Dutta’s Monetary Thoughts

Patience won’t be a virtue

June 17, 2025

Asymmetrical risks to interest rate outlook

The gap between what | think the Fed “should do” and what
they will do continues to widen, exacerbating downside risks
to the economic outlook.

At the post-FOMC press conference on May 7th, Chair Powell
noted “You know, there should be some increase in inflation.
There should be some increase in unemployment. Those call
for different responses.” Since then, inflation has been
somewhat weaker than expected while unemployment has
been advancing. The response in this case seems relatively
straightforward; policy should ease somewhat.

The Fed has its reasons for holding off on doing anything.
First, there is still upward inflation pressure in front of us
from tariffs. As our nearby figure shows, the current effective
tariff rate is lower than the announced tariff rate. There is a
phase in period as the tariffs are enforced. Tariffs are not yet
at “full strength.” Second, tariffs threaten to push up inflation
expectations and higher inflation expectations run the risk of
pushing up actual consumer price inflation.

We're not expecting much out of the Fed’s dots. It’s precisely
because they lack clarity on the outlook that they should be
reluctant to make big changes. If there is a risk, it’s that they
change growth and inflation forecasts without changing the
“dots.” Put differently, if they have the same reaction
function, (no changes to longer run funds rate or NAIRU) —
the consensus changes imply a downward revision to funds
rate based on a simple Taylor rule.

Full brunt of tariffs has to be felt
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Current consensus forecast
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Rule-implied (Taylor 1999) 2025 funds rate revision
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Rule-implied (Taylor 1999) 2026 funds rate revision
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We update a Taylor Rule based on anticipated changes to
the Summary of Economic Projections from March using
the latest BlueChip Consensus Forecast. BlueChip has the
unemployment rate rising to 4.6 percent and staying there
through the end of 2026 and has core PCE rising to 3.4 in
Q4 2025 before falling back to 2.5 percent.

If the Fed follows the consensus, in 2025, they revise up
U3 by 0.2ppt and core PCE by 0.6ppt. Assuming no
changes to longer-run estimate of neutral unemployment
or rates, a standard Taylor Rule prescribes a funds rate
that is a touch lower than where it is presently.

Similarly, in 2026, they would revised up U3 by 0.3ppt and
core PCE by 0.3ppt (2.2 to 2.5 percent). Again, a standard
Taylor Rule prescribes a downward revision to the funds
rate of roughly two quarter-point cuts.

So, the risks seem asymmetrical hawkish relative to the
baseline. The Fed is unlikely to mechanically follow the
prescription from a standard Taylor rule. So, what's likely
is the forecast revisions to inflation and unemployment
without the rates changes.

That leaves the Fed somewhat hawkish relative to where
they "should be."



LY RENMAC

RENAISSANCESECTORRESEARCH

Monetary metrics

»U-6 Taylor Rule === Shadow Policy Rate

e Effective Fed Funds emmmm)-3 Taylor Rule

2020 2028 z027 Longer Term

Hawks and Doves

Bowman
Jeffersan Kugler Bovamgns
Barr Cook
Waller
Hawkish «—— —_— — S Dovish
2025 Voters Schmid  Musalem  Collins Goolsbee B o ional Fed
2026 Voters Kashkari Hammack Logan Harker Presidents
2027 Voters Bostic Barkin Daly Goolsbee

*Federal Reserve Bank of NY President always votes
Boxed individuals represent FOMC core
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o IR Median Central Tendency
2025 2026 2027 Longerrun | 2025 2026 2027 Longer run
Change in real GDP %7 18 18 1.8 1.5-1.9 16-19 1.6-2.0 1.7-20
December projection 21 2 1.9 1.8 1.8-2.2 1.9-21 1.8-2.0 1.7-20
Unemployment rate 4.4 4.3 4.3 4.2 4344 4245 4.14.4 3943
December projection 4.3 4.3 4.3 4.2 4.24.5 4144 | 4.0-44 3943
PCE inflation 2.7 2.2 2.0 2.0 26-29 2123 2.0-21 20
December projection 2.5 21 20 20 23-26 2.0-2.2 2.0 20
Core PCE inflation 2.8 22 2.0 2.7-3.0 21-24 2.0-21
December projection 2.5 2.2 2.0 2.5-2.7 2.0-2.3 2.0
Projected policy path
Fed funds rate 39 34 31 30 3944 3139 29-36 26-36
December projection 3.9 3.4 3.1 3.0 3.6-4.1 3.1-3.6 2.9-36 2.8-3.6
June 16, 2025 4
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High frequency data heat-map

Indicator Jun-25  May-25 Apr-25 Mar-25 Feb25 Jan-25 Dec24 Now2d Oct-24  Sep-24  Auz-24 Jul-24
Manufacturing/Output
15SM Manufacturing (actual) Lewvel
I5M Services [actual) Lewvel
Industrial Production iy
Capacity Utilization Lewvel
Durable Goods vy
Durable Goods ex Tran iy
Markit Services PMI Lewel
Markit Mfg PMI Lewvel
Employment
Jobless Claims (4 Wk Avg) (R) Level
ADP Employment MoM
Nonfarm Payrolls Mo
Average Hourly Earnings yiy
Average Weekly Hours Lewvel
Unemployment Rate (R) Lewvel
Housing
Building Permits Lewvel
Housing Starts Lewel
Mew Home Sales Lewvel
Existing Home Sales Lewvel
MAHBE Homebuilder Index Lewvel
Case-Shiller 20 Market Price iy
Inflation
CPI viy
Core CPI wiy
PRI wiy
Core PRI yiy
Core PCE vy
Consumer
Michigan Confidence Lewvel
Fersonal Income vy
Retail Sales vy
Auto Sales Lewvel

Conference Board Consumer Confidence Lewvel

Notes
R- Reverse Formatting Highest decile Lowest decile
Dedles are based on expanding window sinee 2001 10 ] -] 7 ) 5 4
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Labor market indicators
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Part-time for economic reasons (% of labor force)

- 1994-2007 average = Private sector quits rate (RHS)
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Economics
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Inflation indicators

10.0 ~

80 4

4.0 A
2.0

0.0

2.0 4
040506070809 101112131415161718 192021 22232425

= (P| (% change, year-ago) ===PCE (% change, year-ago)

-5,000

-10,000 +

-15,000 |

-20,000 -
11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
EE Private payrolls (MoM Change)
=== Private payrolls (Six-month trend)

6.5 -

4.5 A

2.5 A

15 A

o5 +—T—T——TTTTTTT T T T T T T T T T T T

040506070809 101112 13141516 17 18 19 20 21 22 23 24 25

=== Core CPI (% change, year-ago)

== Core PCE (% change, year-ago)

75
65 4
55 4
45 -
35 4

o5+—T—7F—"—7T""—"—"—"T"rr—TT"TT T T T T TTT

04050607080910111213141516171819202122232425

e Trimmed Mean CPI (% change, year-ago)

= Trimmed Mean PCE (% change, year-ago)

04050600708 091011 1213 1415161718 19202122232425

== Core Sticky CPI (% change, year-ago)
== Core Flexible CPI (% change, year-ago)

June 16, 2025



hxl RENAISSANCESECTORRESEARCH

4.6

41

3.6

31

2.6

2.1

s

B I P R e B
\&

FoE @ g W
———FRB NY" Median Three Year Ahead kxpec}atior?lnﬂaﬁon Rate

UofM: Median Five-to-Ten Year Expected Inflation Rate

35

2.5

15

0.5
0

030405060708091011121314151617 181920212223 24

= ed's Five Year Inflation Breakeven Rate



LY RENMAC

i RENAISSANCESECTORRESEARCH

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.
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