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The truce that calmed oil markets in June has collapsed, and the
reescalation of US-Iran hostilities has put energy back at the center of
the outlook. Gas prices have already jumped back above $4 a gallon,
putting renewed pressure on inflation, the consumer, and the Federal
Reserve. It appears the combatants have moved into a risk manage-
ment mode, stepping in just before catastrophe hits but not ready to
abandon hostilities until a deal is reached that both sides can live with.
When that happens and what compromises are in store remain to be
seen. Inthe meantime, the economic landscape remains as fluid as ever.

That said, a few observations about underlying conditions can
be made. For one, despite the noise from volatile oil prices, the
economy is holding up reasonably well and the oil crisis has not
upended inflation prospects— at least not yet. For another, the worst-
case scenarios for the economy linked to tariffs and immigration
policies have not played out. The tariff impact has been relatively
muted, and the squeeze on labor supply from reduced immigration has
not impaired the job market. Job growth has been stronger than
expected, and there has been no shortage of workers to fill positions.
Finally, the financial markets are responding more calmly to the
disruptive shocks than would be expected. Stock prices continue to
hovernearrecord levels, and the climb in market interest rates has been
modest, although meaningful.

Is there smooth sailing ahead? That would be a stretch. Perhaps
the biggest risk to the outlook is that policymakers draw wrong
conclusions from the swirl of events and make decisions that could do
more harmthan good. The new Fed Chair, Kevin Warsh, has his hands
full, dealing with old problems in a new bottle. Despite the welcome
inflation relief seen in the June consumer price report, inflation is still
running too high, and Warsh has set low inflation as his top priority.
But raising interest rates to bring that about runs the risk of slowing
the economy without stifling the very catalysts stoking inflation —
high energy prices linked to the Mideast war. The fog of war continues
to cloud the outlook, but barring policy missteps and assuming an
acceptable truce is struck in the foreseeable future, the economy
should muddle through the rest of the year and regain momentum for
apeacetime recovery in 2027.

Mission Accomplished?

Justasitseemed inflation was getting out of control and forcing
the Fed to raise interest rates, a very benign and welcome consumer
price report for June hit the headlines, prompting a lot of rethinking
among traders and economists. What the latest report makes abun-
dantly clear is that the inflation scare in recent months is primarily an
energy shock. The war-induced surge in oil—and gasoline — prices was

Navigating An Economy Held Hostage By The War

the primary culprit sending inflation up, and its sudden plunge
following the temporary truce in June brought inflation down. As
this is written, oil prices are heading up again, so the Junereprieve
will be followed by a July relapse. This ebb and flow will continue
as long as hostilities wax and wane and roil the energy markets.
What is also becoming apparent is that the hoopla over
tariffs was more noise than substance. Of course, nothing is
forever and it would be a mistake to say that tariffs won’t at some
point become more of an inflationary influence. If nothing else,
the financial markets are agitated whenever new tariffs are
announced as they create uncertainty, complicate business
planning decisions and cause supply chain problems. But since
the U.S. launched its Liberty Day tariffs in the spring 02025, the
impact on consumer prices has been much less than feared.
The reason: Businesses have been willing to absorb most
of the increased costs imposed by tariffs. A simple exercise
illustrates this point. Since March 2025, just a month before the
liberty day tariffblitztook hold, import prices for goods excluding
food and fuel, most of which are destined to reach consumer
shelves, increased by 4.8 percent. Butconsumer prices for those
same goods increased by less than a third as much, rising by just
1.4 percent over the period. Simply put, businesses have passed
through only about 30 percent of the tariff increase. However,
any thoughts that corporations absorbed the cost increase for
charitable reasons would be misguided.

Corporate Earnings Provide a Big Cushion

Despite absorbing a roughly tripling of the effective tariff
rate since early last year, corporate earnings continued to stage
remarkable gains through the first half of the year. To be sure, a
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few gianttech firms (the Maga 7) are leading the way with aprojected
31 percent increase this year; but the gains among the remaining 493
firms are nothing to sneeze at, as their combined bottom lines are
expected to increase by more than 20 percent. Small wonder that
amidst the formidable headwinds hitting the economic landscape,
the stock market continued to forge ahead through mid-summer.

Economists have no clearcut explanation as to how companies
continue to generate powerful earnings in an economy that is
growing below its long term trend. One theory is that the bloat built
up during the pandemic —i.e. over hiring to meet torrid demand juiced
by stimulus-fueled consumers — is still being worked off to drive
current output. Hence, revenues are being generated from the labor
costs set five years ago. Another popular notion is that Al technol-
ogy is boosting labor productivity, as early adopters have rapidly
moved up the learning curve and are applying the transformative
technology in ways that cut costs and expand output. From our lens,
however, most of the cost efficiencies and productivity gains from
Al are yet to come.

Whatever the catalyst, one thing is clear: the sturdy earnings
increase has come atthe expense oflabor. Make no mistake. The tide
isliftingall ships, as gross domestic income has grown by 63 percent
since the pandemic in 2020. But the slices of the enlarged pie have
changed, with corporate profitsrising from9.3 percentof GDIto 11.5
percent in2024, the last year available . Meanwhile, labor has gotten
an ever smaller slice of the income pie, as its share has shrunk from
54.6 percentto 51.9 percent.

Weaker Bargaining Power

Simply put, labor’s competitive standing in the income distri-
bution chain has weakened considerably over the years. There are
many reasons why that has occurred, but few stand out. Most
notably, a swath of workers have lost their biggest bargaining
weapon — unions — which have historically negotiated through
strength in numbers to assure workers share equally in the growing
economy, as well as retain job security. But those numbers have
shrunk dramatically over the years. Today, union membership has
declined tounder 6 percent of private sector employment from 12
percent in 1990, when globalization gained traction.

Inthe absence of union muscle, workers have less power at the
bargaining table. Making matters worse is that globalization has
eviscerated the manufacturing sector, sending millions of jobs
overseas that were previously filled in the U.S. Not surprisingly,
there is a connection between offshoring and the declining power of
unions because the bulk of those lost jobs were typically held by
union members. Meanwhile, even as union jobs were replaced by
cheaper labor overseas, company profits benefited from importing
supplies and materials made by foreign workers that are less costly
than if they were made domestically.

Finally, U.S companies have made great strides in boosting
productivity, thanks mainly to technological advances in the work-
place, such as the growing use of robotics, and other cost-savings
measures, including improved inventory management and exploit-
ing tax-incentives that encourage investments in capital equipment
over hiring workers. Importantly, workers have not shared equally
in the productivity gains, most of which embellished profits at the
expense of labor income.

Fed Can’t Fix Structural Problems

The shifting shares of national income is a structural problem
that policy makers cannot easily fix. A drastic change in tax policies
might level the playing field. But that is not widely supported, nor
tested as it could have unintended consequences by hurting
workers more than profitability. A more relevant and timely discus-
sion linked to the increased share of corporate earnings is the
growing income and wealth disparity among households.

Profits and the capital gains stemming from those profits have
greatly boosted the wealth of a small fraction of the population.
Meanwhile the livelihood of most households depends on the very
labor-generated income that is losing ground to corporate earnings.
This too is not easily fixable. One popular remedy gaining steam is
awealth tax on the rich, which proponents claim would not only level
the playing field, but help finance the government’s burgeoning
deficit. But this also has many flaws that could do more harm than
good. The economy derives most of its strength from consumer
spending, and the so-called wealth effect — spending by affluent
households — has done much of the heavy lifting in recent years.
Policies that would dampen the wealth effect would also cut off a
major source of spending, which would translate into fewer jobs and
lower wages than otherwise

As we move further into the second half of the year, the
economy continues to derive much of its strength from the two
influences that underscore the widening gap between profits and
labor income and between the wealthy and other households —
strong spending on productivity-enhancing investments and the
wealth effect on consumption from affluent households. Layered on
top of this is the war-induced inflation shock.

Policymakers in Washington do not want to rock the boat
before the mid-term elections, which leaves only the Federal Re-
serve with the flexibility to effect change by raising or lowering
interestrates. Thisis adelicate balancing act thatthe Fed will grapple
with in coming months. Tamping down inflation is its primary
concern now, but higher energy prices are a tax on households as
well as an inflation catalyst. The longer the war continues, the
greater the risk that inflation will bite further into income and stifle
consumer spending. Raising interest rates now to combat an
inflation catalyst it has no control over — the war — would only make
things worse by imposing a bigger drag on the economy. There is
anontrivial chance the Fed will raise rates at the next meeting. But
the best move would be no move at all until the fog of war clears,
removing the major risk of a policy mistake that would derail any
peacetime recovery from happening.
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KEY ECONOMIC AND FINANCIAL INDICATORS

Prine Rate

3-Month Treasury Bill Rate

5-Year Treasury Note Rate

10-Year Treasury Note Rate

30-Year Treasury Bond Rate
Tax-Benpt Bond Yield

Corporate Bond Yield (AAA)
Conventional 30-Year Mortgage Rate

DowJones Industrial average
S&P 500 Index

Dividend Yield (S&P)
P/ERatio (S&P)

Dollar Exchange Rate (vs. Major Gurrencies)

* Monthly Averages

Housing Starts (Thousands of Units)
New Hone Sales (Thousands of Units)
New Hone Prices (Thousands of Dollars)

Retail Sales (% Change Year Ago)

Industrial Production (% Change Year Ago)
Operating Rate (% of Capacity)

Inventory Sales Ratio (Months)

Real Gross Donrestic Product (Annual % Change)

Unenploynent Rate (Percent)

Payroll Erploynent (Change in Thousands)
Hourly Eamings (% Change Year Ago)
Personal Incone (% Change Year Ago)
Savings Rate (Percent of Disposable Incone)
Consuner Gredit (Change in Bins. Of Dollars)

Consuner Prices (% Change Year Ago)
(PI Less Food & Energy (% (hange Year Ago)
Wholesale Prices (% Change Year Ago)

June
675
366
421
447
4%
468
552
649

5139
A0

276

1188
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1427

IR
67

L1
76.1

42

35

35
26
55

| Financial Indicators * |
12-Month Range
May April March Febuary  January December High Low
675 6.75 675 675 6.75 683 7.50 675
3600 361 361 357 357 359 425 357
415 3% 385 37 3R 370 421 365
448 432 425 421 421 414 448 406
5.03 491 485 484 484 480 503 464
478 474 484 477 47 480 527 468
5.56 542 548 534 534 531 5.56 513
Y7 633 6.18 610 6.10 6.19 672 6.10
000 000
4917 48430 46800 49138 49138 48119 5139 44500
7413 057 6654 6929 6929 6853 7450 97
109 116 121 116 L15 L15 123 1.09
279 282 256 269 277 273 24 256
1188 1190 1199 1192 1192 1206 121.8 1188

|Econ0rric Indicators |
12-Month Range
May April March Febuary  January December High Low
119 1414 152 1346 1385 1378 152 119
618 646 659 630 576 73 757 576
412 416 39 412 416 49 49 397
73 5.1 42 42 33 24 73 24
L6 13 06 08 L1 12 1.9 06
76.1 760 755 760 756 75.7 764 754
128 1.30 132 1.3 135 1.36 1.39 1.30
21 05 44 05
43 43 43 44 43 44 45 42
129 148 214 -156 41 -17 214 -156
34 36 38 38 38 37 40 34
38 26 33 35 40 42 51 26
30 3 35 38 44 36 46 30
02 208 28 72 44 151 28 43
42 38 33 24 24 27 42 24
29 28 26 25 25 26 31 25
60 56 43 34 30 31 60 27
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SimpliCD is owned and operated by

Primary Financial Company LLC, a

credit union service organization

owned jointly by Louisiana Corporate

and corporate credit unions

nationwide.

SimpliCD Issuance complements or

provides a competitive alternative to

FHLB advances and other funding

alternatives and is an effective solution

for credit unions looking to add a

secondary liquidity source.

It’s quick. It’s easy. It’s SimpliCD.

Benefits of issuing through SimpliCD

include:

Please inquire about current rates.

No subscription, broker, or
transaction fees with
custodial program

A centralized way to raise
funds and generate liquidity

Access to the largest network
of credit union investors
nationwide

The ability to aggregate
investors into one certificate
of deposit

The safety of working with a
credit union owned entity

As easy as opening any other
customer account

G, D SimpliCD

SimpliCD Issuance

Share Certificate Program

First Quarter 2026 — By the Numbers

$5.04 billion Total credit union issuance outstandings.
Number of credit unions that have
1.606 issuance agreements in place, prepared to
4
issue share certs, should the need arise.
Number of credit unions that currently
387 have custodial share certificate issuance
balances through SimpliCD.
5100 million Largest issuance in a single transaction to

date.

Generate Liquidity Quickly and Easily with SimpliCD.

Nearly 70% of the nation’s credit unions have an investing relationship
with SimpliCD. With one phone call, your credit union can issue

up to $50 million or more in share certificates in a single

transaction to our network of more than 3,000 credit union

investors across the country. If you are looking

for an exceptionally large deposit, are low-
income designated, or you are simply interested

in a larger audience of investors, access public
funds, other institutions, and potentially all US credit unions with
SimpliCD DTC Issuance.

For more information on issuing share certificates through SimpliCD,
please call or email Erin Byrd at Louisiana Corporate 800-421-7030
erinb@lacorp.com. You may also visit our website at

https://www.lacorp.com

3500 N. Causeway Blvd., Suite 1510, Metairie, LA 70002 (800) 421-7030 www.lacorp.com





