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U3 unemployment key for the Fed

Labor cost pressures continue to ease. In Q2, unit labor
costs in the non-farm business sector rose just 1.3 percent
SAAR, up a similar amount over the last year. In July,
average hourly earnings rose just 0.1 percent, pulling the
12-month rate down to just 3.2 percent. As our nearby
figure shows, several industries have seen wage growth
cool over the last year.

That said, | don’t view the FOMC as being persuaded for
several reasons. Thus, | continue to anticipate a rate hike
in September.

¢ Most policymakers accept that the labor market is not
a meaningful source of inflationary pressures as it is.
Despite the cooling in labor market conditions, core
services ex-housing has strengthened. One explanation
could be that inflation expectations have increased.
That is a tough pill for the Fed to swallow. So, there is an
asymmetry at work. Evidence of cooling labor market
conditions doesn't matter as much when inflation is
running above target.

e The unemployment rate has declined well below
estimates for 2026. This matters and that’s why the
unemployment rate — not payroll growth — is what
goes into the Summary of Economic Projections and
traditional monetary policy rules. As Janet Yellen once
stated, the headline unemployment rate is “probably
the best single indicator” of labor market conditions.

Several industries at low end of 12 month range
Changes in Average Hourly Earnings Relative to Range of % Y/Y Changes Last Year (as of July 2026)
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Non-housing core services firming even as wage growth cools
% Percent

6- 8

7
54

6
4

5
3 4

3
2-

2
14

1
0 0

05 08 10 12 12 16 18 20 22 24 26
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Source: Renaissance Macro Research, Macrobond

Unemployment is running below estimates

46 The unemployment rate has declined 0.04ppt per
month on average so far this year and it has been
falling for four of the last five months. This will be
ammunition for the hawks heading into the
September FOMC
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“I will refer to the shortfall in employment relative to its

3.8 mandate-consistent fevel as labor market siack, and there

37 are a number of different indicators of this slack. Probably
the best single indicator is the unemployment rate.”
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35 Janet Yellen, 16 April 2014
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Unemployment among workers 35 to 44 still leads the overall rate

bnemployme e There is some risk that the unemployment rate
° continues to slide. For one, the most recent data simply

reinforces the notion that the breakeven level to hold
‘ the jobless rate flat has declined. Next, looking at
‘| key demographic groups — ages 35 to 44, less than
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high school education, and blacks — implies overall
_ unemployment declines. The framework's (Rinz) near-
A term read is roughly —0.06pp on the headline UR within

Months after focal month a month or two, building to about -0.2pp over the next
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four to six months.

Two sectors pushed the headline down °
MoM change, thousand
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Lastly, there is reason to assume that nonfarm payrolls
growth rebounds in August. After all, the decline was
led by two sectors: local governments and leisure &
hospitality. That’s likely due to seasonal adjustment
factors. What seasonals taketh, they giveth later. So,
I'd expect a positive print heading into the September
FOMC meeting.
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Rule-implied (Taylor 1999) 2026 funds rate revision In short, the slowing in wage growth is notable but is
Components . . .

05 - : . not as important as the decline in the unemployment

030 rate. Assume a scenario where the unemployment rate
3 025 4 estimate for 2026 comes down by 0.1ppt to 4.2 percent.
§ o That by itself implies roughly a quarter-point upward
o 015 1 . . . . . .
£ .0 revision to the implied policy path in a standard Taylor

005 Rule type function.

0.00

Total (rule implied  Neutral Real Funds Rate  Unemployment Gap  Inflation Gap revision
Revision) revision revision
Note: Funds rate revision = neutral_real_rate_revision + 0.5*Core_Inflation_revision + 2*Unemployment_gap_revision


https://www.clevelandfed.org/publications/economic-commentary/2026/ec-202610-group-unemployment-rates-warning-signs-about-broader-labor-market
https://www.clevelandfed.org/publications/economic-commentary/2026/ec-202610-group-unemployment-rates-warning-signs-about-broader-labor-market
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MoM Changes in 2026

NFP us3

January 160 -0.05
February -156 0.12
March 214 -0.19
April 148 0.08
May 63 -0.04
June 20 -0.11
July -23 -0.10

Average 61 -0.04

Fiscal policy turns more restrictive through 2027
(Fiscal Policy Impact, Contribution to Real GDP Growth)
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Source: Brookings Institution, Renaissance Macro Research, Macrobend

At the end of the day, the unemployment rate has
declined 0.04ppt per month on average so far this year
and it has been falling for four of the last five months.
This will be ammunition for the hawks heading into the
September FOMC.

Two risks to the outlook: Fiscal and consumption

The point of hiking is to slow growth down and | do
think a hike or two will increase the downside risks to
the economic outlook. That’s a risk the consensus on the
FOMC seems willing to tolerate. There are two things to
consider, in my view.

First, fiscal policy is becoming increasingly restrictive as
we head into 2027. The Brookings Institute says this of
their Fiscal Impact Measure (FIM):

“We expect fiscal policy to be moderately restrictive
over the remainder of 2026, as continuing weakness
in government purchases and the effects of tariffs
are partially offset by the stimulative effects of the
tax cuts in the OBBBA. In 2027, we project the FIM
will become more restrictive as purchases continue
to be weak and supply side effects—notably the
equipment purchases we assume had been spurred
by the CHIPS and Inflation Reduction Acts—turn

negative.”
Over the next four quarters, federal spending on goods

and services will cut US GDP growth by an average of
0.2ppt per quarter.
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State and local government hiring has stalled
thousand

40 -

as

w

0

O- ‘ ‘||‘|| ‘||“||‘| ‘
o “‘ll‘ ‘ “ ‘IIIlIIIIl ‘IIIIIIIII‘II

24 25 26

N
v

N

"
«

"
o

w

mState and Local Gavernment Payrolls, Excluding Education, SA [c.0.p. val 1 month, m.a. 3 months]
Source: Renaissance Macro Research, Macrobond

Spending is running well ahead of labor income
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= United States, BEA, Personal Consumption Expenditures, Total, SA, AR, USD [a.r. 3 months]

= Indexes of Aggregate Weekly Payrolls, All Employees, Private, Total, $A, Index [a.r. 3 months]
Source: Renaissance Macro Research, Macrobond

State and local governments are expected to be a
modest headwind too, but the fact that state and local
government employment has stalled over the last year is
by itself a reason to anticipate less contribution to GDP
from state and local government.

Second, consumer spending is likely to moderate and
that’s important for GDP bean counting. If the annualized
rate of consumers’ spending slows from 3.0 percent,
the pace in Q2, to 2.0 percent, the contribution from
consumption to GDP declines by 0.7ppt. To put this into
context, nonresidential business fixed investment would
need to accelerate another 5ppts to offset that.

Why do we see consumption slowing? Two reasons.

First, income growth is weak. Over the last three months,
the index of aggregate weekly payrolls, a rough proxy
for labor income, has advanced just 2.7 percent SAAR
in nominal terms. That’s no great shakes. I'd be careful
assuming that the pace of nominal spending growth can
persist when it’s already running 4ppt ahead of incomes.
There is a limit to how far the savings rate can decline
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T s 3 - s st . o i Moreover, | would not assume that the decline in the
e e o unemployment rate by itself implies stronger wage
N cememmmemme®  growth is on the horizon. Indeed, rates of job finding

etter)

and switching, both of which are quite low, tend to be
more useful in forecasting future wage pressures than the
unemployment rate.

to unemployment rate
100; lower

nt =

UnemploymentNon-employment  Labor Vi Job-finding  Job switching  Capacity P Output gap
rate index (NEI) share ratio rate (quits rate)  utilization re (real GDP)

Second, tax policy will become less favorable to
households in the coming quarters. Wild guess, but we
will not be talking about “record-breaking tax refunds” in
2027. The tax relief tailwind lifted activity in H1 and that
bump will not extend into the current half of the year. The
Brookings Institute’s FIM shows taxes and benefits cutting
US GDP by Q4 2026 with the headwind building for the
next two quarters.

Fed hiking into downside risks

In short, the unemployment rate is coming down, but
that does not necessarily mean that downside risks to the
economic outlook are going away. Indeed, at the margin,
the lower unemployment rate will push the Fed towards
tightening policy even as the odds rise that fiscal policy
tightens and consumption cools.
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Monetary metrics

U-6 Taylor Rule == Shadow Policy Rate

= Effective Fed Funds ss===1J-3 Taylor Rule

Hawks and Doves

nz

Jefferson Powell | Warsh | Governors
Barr Waller  Bowman
Cook
Hawkish <«— — — — 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 2| 2.0-2.3 2.0-2.4 2.0-2.3 1.8-2.0
March projection 24 2.3 2.1 2] 2.2-25 2.0-24 2.0-2.3 1.8-2.0
Unemployment rate 43 43 4.2 42| 4344 4245 4.1-4.3 4.04.3
March projection 44 4.3 4.2 421 4345 42444 4.0-4.4 4.0-4.3
PCE inflation 3.6 23 2 2l 3537 2.2-25 2.0-21 2
March projection 2.7 2.2 2 2] 2631 2.0-2.3 2 2
Core PCE inflationd 3.3 2.5 21 3.2-3.5 2.3-2.6 2.0-2.2
March projection 2.7 2.2 2 2.5-2.8 2.0-2.4 2
Projected policy path
Fed funds rate 3.8 3.6 3.4 3.1 3.64.1 3.1-3.9 3.1-3.6 3.0-3.5
March projection 34 3.1 3.1 3.1] 3.1-3.6 2.9-3.6 2.9-3.6 2.9-3.5
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High frequency data heat-map
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Notes
R- Reverse Formatting Highest decile Lowest decile
Deciles are based on expanding window since 2001 10 9 i 7 3 5 4 3 2 1
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Labor market indicators
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Inflation indicators
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US Inflation Heatmap (6-Month Annualized)
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Note: The heatmap shows the distance of each US CPl compenent's &-month annualized inflation rate from its historical average. The colour is
white when a component's inflation rate Is close Lo ils average anrd is a varying shade of blue (red) when the rale is below (above) the
average. Each inflation rate & standardized by sublracting its mean and dividing by its standard devialion, compuled over 1996-2019. and We
show full Nondurables (which includes food and energy components) alongside Durables, New wehicles, Used cars and trucks, and Apparel; the
parent group itsell excludes food and energy Food away from home, Other personal services, and Tenants' & household insurance are published
NSA by BLS and seasonally adjusted wvia X-13ARIMA-SEATS. Values in parentheses are CPl relative importance welghts (parts per 100). Sources:
BLS via Haver Analytics; RenMac calculations. Last observation: June 2026,
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NBER RECESSION INDICATORS DASHBOARD

REAL SALES: MANUFACTURING ANMD TRADE INDUSTRIES
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High Frequency Economic Dashboard
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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 (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.



	Important Disclosures

