R (5-6)

Over reasonable values of the risk-free rafe and the market risk premium,
Equation 6-6 produces results that are indistinguishable from the ECAPM of
Equation 6-5.7%

Axn alpha range of 1%-2% is somewhat, lower than that estirnated empirically.
The use of a lower value for alpha leads to a lower estimate of the cost of
capital for low-beta stocks such as regulated vtilities. This is because the use
of a long-term risk-free rate rather than a short-term risi-free rate already
incorporates some of the desired effect of vsing the ECAPM. That is, the

2 Typical of the empirical evidence on the validity of the CAPM is a study by Morin
{1989} who found that the relationship between the expected return on a security
and beta over the period 1926-1984 was given by:

Retumn = 0.0829 + (.0520 8

Given that the fisk-free rate aver the estimation period was approximately 6% and
that the market fsk premivm was 8% dudng the period of study, the intercept of
the observed relationship between return and beta exceeds the risk-free rate by
about 2%, or 1/4 of 8%, and that the slope of the relationship is close to 3/4 of
8%. Therefore, the empirical evidence suggests that the expected return on a security
is related to its risk by the following approximation:
K= Re+ xRy — Re) + (1 ~ 0)P(Ry — Ry)
where x is a fraction to be determined empirically. The value of x that best explains

the observed relationghip Retum = 0.0829 + 0.0520 5 is between 0,25 and 0.30.
If x = 0.23, the equation becomes:

K= R; -+ DAZS(RM - R;.') + 0-755(}{“ - R.a)
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Chapter 6. Alternative Asset Pricing Models

long-term risk-free rate version of the CAPM has 2 higher intercept and a
flatter slope than the shoit-term risk-free version which has been tested. Thus,
it is teasonable to apply a conservative alpha adjustment. Moreover, the
lowering of the tax burden on capital gains and dividend income enacted in
2002 may have decreased the required return for taxable investors, steepening
the slope of the BCAPM risk-return trade-off and brng it closer to the CAPM
predicted retums.”?

To illustrate the application of the BCAPM, assume a risk-free rate of 5%,
a market risk premium of 7%, and a beta of 0.80. The Emopirical CAPM
equation (6-6) above yields a cost of eguity estimate of 11.0% as follows:

K = 5% + 0.25 (12% — 5%) + 0.75 % 0.80 (12% ~ 5%)
50% + 1.8% + 4.2%

= 11.0%

il

As an alternative to specifying alpha, see Example 6-1.

Some have argued that the use of the ECAPM is iuconsistent with the use
of adjusted betas, such as those supplied by Value Line and Bloomberg. This
is becauge the reason for using the BCAPM is to allow for the teridency of
betas to regress toward the mean value of 1,00 over time, and, since Value
Line betas are already adjusted for such tend, an ECAPM analysis results
in double-counting, This argument is erroneous. Fondamentally, the ECAPM
is pot ap adjustraent, increase or decrease, in beta. This 15 cbvious from the
fact that the expected return on bigh beta securities 1s actually lower than that
produced by the CAPM estimate. The ECAPM is a formal recognition that
the observed 1isk-retuin tradeeft is flatter than predicted Ly the CAPM based
on mytiad empirical evidence. The ECAPM and the use of adjusted betas
compnsed two separate features of agset pricing, Even if 2 company’s beta
is estirnated accurately, the CAPM still understates the return for low-beta
stocks. Even if the BCAPM 15 used, the refurn for low-beta securities is
understated if the betas are vnderstated. Referring back to Figure 6-1, the
ECAPM is a return (vertical axis) adjustmeni and not a beta (horizontal
axis) adjustment. Both adjustments are necessary. Moreover, recail from
Chapter 3 that the use of adjusted betas compensates for interest rate sensitivity
of utility stocks not captured by unadjusted betas.

Y The Jowering of the tax burden on capital gains and dividend tncome has no impact
as far as non-taxable instimtonal mvestors (pension funds, 401K, and mumal funds)
are concerned, and such investors engage in very large amounts of trading on
security markets. It is quite plausible that tazable retail investors are relatively
inactive traders and that large non-taxable investors have a substantial influence on
capital markets.
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