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Monday Monetary Thoughts
Bar feels low for a hike

Stable conditions help hawks
Looking at the economic data, I am not sure much is
genuinely changing.
Real US GDP is running at about two percent, close
to potential. Consumption continues to run well ahead
of income growth. Housing market conditions remain
sluggish with new housing construction sliding. The boom
in tech equipment and software spending continues as
does the slump in nonresidential structures. Likely the
economy, the labor market is uneven, but there is no
smoking gun.

On consumer prices, the drop in retail gasoline prices
implies that headline inflation will moderate. A model
that links wholesale gasoline futures to headline CPI
inflation implies cooling ahead – not a forecast, just stating
the obvious. Meanwhile, the pressure from tariffs and
supply-chain disruptions is unlikely to get any worse. Our
projection of housing rental inflation based on market
rents points to some cooling ahead.

For the hawks that are ascendant on the FOMC, however,
it is not so simple. Non-housing core services inflation has
been accelerating even as labor cost pressures have eased.
This indicates some risk that (a) inflation expectations
are becoming unglued and/or (b) a pick-up in labor
market conditions might quickly translate into broader
inflationary pressures. What if the Philips Curve is not all
that flat?
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The bar feels low for a hike
Putting it all together, the US economy is operating much
closer to the Fed’s growth and employment objectives
than it is the Fed’s inflation objectives. Thus, based on how
the rhetoric has shifted on the FOMC, I think the bar to
a rate hike is relatively low. Officials need to see inflation
progress relatively soon and if they don’t, a hike in on the
horizon.

The latest issue of the FOMC minutes were quite
informative in terms of laying out what would need to
happen for a hike.

• “Most participants remarked on scenarios in which
inflationary pressures would dissipate and inflation
would soon begin to return to 2 percent. In such
scenarios, almost all of these participants noted that it
would likely be appropriate to maintain or eventually
lower the target range for the federal funds rate.
Most participants, however, also pointed to scenarios in
which, in the context of stable labor market conditions,
inflation would remain elevated due to strong AI-
related demand, the conflict in the Middle East, or the
effects of tariffs. In such scenarios, almost all of these
participants indicated that some policy firming would
likely be warranted to return inflation to 2 percent.”

At present, the median SEP estimate for core PCE is
3.3 percent for Q4/Q4 2026 and at present core PCE is
3.41 percent. Hitting the SEP estimate implies a constant
monthly pace of 0.21 percent per month, about 2.6
percent annualized, from June through December. Note
that methodological changes to core PCE will lower 12-
month core PCE by two-tenths in August. So, an achievable
forecast, but even with the help, I would not bank my life
on it.
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Trade-offs can shift quickly
That said, I continue to see downside risks to the economic
outlook.

• Given the sluggish growth in labor income, household
consumption is being largely supported by a drawdown
in savings and an equity market wealth effect. This
leaves households vulnerable to an abrupt shift in
market sentiment.

• Fiscal policy is likely tightening into next year as the
Fed remains hawkish. Households no longer have
the support from tax refunds with fiscal conditions
tightening on net next year.

In short, if the Fed begins hiking, I think the trade-offs will
not be as simple in a few quarters time. Hikes can quickly
be reversed in the coming year if the Fed decides to go
ahead with them now.

Productivity confidence is misplaced
The latest Monetary Policy Report (MPR) notes, “the
economy’s productive capacity appears to be rising at a
solid pace as historically subdued growth in the labor force
has been offset by strong growth in labor productivity.”
I am not sure where the confidence in this view comes
from. A supply-driven productivity boost is very much a
forecast, not a present-day reality.

Strong productivity growth might be yesterday’s story.
Indeed, after a solid year, labor productivity has softened
in recent quarters and the latest data don’t imply much of
a turnaround.
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While productivity expanded 2.5 percent in 2025,
over the last two quarters, nonfarm business sector
productivity has advanced just 0.9 percent SAAR. Current
quarter tracking estimates imply another soft quarter
of productivity. After all, aggregate hours worked rose
1.3 percent SAAR in Q2 while GDP is tracking roughly
2.5 percent, implying productivity of roughly 1.0 to 1.5
percent – a golden-age productivity boom this is not.

High-frequency survey data don’t point to a boom either.
In both the ISM manufacturing and non-manufacturing
PMI, we’ve seen production and business activity
moderate somewhat as employment has perked up. If
productivity was taking off, I’d expect to see the opposite.
To the extent there has been a productivity boom, it
seems to be related to the bullwhip dynamics following
the pandemic. Conditions today hardly point to the strong
growth seen from 2023-25.

Lastly, I’d argue that since we’re not seeing much
economic growth beyond AI related investment spending,
it is a sign that we don’t have as much capacity
as implied by the MPR. If productivity capacity was
expanding shouldn’t there be enough growth to go
around? Instead, we see that both non-AI structures and
residential investment remain sluggish – residential and
non-residential structures have been a drag on US GDP.

The productivity boom is still very much a forecast, not
something policymakers should be basing policy on at
present.
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Monetary metrics
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High frequency data heat-map
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Labor market indicators
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Inflation indicators

July 13, 2026 8



Economics

July 13, 2026 9



Economics

July 13, 2026 10



Economics

July 13, 2026 11



Economics

July 13, 2026 12



Economics

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 2026. 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. 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.

July 13, 2026 13


	Important Disclosures



