Dutta’s Monetary Thoughts

Monetary Malpractice

Hawks squawk

Monetary policy hawks have been ascendant in the last week
even though, as | will explain, the evidence supporting their case
has weakened, at the margin. The economic outlook demands
not only a cut in December, but a signal for additional easing in
2026. This holds across several dimensions, and the tradeoffs
are not nearly as onerous as the hawks claim them to be.

Sorry, but the labor market sucks

First, the labor market is slowing down. While it is true that
official data is on hold, there is nothing in the bevy of alternative
data to suggest conditions have stabilized. The most widely
followed private data points to ongoing cooling

Demand dictates

Hawks have argued that slowing in jobs growth is primarily a
function of declining labor supply due to stricter immigration
enforcement. | don’t buy this for several reasons.

e Consumers continued to point to a cooling in job market
conditions. The Conference Board’s Labor Differential has
declined 12.8pts this year. Importantly, more survey
respondents see jobs as hard to get.

¢ Job vacancies continue to decline. Companies are not cutting
job openings because immigration is slowing. Shouldn’t they
increase their recruitment intensity if workers are scarce? The
ongoing decline in vacancies implies excess labor demand
continues to cool.
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Job postings on a decline
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S amplcara St SRR RIGES Ut Iaheh- fores muant ot e Underemployment is climbing. If a decline in
' immigration was behind the drop in employment, I'd
expect the share of workers in underemployment to
also be steady. That’s not the case. As a share of the
labor force, those not in the labor force that currently
want a job has surged to 3.72 percent, jumping nearly
half a percentage point this year.

6.0 -

5.5 -

5.0 -

4.5 -

ER) o1 o3 o3 o7 o3 ey iz 13 17 13 21 23 25
==Persons Not in Labor Force: Currently Want a Job as share of Labor Force

Source: Renaissance Macro Research, Macrobond

e The distribution of employment weakness has been
widespread. The payroll diffusion index has been under
50 percent since April. If this was just about
immigration, then the weakness in payroll employment
would be less dispersed across industries.

Weakest seeing the most slowing in wage growth

2 e If there was less labor supply, it implies less
competition for those still employed and that would
tend to push up real wage growth. Instead, real wages
are falling more quickly for the workers most likely to
be competing with undocumented immigrants.

In short, the primary reason behind the weakness in the
labor market is about demand, not supply.
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False security in low claims

Officials seem to be bizarrely complacent on the labor
market outlook. It’s not so much about where conditions
stand right now, but where they are headed. At his last
press conference, Chair Powell referenced the low level of
initial jobless claims no fewer than three times as if low
initial jobless claims are a sufficient condition to not be
worried about the jobs market. This myopic fixation with
initial jobless claims misses a few points:
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Broad-based job cuts surge beyond government
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UR with Avg. Bluechip Consensus Forecast

e Low initial jobless claims have not kept the
unemployment rate from rising in the first place. This is
because the bulk of the upward movement in the
jobless rate has come from a decline in hiring. That’s to
be expected. Firms tend to resort to layoffs after
curbing hiring. Thus, initial claims are less a leading
indicator and more an indicator that just happens to
come out every week.

e There is always a temptation to ignore anecdotes
around the jobs market because anecdotes are not a
substitute for hard data. But sometimes even hard data
is not a substitute for sound judgement. When
companies like Verizon, Amazon, and Target are all
announcing layoffs around the same time, one would
expect at least some follow-through into measures like
initial claims.

e Margins across several important industries are being
squeezed. Homebuilders are having trouble moving
homes despite substantial rate buydowns. Restaurants
are holding the line on price to maintain market share.
With the prices for oil and lumber below breakeven, it’s
easy to see how mining & logging employment can
drop.

This is about the distribution of risks. It is not especially
difficult to see why the unemployment rate keeps
climbing from here. In a genuine downturn, the consensus
typically assumes a gradual linear increase in
unemployment. There is really no way of knowing ex-ante
if the labor market conditions will transition from linear to
nonlinear. Historically, the consensus never sees it even
after it has arrived. That things seem to be evolving in a
stable fashion now doesn’t negate the possibility of an
unstable move later.
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Unobservable prices pushing up core PCE inflation
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Used car prices to decline
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Inflation is getting better not worse

Upside risks to inflation are the main defense the hawks
have used to justify their position. Slowing employment
makes it challenging to see sustained price pressures. Yet,
even here, | don’t find the arguments especially
persuasive.

Over the last six months, core PCE inflation is up 2.5%, a
somewhat slower pace than it ran last year. Moreover, at
least some of the recent upside to core inflation has come
from non-observed prices. For example, the increase in
stock prices has pushed up portfolio management.

The important story, however, is the outlook and there are
a few reasons to expect renewed disinflationary pressure
in the coming quarters.

e Used car and truck prices will moderate in the months
ahead. The Manheim Used Vehicle Value Index and
Black Book Used Vehicle Retention Index has declined
8.4 percent and 11.5 percent SAAR over the last three
months, respectively. These indicators measure
wholesale auction prices and tend to lead the CPI
measure by roughly three months. The slowing in car
prices is likely to take some pressure off auto-adjacent
services. Motor vehicle insurance, as one example, is
following car prices down.
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Apartment vacancies continues to rise
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Restaurants see slowing price growth
(nsa)
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e Housing rental inflation is likely to ease. Zillow’s
Observed Rent Index moderated to 2.35 percent year-
over-year in October, a fresh low. According to
ApartmentList, rent prices are down 0.9% compared to
one-year ago, a sign of weakness in multi-family
housing; the National Vacancy Rate has jumped to a
fresh high of 7.2 percent. Official measures tend to
follow market-based measures of apartment leases.

e Food away from home inflation is cooling. Restaurants
are holding the line on prices to maintain market share.
Indeed, there has been a notable slowing in menu
prices in recent months and if corporate earnings
commentary is any guide, there is more room for this
to continue into 2026.

The slowing in service sector inflation like rents and
restaurants is especially notable since these prices are set
with inflation expectations in mind. If household and
business inflation expectations were becoming
unanchored, one would expect sticky prices like rents and
restaurants to be accelerating. Sorry, but that’s not
happening. And, while there has been much attention to
one specific measure of consumer expectations, business
inflation expectations are exactly where they stood a
yearago. Firms tend to incorporate a wider set of
information when forming their expectations than
consumers.

Now, it is true that tariffs have pushed up prices for
specific items. Core goods CPl inflation excluding used cars
has increased 3.2 percent SAAR over the six months
ending in September, the fastest six-month clip since the
pandemic.
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That said, | find it curious how the story around tariffs has
shifted at multiple junctures throughout the year. First, it
was firms will raise prices before the tariffs go into effect.
Next, firms will draw down inventories first and then raise
prices. Now, the view is wait until next year, price
increases are only being delayed. What'’s clear is that since
tariffs have been put on, inflation has generally come in
weaker than expected. This would imply less pass-through
than expected.

Ultimately, with labor market conditions cooling,
households lack the wherewithal to absorb higher prices.
Tariffs raise costs. How much they raise consumer prices
because of tariffs depends.

Fed doesn’t have your back

For investors, what we’re presently experiencing is
nothing like last year. Back then, the gap between what
the Fed should do and what | thought they would do was
not especially wide. Cutting last year was about being
proactive to backstop labor market conditions. This year,
the gap appears to be growing. My views appear
increasingly out of step with the burgeoning consensus on
the FOMC.

Looking ahead to the December meeting, there appears
to be a growing chorus to do nothing and if the Fed does
nothing next month, they won’t do anything in January.
You don’t skip one month if you think you are going the
next. | see either a hawkish cut (25 with a signal to do
nothing next year) or a hawkish hold.

In September 2024, there was a lot of talk about a hawkish
50 basis point cut. As we argued at the time, there was no
planet where cutting 50bps would be hawkish. In the
same way, there is no planet where skipping December
can be viewed as dovish. Skipping the meeting means risk
management has been achieved. That means that from
here on out the Fed is comfortable being reactive, waiting
for things to be obvious before deciding to do something
about it.

Not great.
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Monetary metrics
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Hawks and Doves

Bowman
Jefferson Governors
Barr Cook Miran
Waller
Hawkish < > Dovish
2025 Voters Scmid Musalem Collins Goolsbee Regional Fed
2026 Voters Hammack Logan Harker Presidents
Kashkari

2027 Voters Bostic Barkin Daly

*Federal Reserve Bank of NY President always votes
Boxed individuals represent FOMC core

Median Central Tendency
FOMC Forecasts
2025 2026 2027 2028 Longer run 2025 2026 2027 2028 Longer run

Change in real GDP 1.6 1.8 1.9 1.8 1.8 1.4-1.7 1.7-21 1.8-2.0 1.7-2.0 1.7-2.0

June projection 14 1.6 1.8 1.8 1.2-1.5 1.5-1.8 1.7-2.0 1.7-2.0
Unemployment rate 4.5 4.4 4.3 4.2 4.2 4445 4.4-45 4.2-4.4 4.04.3 4.04.3

June projection 4.5 4.5 4.4 4.2 4445 4.3-4.6 4.2-4.6 4.04.3
PCE inflation 3.0 2.6 2.1 2.0 2.0 2.9-3.0 2.4-2.7 2.0-2.2 2.0 2.0

June projection 3.0 24 2.1 2.0 2.8-3.2 2.3-2.6 2.0-2.2 2.0
Core PCE inflation 3.1 2.6 2.1 2.0 3.0-3.2 2.5-2.7 2.0-2.2 2.0

June projection 31 2.4 2.1 2.9-3.4 2.3-2.7 2.0-2.2
Projected policy path
Fed funds rate 3.6 34 3.1 3.1 3.0 3.64.1 2.9-3.6 2.9-3.6 2.8-3.6 2.8-3.5

June projection 3.9 3.6 3.4 3.0 3.944 3.1-3.9 2.9-3.6 2.6-3.6
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High frequency data heat-map

Indicator Now25 Oct-25 Sep-25 Aug-25 Jul-25 Jun25 May25 Apr25 Mar-25 Feb25 Jan-25 Dec-24
Manufacturing/Output
ISM Manufacturing (actual) Level
ISM Services (actual) Level
Industrial Production vy
Capacity Utilization Level
Durable Goods viy
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
CoreCPI vy
PPI vy
Core PPI vy
Core PCE vy
Consumer
Michigan Confidence Level
Personal Income vy
Retail Sales vy
Auto Sales Level

Conference Board Consumer Confidence Level

Notes
R- Reverse Formatting Highest decile Lowest decile
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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Inflation indicators
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NBER RECESSION INDICATORS DASHBOARD

REAL SALES: MANUFACTURING AND TRADE INDUSTRIES INDUSTRIAL PRODUCTION
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High Frequency Economic Dashboard
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High Frequency Economic Dashboard
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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
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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.



