Dutta’s Monetary Thoughts

Don’t expect a strong signal from Powell

Tayloring Policy

Leaning on the U3 unemployment rate and thus,
characterizing the labor market as “solid” is doing a lot of
work for the monetary policy hawks. | estimate a simple
Taylor Rule where:

Fed target rate = 1.0 + (1.3 x core PCE inflation) — (2.0 x
Unemployment Gap)

Here, the unemployment gap is defined as difference
between the U6 unemployment rate (underemployment
rate) and the average U6 rate in 2019, the year before COVID.
The rule from this equation implies lowering the funds rate
by 1.3ppts if inflation falls by 1ppt and by almost 2ppts if the
underemployment rate rises by 1ppt.

Using this framework, monetary policy is too restrictive.
Specifically, this equation implies that the federal funds rate
“should be” 125bps lower. Now, there are caveats worth
pointing out. For example, | might be too pessimistic on
neutral rates; perhaps it’s closer to 1.5 percent, in which case
the federal funds rate would be only 75bps lower.

At any rate, the broader point is that the Fed is going to be in
a predicament if they continue to ignore broader measures
of labor market underutilization. Discouraged worker counts
are up, black unemployment is up, college educated
unemployment is up ( | am not sure how any of this has to do
with immigration) and have all gone a bit beyond what one
would expect with a U3 rate of 4.2 percent.
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Taylor rule using U6 rate implies more aggressive Fed rate cuts
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Wage growth in job postings cooling off
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No one on the FOMC is going to support the White House
on an aggressive easing cycle but like with everything the
President says if you think long enough, you can’t help but
conclude, “well, maybe he has a point.” Getting the first
two cuts out of the way is not an especially heavy lift, in
my view. Taking out some insurance against further
deterioration in the labor market makes sense.

Parsing Powell

Powell’s speech at Jackson Hole is likely to focus on the
economic outlook and about how the Fed intends to
balance the risks between both sides of its dual mandate
for the foreseeable future, especially during supply
shocks.

Recall that in the previous framework the Fed adopted a
Flexible Average Inflation Targeting approach (FAIT) that
was designed to pursue a make-up strategy when inflation
ran below two percent. When COVID hit, the Fed pursued
a policy of ensuring labor market health was fully restored
before beginning to normalize rates. Fighting the last war
so to speak.

These days, Powell has repeatedly been saying two things:
(1) “our obligation is to prevent a one-time increase in the
price level from becoming an ongoing inflation problem”
and (2) “labor market conditions have remained solid.”
The language here ought to evolve.

These two things are related. Lately, labor market
conditions don’t feel too solid. So, while tariffs might raise
prices, it’s hard to see why this can be anything more than
a one-off because the labor market is already cooling off.
Note that this requires an admission that economic
conditions are not robust.
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For Powell, the emphasis might be on moving slowly. From
the Fed's perspective. There’s quite a bit of uncertainty in
the labor market. For example, is the slowing more
demand or supply related? The U3 unemployment rate
remains low despite weaker jobs growth as an example.

For equity investors, it might be wise to take some chips
off the table heading into Jackson Hole.
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Monetary metrics
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2029 2026 2027 Longer Term

Hawks and Doves

Bowman
Kugler Jefferson GovEmae
Barr Cook
Waller

Hawkish <—— —_— — —> Dovish
2025 Voters Scmid Musalem Collins Goolsbee Regional Fed
2026 Voters Hammack Logan Harker Presidents

Kashkari
2027 Voters Bostic Barkin Daly

Goolsbee

*Federal Reserve Bank of NY President always votes
Boxed individuals represent FOMC core
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Median Central Tendency
FOMC Forecasts
2025 2026 2027 Longer run 2025 2026 2027 Longer run

Change in real GDP 1.4 1.6 1.8 1.8 1.2-1.5 1.5-1.8 1.7-2.0 1.7-2.0

March projection 1.7 1.8 1.8 1.8 1.5-1.9 1.6-1.9 1.6-2.0 1.7-2.0
Unemployment rate 4.5 4.5 4.4 4.2 4.4-45 4.34.6 4.2-4.6 4.0-4.3

March projection 4.4 4.3 4.3 4.2 4.34.4 4.2-4.5 4144 3.94.3
PCE inflation 3.0 2.4 2.1 2.0 2.8-3.2 2.3-2.6 2.0-2.2 2.0

March projection 2.7 2.2 2.0 2.0 2.6-2.9 2.1-2.3 2.0-2.1 2.0
Core PCE inflation 3.1 2.4 2:1 2.9-34 2.3-2.7 2.0-2.2

March projection 2.8 2.2 2.0 2.7-3.0 2124 2.0-2.1
Projected policy path
Fed funds rate 3.9 3.6 3.4 3.0 3.944 3.1-3.9 2.9-3.6 2.6-3.6

March projection 3.9 3.4 3.1 3.0 3.94.4 3.1-3.9 2.9-3.6 2.6-3.6
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High frequency data heat-map

Indicator Aug-25 Jul-25  Jun25 May-25 Apr25 Mar-25 Feb-25 Jan25 Dec-24  Now24 Oct-24 Sep-24
Manufacturing/Output

ISM Manufacturing (actual) Level
ISM Services (actual) Level |
Industrial Production vy

Capacity Utilization Level
Durable Goods Vi 'l I
Durable Goods ex Tran vy
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 vy
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 vy
Inflation
CPI vy
Core CPI vy
PPI vy
Core PPl vy
Core PCE vy
Consumer

Michigan Confidence Level
Personal Income vy
Retail Sales VA | I

Auto Sales Level -

Conference Board Consumer Confidence Level

Notes
R- Reverse Formatting Highest decile Lowest dedile
Dedles are based on expanding window since 2001 10 S 8 7 6 5

4 3 2 1
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Labor market indicators
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Economics
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REAL SALES: MANUFACTURING AND TRADE INDUSTRIES INDUSTRIAL PRODUCTION
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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;
itis 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. 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 (Al)
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.



