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Fed Chair Warsh Delivers Hawkish

Speech in Jackson Hole
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* Inflation remains the Fed’s top priority. While recent inflation data has

improved, it is not yet sufficient to demonstrate that underlying inflation is
moving sustainably back to the Fed's 2% target.
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= The Fed is moving away from forward guidance. Warsh argued that markets
should focus more on incoming economic data and less on interpreting Fed

communications.

= The economy has been resilient. Warsh cited solid consumer and business
investment spending, while acknowledging slower hiring.

= Al could materially improve productivity and growth. The Fed is studying how
Al may affect productivity, labor markets, economic growth, and the conduct

of monetary policy over time.

Details

Fed Chair Warsh touched on four topics in his
speech at the Fed’s Annual Symposium in Jackson
Hole, WY.

Al and Structural Change

Warsh stated that “the potential for sustainable
higher growth is on the rise and ever-expanding
pools of capital are pouring into Al-related
infrastructure of all sorts”. He acknowledged that
“the Fed watches it attentively and questions
“whether application of Al will cause a significant,
sustained rise in productivity across the economy?
And if so, when”? To that end the task force on
productivity and jobs progress on this topic has
“been encouraging” but their recommendations

“will come later and have no bearing on decisions
we make in the current policy conjuncture”.

Forward Guidance

A central theme of this topic was criticism of the
Fed's historical reliance on forward guidance.
Warsh argued that markets have become overly
dependent on interpreting Fed communications
rather than economic fundamentals. He stated that
investors should not look to the Fed for their "next
trade and should track real information across the
economy and draw their conclusions”. To that end,
markets should anticipate less explicit signaling
from the Fed going forward.
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Key Principles That Should Guide Monetary Policy

First, the Fed “should not be setting forward-looking
policy based on stale or inaccurate data and trends
matter most”.

Second, “the Federal Reserve's actions are intended
to ensure that the aggregate demand side of the
economy is broadly consistent with aggregate
supply”.

Third, “the Fed's price-stability objective of 2
percent, as measured by the personal consumption
expenditures (PCE) price index, is a firm, fixed target
and it’s the Fed’s job to deliver price stability”.

Fourth, the Fed “also bears responsibility for
maximum employment and achieving both sides of
our mandate over the medium term is not an
either/or proposition”.

Fifth, “short-term interest rates are the predominant
tool to achieve the dual mandate”.

Sixth, “money matters and the Fed should pay
attention to money created by the central bank and
money that comes from the banking and financial
system”.

Finally, “a quieter Fed, more purposeful in its
communications, is better able to meet its
objectives”.

The Economy Today

Warsh stated he is “impressed by the overall
performance of the economy and that the economy
appedrs to have strengthened”. However, he said
“on the price-stability side of our mandate, the
numbers are more concerning”. He explicitly stated,
“the Fed's preferred measure of inflation, the 12-
month change in the PCE price index, stands at 3.7
percent, while the six-month change is 4.1 percent”.
With inflation running firmly above the Fed’s target,
“the Fed's predominant focus right now should be on
prices”.

Bottom Line

The key takeaway from Warsh's speech today is
that the Fed should be more disciplined, less
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predictable, and more focused on restoring price
stability, while allowing markets to infer policy
direction from economic data rather than Fed
signaling. To that end, he avoided indicating what
the Fed will do at the September meeting but was
clear that he’s not convinced underlying inflation is
moving sustainably back to the Fed's 2% target.

Market Reaction

Market reaction was muted. Stocks are mixed but
little changed and the 10-year yield is up 4 basis
points. However, the probability of a 25-basis point
rate hike at the September meeting rose from
roughly a third before Warsh'’s speech to about 60%
currently in response to Warsh’'s concerns about
inflation still being too high.
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Disclosures

The material presented and the views expressed herein are of a general nature and does not constitute the provision of
investment or economic advice to any person, or a recommendation of any particular securities, financial instruments,
strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant
information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should
seek the advice of an investment professional to tailor a financial plan to your needs.

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over
time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and
uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date
made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual
results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as
from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements.

“PNC” is a registered mark of The PNC Financial Services Group, Inc.
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