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Monday Monetary Thoughts h‘

Put up or shut up time

Warsh is running out of excuses into Jackson Hole
In June, the Fed laid out a three-part checklist framing the conversation

around returning inflation to its two percent target: (1) tariffs, (2) energy
and (3) Al-investment. Each of these three factors has gotten worse since
the June FOMC.

In the last week we have seen trade tensions escalate with Canada, a major
trading partner. The Canadians seem to be gearing up for an extended
trade war. Bloomberg News reports, “Some of Nvidia Corp.’s biggest
customers have been told that the prices of servers containing its artificial
intelligence chips are going up more than 15% in many cases with memory
chip costs soaring.”

On energy, wholesale gasoline futures suggest some upward drift in retail
gasoline prices is on the horizon. Diesel prices have been surging. The issue
is not necessarily a shortage of crude oil, but a shortage of the refined
products that households and businesses use.

July’s FOMC minutes introduced a new aspect to the framework — financial

conditions. To wit, “Some participants commented that financial
conditions might not currently be sufficiently restrictive to facilitate a
return of inflation to 2 percent.” Since the July meeting, financial
conditions have eased: the dollar exchange rate is down, stock prices are

up, and credit spreads are tight.
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Crack spreads have been climbing
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September is at least a coinflip | am tuning out a lot of the noise —i.e., “will Warsh play the Bessent Treasury

80
ball or not?” “Will he lean against the shift in duration or not?” — Keep it

70

simple: Words either matter or they don’t. If the factors mentioned above

60 are driving the conversation around the FOMC in determining whether to

w0 .. recalibrate policy rates, then the odds of a September rate hike are well

above 50 percent.

40

£ For Chairman Warsh, he has a choice. He can pivot now and explain the
rationale to shift. This would allow him to get out in front of the FOMC; the

20

committee is already moving in a hawkish direction. Or he can do what he
10
: * *..0 “  has been doing, which is being very circumspect around his own views or

= WIRP Est Percent of a Hike/Cut Priced in for the US - Futures Model

ance Macro Resarch, Macrabond leaning into an Al-driven productivity boom that has very little basis in the

data. In this case, we will continue to see what we’ve been seeing — the
information void is filled with guidance from the rest of the FOMC.

Solid factory surveys, but don’t get carried away
Manufacturing production has not been nearly as strong as manufacturing
surveys have been. The good news is that factory activity is climbing, the bad
news is that much of the enthusiasm captured by regional surveys appears
to be nominal rather than real.

Over the last year, manufacturing production has advanced 1.1 percent. The
growth so far this year has been somewhat stronger, up roughly four
percent at an annual rate though the recent momentum has been
somewhat softer. Manufacturing output is up 1.6 percent AR over the last
E————— - three months. Historically, even a four percent rate of production growth is
Tlakiaaidal! consistent with real GDP growth of 3.3 percent.

The three-survey average is a vibes boom
(fixed 2000-base z-scores, COVID 2020Q1-2020Q4 excluded from moments)

Regional PMls are a good read on other PMls; however, they have not been
an especially useful read on production. As a recent Richmond Fed paper
concluded, “None of the regional Fed manufacturing indexes significantly
improve or weaken the forecasting performance of industrial production
growth compared to a baseline model.”

We update the results and present the findings in the nearby table. When

ISM Manufacturing PMI, relative RMSFE (<1 = survey helps): ) .
the root mean squared forecast error (RMSFE) is lower than 1, the regional

Survey 202123 paper's window) W5 survey improves forecasting accuracy of industrial production. When it is
Philadelphia 0.86¢ L34 (worse) above 1, the opposite is true. If anything, the forecast utility has gotten
Kansas City 128 L44* (worse) worse over the last few years.

Dallas 0.5 117
Richmond 107 102
New York i 107
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In short, I'm not disputing that manufacturing activity is improving, but I'd
resist the idea that the pace of growth represents some sort of breakaway
economic momentum. That’s true in the surveys, which are all strongly
correlated with each other. That’s less true of the actual production data
itself.

Housing still in the basement

Housing is in a funk, and | expect residential investment to continue eating
away at GDP growth. The good news is that housing is a much smaller share
of US GDP than it was a few years ago. The bad news is that the problem
gets a little worse before it gets meaningfully better. Housing does not really
work with mortgage rates above 6.5 percent.

Residential investment depends on three things: (1) construction, (2) sales,
and (3) renovation spending. Construction represents almost one-half of
residential investment, sales (brokers’ commissions) are 15 percent and
home improvement spending accounts for most of what’s left. When

Builders need to take out more unsold units

.. looking at each of these three factors, it feels too soon to be a housing
market growth bull.

= Construction: Homebuilders continue to sit on an elevated level of
completed unsold units for sale. There is no need to build when
inventories are still piled up. Single-family starts are still running
below the level of completions, which implies continued declines in
units under construction.

= Sales: Existing home sales remain pinned to the floor while there is
T e e T ANl Straight quarters nothing of consequence going on in new home sales. Our nearby
figure shows the latest data from SLOOS; the net percentage of
banks reporting stronger demand for residential mortgages has
been negative for the last three quarters. That’s consistent with a
modest decline in new home sales.
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ource: Renaissance Macro Research, Federal Reserve Board, Haver Analytics
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What's the point of renovating?

s " = Renovations: Consumers might be making small home upgrades,
250 30 but there isn’t much indication that large projects are going on given
75 » elevated household borrowing rates. Available home equity
j:: ; revolving credit is up about three percent against last year. But,
10 more broadly, consumers don’t see housing as a great investment
5 so what’s the reason to put money into the home in any meaningful
100 sense?

01 02 03 o4 o5 06 07 08 09 10 11 12 13 1 15 16 17 18 18 a2 2 23 4
— Retail Trade, Building Material & Garden Equipment & Supplies Deslers, Calendar Adjusted, SA, USD (Right axis) [c.0.p. 1 year]
== UMich Good Buying Conditions for Houses: Good Investment and Prices Won't Come Down (Left axis)

Source: Renaissance Macro Research,

Housing sensitive jobs sectors look sluggish Housing is not going to improve so long as rates remain elevated. Rates are
" |ikely to remain elevated so long as the Al boom continues on. So, for
housing to work, it will likely require something else to break. In the
meantime, there is good reason to expect housing related employment to

shrink.

Rise in yields is about growth? | don’t know
Many have pointed out that the rise in longer-term interest rates is fine

050
-20 v
90 92 94 9% 98 00 02 04 06 08 10 12 14 16 18 20 22 24 2%

because it is mostly responding to stronger domestic growth conditions. |

== Financial Activities, Real Estate (Left axis)

Manufacturing, Wood Products (Left axis)

== Residential Construction Payrolls (Left axis) am not so sure.

== Construction Status, Residential, New Privately Owned, in Structures with 1 Unit, AR, Starts (Right axis)

Source: Renaissance Macro Research, Macrobond

Our nearby figure shows the evolution of BlueChip Consensus Economic

Where is th th boom?
ere s The growth hoom Forecasts to August 2026. Where's the boom?

BlueChip Consensus GDP Growth Forecast

0 A hallmark of a growth upturn, especially one that is driven by stronger

productivity, is a period of upside surprises that gets the consensus to revise
40 1 their growth expectations. We don’t see that. Instead, growth expectations

for both this year and next remain about the same as they’ve ever been, 2.1
20 - V/\ - percent. Yes, data surprise measures have improved, but most of that has

been in survey-based measures of economic activity — like PMls.
00 ‘ ‘ ‘ ‘ ‘ Employment, retail sales, and housing data have been weaker, on net, over

n 2 3 2 % 26 the last month.
2022 2023 2024 2025 e=—2026 2027

Source: Renaissance Macro Research, Haver Analytics Indeed, since the end of June, the ACM 10 Year Term Premium has increased

by 35 basis points, fully accounting for the rise in 10Y yields over this period.
That likely speaks to something other than domestic growth conditions as
the main driver of longer-term rates.
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Monetary metrics
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-15 . ® 1un 2026 Median Dots
® Jun 2026 Individual dots

U-6 Taylor Rule = Shadow Policy Rate

= Effective Fed Funds === -3 Taylor Rule

2026 2027 2028 Longer Term

Hawks and Doves

Jefferson Powell m Governors
Barr Waller  Bowman
Cook
Hawkish <—F—— Dovish
2026 Voters Hammack Logan Kashkari Paulson Regional Fed
2027 Voters Venable Barkin Goolsbee Daly Presidents
2028 Voters Schmid Musalem Collins
*Federal Reserve Bank of NY President always votes
Boxed individuals represent FOMC core
Median Central Tendency
FOMC Forecasts
2026 2027 2028 Longer run 2026 2027 2028 Longer run
Change in real GDP 2.2 2.3 2.2 2l 2023 2.0-24 2.0-2.3 1.8-2.0
March projection 24 2.3 21 2l 2225 2.0-24 2.0-2.3 1.8-2.0
Unemployment rate 4.3 4.3 4.2 42| 4344 4,245 414.3 4.0-4.3
March projection 44 43 4.2 42| 4345 4.2-4.4 4.0-4.4 4.0-4.3
PCE inflation 3.6 2.3 2 2| 3537 2.2-2.5 2.0-2.1 2
March projection 2.7 2.2 2 2] 2631 2.0-2.3 2 2
Core PCE inflationd 3.3 2.5 21 3.2-35 2326 2.0-2.2
March projection 2.7 2.2 2 2.5-2.8 2.0-24 2
Projected policy path
Fed funds rate 3.8 3.6 34 3.1 3641 3.1-3.9 3.1-3.6 3.0-35
March projection 3.4 3.1 3.1 3.1 3136 2.9-3.6 2.9-3.6 2.9-3.5
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ISM Manufacturing (actual)
ISM Services (actual)
Industrial Production
Capacity Utilization

Durable Goods
Durable Goods ex Tran
Markit Services PMI
Markit Mfg PMI

Employment

Jobless Claims (4 Wk Avg) (R)
ADP Employment
Nonfarm Payrolls

Average Hourly Earnings
Average Weekly Hours
Unemployment Rate (R)

Housing

Building Permits
Housing Starts
New Home Sales
Existing Home Sales
NAHB Homebuilder Index
Case-Shiller 20 Market Price

Inflation

CPI
Core CPI
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Auto Sales
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Labor market indicators
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Inflation indicators
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US Inflation Heatmap (6-Month Annualized)

Goods excluding food and energy (18.8)

Durable goods (10.6) . .

Mondurable goods (25.8) .

Mew vehicles (3.8)

Used cars and trucks (2.7) .

hovarel 2.0 - N

Food at home (8.2)

Other food at home (2.2)

Fruits and vegetables (1.3)

Meats, poultry, fish & eggs (2.0)
Cereals and bakery products (1.0)
Dairy and related products (0.7)
Energy (7.2}

Gasoline (3.8)

Electricity (2.6)

Fuel oil & other fuels (0.2)

Utility gas service (0.8)

Services excluding rent of shelter (28.5)
Food away from home (5.3)

Medical care services (6.9)

Recreation services (3.2)

Transportation services (6.3)

Education & communication services (4.9)

Shelter services (35.3)

Rent of primary residence (7.7)
Owners' equivalent rent [25.9)

Lodging away from home (1.4)

Tenants' & household insurance (0.3)

Ot 24 Jan 25 Apr 25 Jul 25 Ot 25 Jan 26 Apr 26 Jul 26
== Below average Above average ==
-4.0 0.0 4.0

Note: The heatmap shows the distance of each US CPl component's 6-rmonth annualized inflation rate from its historical average. The colour is
white when a component's inflabon rate is close to its average and is a warying shade of blue (red) when the rate is below (above) the
average. Each inflation rate is standardized by subtracting its mean and dividing by its standard deviation, computed over 1996-2019. and We
show full Nondurables (which includes food and energy components) alongside Durables, New vehicles, Used cars and trucks, and Apparel; the
parent group itself excludes food and energy. Food away from home, Other personal services, and Tenants' & household insurance are published
NSA by BLS and seasonally adjusted via X-13ARIMA-SEATS. Values in parentheses are CPl relative importance weights (parts per 100). Sources:
BLS via Haver Analytics; RenMac calculations. Last observation: July 2026.
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NBER RECESSION INDICATORS DASHBOARD
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High Frequency Economic Dashboard
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High Frequency Economic Dashboard
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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 patticipate 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 (LLLM), 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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