Monday Monetary Thoughts

Donald John Tuss

There is no buffer

The latest data likely gives policymakers on both ends
of Washington DC — fiscal and monetary — the false
impression that they are working with an economic buffer.

e Favorable weather conditions likely provided a lift to
employment growth in March. Just 87,000 employed
non-agricultural workers were not at work due to
bad weather, below normal. A formal analysis from
the Federal Reserve Bank of San Francisco found that
weather lifted payroll growth by roughly 150,000 to
180,000 last month.

e Even before the latest tightening in financial market
conditions, the prime-age employment rate has been
contracting. Over the six months ending in March, the
prime-age employment to population ratio fell 0.5ppt.
It is rare to see a decline of this magnitude outside of
recession

In short, the labor market has been getting worse,

not better. However, FOMC Chair Powell continues to

characterize economic conditions as solid while the Trump

administration has fully embraced the economy data as

their own with the President noting that “it’s already
orking” following the March release
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The weather really lifted things last month
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There is a remarkable level of complacency right now.
The Fed is not ready to step in and if the President
thinks the economy is fine, he has no reason to change
course. Before we even speculate on the outlook for trade
policies, investors need to know that the combined strike
price on the policy put continues to decline.

Stocks often play role of active informant StOCkS can become the economy

Stocks are not the economy, but stocks are not, not the
economy either. A cursory look at our nearby figure shows
reflects this insight. Sometimes stocks correlation strongly
with economic growth, but sometimes, they don’t.

; In our view, a firm manager looks at the stock market
and asks three questions: (1) Is my stock price reflecting
. something | already know about my company? (2) Is my
stock price reflecting something | do not know about my
57 55 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 s e s w22z company? And, (3) Is the broad market informing me
s 300 WO . reotinte of something about the overall economy? The first two
guestions deal at the firm level while the last question puts

the market in the role of aggregating macro views.

| think in normal times, the stock market is a passive
informant. Business managers know more about their
firms than the outside public. Firms usually do not look
at their share prices as a signal to invest. The share price
does not tell firm managers something they do not already
know. Fundamentals like cash flow and revenue growth
say more about the future path of investment than the
overall market.

Today, it appears that the stock market is taking on a
more active informant role, aggregating beliefs across
the marketplace. Individual company valuations matter
less while macro risk matters more. Investors may hold
macro views on the future affecting share prices across
different industries, distorting investment decisions today.
If business managers are looking at the stock market as a
gauge to assess macro risk, the economy will get into more
trouble.
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Explosive growth in stock correlations
(Average 30-day 5&P500 pairwise correln.)
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Indeed, the stock market plays an important role in
accelerating financial conditions. Our principal concern
is the role the stock market may play in perpetuating
uncertainty and financial stress beyond the direct effects
on consumption and investment. Now, stock correlations
are exploding. If everything is moving together, it means
less weigh on valuations and fundamentals and more on
macro risk.

The risk of a negative feedback loop is quite high. Party
of the way a feedback loop is broken is by shifting
investor attention. That could mean a focus on corporate
fundamentals or a policy change. The latter looks quite
challenging with both sides of DC digging in. If policy
cannot break the negative feedback loop, it will continue.
We remain cautious and concerned on the economic
outlook.

Don’t expect a swift recovery from this

Let’s assume a scenario where Trump backs off his current
trade stance (even though doing so this soon would be a
major political setback). The markets might welcome that
news, but eventually, it will be hard for Trump to stick to
that stance. Indeed, it’s possible that a rising stock market
might be used an excuse for Trump to turn the trade dial
back up. This is and never has been an on-off switch. The
uncertainty has become too great.

Looking at the economy, the heightened uncertainty
Trump has wrought reminds me a little bit of the early
2000s. Firms were facing a variety of shocks: the aftermath
of 9/11, corporate accounting scandals, the run-up to the
Irag War. The 2001 recession was not especially deep, but
it did take quite some time to crawl out of it. This feels a
little bit like that — muddle through. It’ll be tough to get
things going, and while there will be a time to get long on
equities, | would not expect a V-shaped recovery.
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Monetary metrics

U-6 Taylor Rule = Shadow Policy Rate

== Effective Fed Funds s====1J-3 Taylor Rule
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FOMC Forecasts Median Central Tendency
2025 2026 2027  Longerrun| 2025 2026 2027 Longer run
Change in real GDP 1.7 18 18 1.8 1.5-1.9 16-19 1.6-2.0 1.7-2.0
December projection 2.1 2 1.9 18 1.8-2.2 19-2.1 1.8-2.0 1.7-2.0
Unemployment rate 44 43 4.3 4.2 4344 4245 4144 3.943
December projection 4.3 4.3 4.3 42 4.24.5 4144 4,044 3.943
PCE inflation 2.7 22 2.0 20 26-29 2123 2.0-21 20
December projection 2.5 21 2.0 20 2.3-26 20-2.2 2.0 20
Core PCE inflation 2.8 2.2 2.0 2.7-3.0 21-24 2.0-21
December projection 25 22 2.0 2.5-2.7 20-2.3 2.0
Projected policy path
Fed funds rate 3.9 3.4 31 3.0 3.944 3.1-3.9 2.9-36 2,6-3.6
December projection 39 34 31 3.0 364.1 3136 2.9-36 2.8-36
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High frequency data heat-map

Indicator Mar-25 Feb-25 lan25 Dec-24 MNov24 Oct-24  Sep-24  Auz-24  Jul-24  Jun-24 May-24 Apr-24
Manufacturing/Output
1SM Manufacturing (actual) Lewvel
15M Services [actual) Level
Industrial Production iy
Capacity Utilization Lewvel
Durable Goods wiy
Durable Goods ex Tran wiy
Markit Services PMI Level
Markit Mfg PMI Level
Employment
Jobless Claims [ 4 Wk Avg) (R) Level
ADP Employment Mo
Nonfarm Payrolls MoM
Average Hourly Earnings wiy
Average Weekly Hours Lewvel
Unemployment Rate (F) Level
Housing
Building Permits Level
Housing Starts Level
New Home Sales Level
Existing Home Sales Level
MNAHB Homebuilder Index Level
Case-Shiller 20 Market Price i
Inflation
CPI iy
Core CPI wiy
PRI iy
Core PRI iy
Core FCE iy
Consumer
Michigan Confidence Level
Fersonal Income iy
Fetail Sales iy
Auto Sales Level

Conference Board Consumer Confidence Level

Notes
R- Reverse Formatting Highe st decile Lowest decile
Dedles are based on expanding window since 2001 10 5 8 7 ] 5 4 3 2 1
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Labor market indicators
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Inflation indicators
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= Core PCE (% change, year-ago)
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=== Core Sticky CPI (% change, year-ago)
=== Core Flexible CPI (% change, year-ago)
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DISCLAIMER: This document has been prepared by Renaissance Macro Securities LLC, a subsidiary of Renaissance Macro Holdings,
LLC. This document is for distribution only as may be permitted by law. It is published solely for information purposes; it is not an
advertisement nor is it a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading
strategy. No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or
reliability of the information contained in this document. The information is not intended to be a complete statement or summary
of the markets, economy or other developments referred to in the document. Any opinions expressed in this document may
change without notice. Any statements contained in this report attributed to a third party represent RenMac’s interpretation of
the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such
use and interpretation have not been reviewed by the third party. Nothing in this document constitutes a representation that
any investment strategy or recommendation is suitable or appropriate to an investor’s individual circumstances or otherwise
constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own
judgment in making their investment decisions. The value of any investment may decline due to factors affecting the securities
markets generally or particular industries. Past performance is not indicative of future results. Neither RenMac nor any of its
directors, employees or agents accept any liability for any loss (including investment loss) or damage arising out of the use of
all or any of the information. Any information stated in this document is for information purposes only and does not represent
valuations for individual securities or other financial instruments. Different assumptions by RenMac or any other source may yield
substantially different results. The analysis contained in this document is based on numerous assumptions and are not all inclusive.

Copyright © RenMac 2025. All rights reserved. All material presented in this document, unless specifically indicated otherwise,
is under copyright to RenMac. None of the material, nor its content, nor any copy of it, may be altered in any way, or transmitted
to or distributed to any other party, without the prior express written permission of RenMac.
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