Dutta’s Monetary Thoughts

What if labor is getting worse first?

Powell still on pause

| am not expecting Chairman Powell to deviate from his recent
public commentary on the outlook for monetary policy. Here
is the main portion of his April 16 speech, Our obligation is to
keep longer-term inflation expectations well anchored and
to make certain that a one-time increase in the price level
does not become an ongoing inflation problem. As we act to
meet that obligation, we will balance our maximum
employment and price-stability mandates, keeping in mind
that, without price stability, we cannot achieve the long
periods of strong labor market conditions that benefit all
Americans. We may find ourselves in the challenging
scenario in which our dual-mandate goals are in tension. If
that were to occur, we would consider how far the economy
is from each goal, and the potentially different time horizons
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Inflation still exceeds target with upside risks
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over which those respective gaps would be anticipated to close.

For the time being, this means putting more emphasis on
inflation than on unemployment. After all, the
unemployment rate is right on the Fed’s longer run
estimate of 4.2 percent. By contrast, headline and core
PCE inflation remain somewhat above the Fed’s target of
two percent and the near-term risks are skewed to the
upside.

| don’t think Powell should shut the door on a June rate
cut. Keep your options open. First, the risks to the
unemployment are to the upside. Second, the recent drop
in oil prices is notable. In the short-run, this may blunt the
effects of tariffs; after all, energy prices play an outsized role
in the month-to-month swings on consumer prices.
Moreover, lower energy prices will tend to help keep
inflation expectations down, one reason the Fed says its
holding off in the first place.
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Not in the best spot on this curve
Beveridge Curve: Unemployment versus Job Vacancies
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Watch duration of unemployment rise
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Labor market light is dimming
Under almost no circumstances should investors assume
the US labor market is out of the woods. Slack continues to

build and the Fed is not yet ready to step in and arrest the
loss of labor market momentum.

Here is what stands out to us.

¢ Job openings continue to decline. The latest data from
Indeed show job posting sliding to fresh lows, a sign excess
labor demand continues to cool. These series do a
reasonable job of following the official data from the BLS.

¢ Importantly, the labor market is operating at a point
along the Beveridge Curve where more weakness in job
vacancies will likely result in higher rates of
unemployment.

¢ Slack continues to build and wage growth continues to
cool. Notably, we're seeing a rising pool of medium term
unemployment, those unemployed between 5 to 14 weeks.
The duration of unemployment likely climbs this summer.
Next, rising slack in the labor market implies slowing wage
growth. Indeed, posted wage growth is already making fresh
lows, implying realized wage growth will continue to
moderate in the months ahead.
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April is usually revised down o The odds of a downward revision to pavroll
Revision to change in NFP: 3' Estimate less 1°* Estimate emplovment growth is high. Just over half the CES surveys
were collected for April, well below normal. While this does

0 = — l — I I not tell you the direction of the revision, it implies that
50 I there will be revisions. Another 30 percent of the surveys
100 will likely come in over the next two months. At any rate,
4 April is historically revised down — that’s been the case for
8 of the last 10 years and the average revision since 2022
” is roughly -54,000.
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. Goods producing employment remains sluggish.
P b Bl For one, residential construction employment has declined
60000 "« over the last six months, which is quite unusual. Given the
50000 »»  slack in the single-family housing market, I'd expect this to
40000 *  continue. Next, the recent decline in crude oil prices will
30000 _weigh on oil and gas extraction jobs. Third, manufacturing
200 employment has more downside over the next few months.
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In short, there is very good reason to assume that the tone of
the labor market data continues to worsen from here. We
also know that the Fed is willing to tolerate this weakness, at
least for the time being. If that’s the case, those expecting a
turnaround in household consumption ought to be
concerned.
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Monetary metrics

U-6 Taylor Rule === Shadow Policy Rate

e Effective Fed Funds e -3 Taylor Rule

2025 2028 2027 Longer Term

Hawks and Doves

Bowman
Jefferson Kugler Soveinon
Barr Cook
Waller
Hawkish <—— —_— ———>  Dovish
2025 Voters Schmid Musalem Collins Goolsbee Regional 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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FOMC Forecaits Median Central Tendency
2025 2026 2027  Longerrun| 2025 2026 2027 Longer run
Change in real GDP 17 1.8 1.8 18 1.5-1.9 16-1.9 1.6-2.0 1.7-20
December projection 21 2 19 18 1.8-2.2 1.9-2.1 1.8-2.0 1.7-2.0
Unemployment rate 44 43 4.3 4.2 4344 4.24.5 4144 3.94.3
December projection 4.3 43 4.3 4.2 4.24.5 4144 | 4.044 3943
PCE inflation 27 22 20 20 2.6-2.9 2123 2.0-2.1 20
December projection 2.5 21 2.0 20 2.3-2.6 2.0-2.2 2.0 20
Core PCE inflation 28 22 20 2.7-3.0 2124 2.0-2.1
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 3.1 3.0 3944 3.1-3.9 29-3.6 2,6-3.6
December projection 3.9 34 3.1 3.0 3.64.1 3.1-3.6 2.9-3.6 2.8-3.6
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High frequency data heat-map

Indicator Apr-25 Mar-25 Feb25 Jan25 Dec24 Nov-24 Oct-24  Sep-24 Auz-24  Jul24  Jun-24 May-24
Manufacturing/Output
ISM Manufacturing (actual)
ISM Services (actual)
Industrial Production
Capacity Utilization
Durable Goods
Durable Goods ex Tran
Markit Services PMI
Ma rkit 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
PPl
Core PPl
Core PCE

Consumer
Michigan Confidence
Personal Income vy
Retail Sales vy

Auto Sales Level
Conference Board Consumer Confidence Level

Notes
R- Reverse Formatting Highest decile Lowest dedle
Dedles are based on expanding window since 2001 10 5 8 7 6 5 4 3 2 1
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Labor market indicators
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Economics
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Inflation indicators

10.0 - 6.5 -
8.0 4 5.5 4
6.0 - 45 4
i 35 -
2.5 -
20
1.5 4
0.0
0.5 — T T T T T T T T T T T T T T T T T T T
-2.0 - 04 0506 07 08 09 10 11 12 13 14 1516 17 18 19 20 21 22 23 24 25

040506070809 101112 131415161718 19202122 232425

=== Core CPI (% change, year-ago)
=== CP| (% change, year-ago) =====PCE (% change, year-ago)

e Core PCE (% change, year-ago)

0.5 4 T T T T T T T T T T T T T T T T T T T

04 0506 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25

04050607 0809101112 131415161718 1920 2122232425

===Trimmed Mean CPI (% change, year-ago)
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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.



