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 Back to the Powell Future?  
 
Another two hikes a reasonable baseline for 2026  

Kevin Warsh was hawkish last week. As much as he eschews forward 

guidance, he has given a very crude form of it – the FOMC will deliver price 

stability. He has not necessarily told the market what pushes the Fed to 

raise rates again nor has he told markets what gets the Fed to stop, but I 

think two things are clear. 

▪ Last week’s rate hike was more the beginning of something than 
the end of something. Removing a "dose of accommodation” 
implies that policy is not restrictive to begin with. If policy is not 
restrictive, it is difficult to see how inflation returns to target. 

▪ Financial market conditions are too loose. Warsh is “hard-pressed 
to describe broad financial conditions as restrictive” and the Fed 
aims to “ensure that credit and financial conditions are consistent 
over time with our mandate.” 

A reasonable baseline for the rest of the year is another two hikes, October 

and December. The market is priced for just over one rate hike through 

the end of the year. Thus, there might yet be some work for markets to 

do. 

Where is the productivity boom? 

The bigger story is a theme that Chicago Fed President Goolsbee  

addressed earlier today: “the only way to restore balance is to reduce 

demand.” Indeed, as a cursory glance at the data reveals, there is likely 

less room for the fading of supply shocks – immaculate disinflation – to 

pull down inflation now than the case a few years ago.  

Moreover, at the margin, delivery times appear to be lengthening of late. 

This is notable since one of Warsh’s themes up to this point has been a 

supply-side driven productivity boom that would create space to ease 

without threatening the inflation mandate. Productivity growth has been 

sluggish and persistence of supply shocks makes the prospect of a boom 

less likely, not more. 
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Serious about inflation means higher U3 

A Fed that is serious about bringing inflation to target is a Fed that is 
serious about pushing up the unemployment rate. The most recent guide 
is September 2022. Normally, if the Fed sees higher unemployment, it is 
largely a reactive affair; their marking to market their forecast. September 
2022 is a rare example of the Fed signaling its intent. We’re not close to this 
point yet. 
 
In September 2022, the market reaction to the FOMC day was a bear 

flattening as the two-year yield jumped and sell-off in equities. I think this is 

a reasonable guide to what may transpire if Warsh means business about 

price stability now. For someone that was meant to be the anti-Powell, 

Warsh is shaping up to be a lot like him! 

Data review: Consumption en fuego 

Consumers’ spending is defying gravity. After a couple of soft months, retail 

sales surged in August. Consumption is supported by a wealth effect; as net 

worth continues rising relative to income, the household saving rate has 

declined. All told, we’re tracking 3.5 to 4.0 real PCE annualized growth in Q3. 

We remain skeptical that this pace can sustain. Real income growth 

continues to cool off while fiscal policy tightens into year-end. 

While consumption is strong, we see somewhat less juice out of 

manufacturing and housing. As strong as manufacturing business surveys 

have been, there is not much evidence of a breakout in actual factory 

production. This is a reminder that surveys are not a substitute for hard-

data. Importantly, productivity in the industry appears sluggish. Aggregate 

hours worked have risen more than output. The weak growth in productivity 

undercuts the notion of a supply-side boom. 

Housing continues to buckle under higher interest rates. With housing 

demand fading, there is some evidence that inventories are beginning to 

creep up. This is not a positive development for residential construction. In 

September, builder sentiment hit another low. Typically, this is an 

unwelcome sign for new home sales and residential construction activity. 

The lack of housing turnover is one reason to expect somewhat slower 

growth in household durables spending lies ahead.  

Upward Revisions to the FOMC's Unemployment Rate Projections (1–2 Year Horizon)
Summary of Economic Projections archive, October 2007 – September 2026

Episode SEP Vintages Revision (1–2yr ahead) Nature Context

Global Financial Crisis Jun 2008 → Jan 2009 2009 UR: 5.3–5.8% → 7.1–7.6% (Oct '08) → 

8.5–8.8% (Jan '09)

Reactive Chasing realized deterioration; largest cumulative markup in SEP 

history

Debt-ceiling growth scare Jun 2011 → Nov 2011 2012 UR: 7.8–8.2% → 8.5–8.7% Reactive Growth scare / European crisis; partially unwound by Jan 2012

Powell 'pain' SEP Jun 2022 → Sep 2022 2023 UR: 3.9% → 4.4%; 2024: 4.1% → 4.4% 

(Dec '22 took 2023 to 4.6%)

Ex ante — only 

instance

Paired with +100bp on the 2023 dot post–Jackson Hole; UR up 

because dots up, no realized deterioration (UR was 3.7%)

Sahm-rule scare Jun 2024 → Sep 2024 2024 UR: 4.0% → 4.4%; 2025: 4.2% → 4.4% Reactive Marking to realized labor softening; paired with the 50bp cut

Tariff stagflation shock Dec 2024 → Jun 2025 2025 UR: 4.3% → 4.5%; 2026: 4.3% → 4.5% Exogenous UR and inflation both revised up; dots still showed cuts — shock-

driven, not policy-chosen

Memo: current vintage

Source: Federal Reserve Board, Summary of Economic Projections

Sep 2026 SEP moved the opposite direction: median UR revised DOWN to 4.1% for 2026–28 (from 4.3/4.3/4.2 in June) alongside a 25bp hike and a dot plot showing further tightening — an 

'immaculate disinflation v2' forecast. Historical template implies the pain concession, if it comes, lands Dec 2026–Mar 2027 (2–3 quarters post-liftoff, per the 2022 lag).
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Monetary metrics 
    

   

 

High frequency data heat-map 
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High frequency data heat-map  

 
  

Indicator Sep-26 Aug-26 Jul-26 Jun-26 May-26 Apr-26 Mar-26 Feb-26 Jan-26 Dec-25 Nov-25 Oct-25

Manufacturing/Output
ISM Manufacturing (actual) Level

ISM Services (actual) Level

Industrial Production y/y

Capacity Util ization Level

Durable Goods y/y

Durable Goods ex Tran y/y

Markit Services PMI Level

Markit Mfg PMI Level

Employment
Jobless Claims ( 4 Wk Avg) (R) Level

ADP Employment MoM

Nonfarm Payrolls MoM

Average Hourly Earnings y/y

Average Weekly Hours Level

Unemployment Rate (R) Level

Housing
Building Permits Level

Housing Starts Level

New Home Sales Level

Existing Home Sales Level

NAHB Homebuilder Index Level

Case-Shiller 20 Market Price y/y

Inflation
CPI y/y

Core CPI y/y

PPI y/y

Core PPI y/y

Core PCE y/y

Consumer
Michigan Confidence Level

Personal Income y/y

Retail  Sales y/y

Auto Sales Level

Conference Board Consumer Confidence Level

Notes
R - Reverse Formatting Highest decile Lowest decile
Deciles are based on expanding window since 2001 10 9 8 7 6 5 4 3 2 1
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Labor market indicators 
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Inflation indicators  
 

                    

  

-2.0

0.0

2.0

4.0

6.0

8.0

10.0

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

CPI (% change, year-ago) PCE (% change, year-ago)

0.5

1.5

2.5

3.5

4.5

5.5

6.5

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

Core CPI (% change, year-ago)

Core PCE (% change, year-ago)

0.5

1.5

2.5

3.5

4.5

5.5

6.5

7.5

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

Trimmed Mean CPI (% change, year-ago)

Trimmed Mean PCE (% change, year-ago)

-4
-2
0
2
4
6
8

10
12
14
16
18
20

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

Core Sticky CPI (% change, year-ago)

Core Flexible CPI (% change, year-ago)

2.1

2.6

3.1

3.6

4.1

4.6

13 14 15 16 17 18 19 20 21 22 23 24 25 26

FRB NY: Median Three Year Ahead Expectation Inflation Rate
UofM: Median Five-to-Ten Year Expected Inflation Rate

0

0.5

1

1.5

2

2.5

3

3.5

4

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

Fed's Five Year Inflation Breakeven Rate

19129_f344e004-28f8-41fa-ace1-1cee6a8c0657.pdf

T
his report is intended for aS

harvit@
renm

ac.com
. U

nauthorized distribution prohibited.



 

8 
 

Monday, September 21, 2026 

Neil Dutta l ndutta@renmac.com l 212.537.8826 

  

19129_f344e004-28f8-41fa-ace1-1cee6a8c0657.pdf

T
his report is intended for aS

harvit@
renm

ac.com
. U

nauthorized distribution prohibited.



 

9 
 

Monday, September 21, 2026 

Neil Dutta l ndutta@renmac.com l 212.537.8826 

  

19129_f344e004-28f8-41fa-ace1-1cee6a8c0657.pdf

T
his report is intended for aS

harvit@
renm

ac.com
. U

nauthorized distribution prohibited.



 

10 
 

Monday, September 21, 2026 

Neil Dutta l ndutta@renmac.com l 212.537.8826 

  

19129_f344e004-28f8-41fa-ace1-1cee6a8c0657.pdf

T
his report is intended for aS

harvit@
renm

ac.com
. U

nauthorized distribution prohibited.



 

11 
 

Monday, September 21, 2026 

Neil Dutta l ndutta@renmac.com l 212.537.8826 

  

19129_f344e004-28f8-41fa-ace1-1cee6a8c0657.pdf

T
his report is intended for aS

harvit@
renm

ac.com
. U

nauthorized distribution prohibited.



 

12 
 

Monday, September 21, 2026 

Neil Dutta l ndutta@renmac.com l 212.537.8826 

Legal Disclaimer 

__________________________________________________________________________________________________________________________ 
 

This document has been prepared by Renaissance Macro Research, LLC (“RenMac”), an affiliate of Renaissance Macro Securities, 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 express 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 accepts 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 © Renaissance Macro Research, LLC. 2013. All rights reserved. All material presented in this document, unless specifically indicated otherwise, is 
under copyright to Renaissance Macro Research, LLC. 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 Renaissance Marco Research, LLC. No portion of this material, including data, 
analysis, or commentary, may be input into, uploaded to, or otherwise used in connection with any artificial intelligence (AI) system, machine learning model, 
large language model (LLM), chatbot, or automated content generation platform, including but not limited to ChatGPT, Claude, Gemini, or similar tools, without 
the prior express written consent of Renaissance Macro Research, LLC. Any such use is strictly prohibited and constitutes a violation of copyright and 
confidentiality protections.   
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