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THOUGHTS OF THE WEEK
Inflation Was Good in June and July; August Will Not Be So Kind

The softening inflation data for June and July was broadly supportive of our view that monetary
policymakers should keep interest rates unchanged for the remainder of the year. Unfortunately, the
picture is likely to become less favorable over the next several months, particularly if oil and gasoline
prices continue to move higher. While lower gasoline prices contributed to the improvement in inflation
during June and July, they do not tell the whole story.

The biggest surprise in the Consumer Price Index (CPI) over the past two months was the unusually small
increase in shelter prices, which rose just 0.1% month-over-month (MoM) in both June and July.
Importantly, this moderation was not driven by a meaningful slowdown in owners' equivalent rent (OER),
which represents roughly 73% of the shelter component and carries a weight of approximately 25.8% in
the overall CPI basket. In fact, OER accelerated in July, rising 0.3% MoM after increasing 0.2% in June.

So why did the shelter component remain so subdued? The answer lies in the lodging-away-from-home
category, which includes hotels and motels. Although this category accounts for only about 4.1% of the
shelter component and an even smaller share of the overall CPI basket, it fell sharply, declining 2.3% in
June and another 2.8% in July on a seasonally adjusted basis.
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As a result, the recent slowdown in shelter prices appears to have been driven disproportionately by this
small and volatile component rather than by a broad-based easing in housing prices. Both OER and rent of
primary residence remained relatively firm, while lodging-away-from-home made unusually large negative
contributions to shelter prices in June and July. If lodging prices had instead increased at their average
monthly pace over the last decade, the rent of shelter component would have been approximately 0.24% in
June and 0.26% in July, rather than the reported 0.13% and 0.14%, respectively.

This suggests that recent shelter readings may be overstating the degree to which shelter prices are
contributing to disinflation and, by extension, the degree of underlying core CPI improvement. That
distinction is unlikely to be overlooked by Federal Open Market Committee (FOMC) members as they
prepare for their September meeting. Moreover, policymakers will have the August CPI report in hand
before that meeting. We expect that report to be considerably less encouraging, with higher gasoline prices
pushing headline inflation higher and a likely rebound in lodging-away-from-home limiting any further
moderation in shelter prices. As a result, the September policy discussion could prove more challenging
than current market expectations suggest.

What Does It Mean for the Fed?

Beyond inflation, the labor market has continued to cool. Average monthly job gains have slowed from
approximately 94k through June to about 61k through July. We still expect payroll growth to average ~70k
per month this year, a pace consistent with a moderating, rather than deteriorating, labor market.

At the same time, July retail and food services sales came in weaker than expected as consumers pulled
back on several big-ticket categories, including automobiles, electronics, and appliances. Lower gasoline
prices also weighed on gasoline station receipts during the month. While the report was soft, several
temporary factors may have contributed to the weakness. Calendar effects, the conclusion of the World
Cup, and the timing of retailer promotions, some of which occurred in June rather than July, may have
shifted spending across months. Strong back-to-school purchases may also have redirected spending away
from other retail categories. For now, we view July's retail sales weakness as more of a temporary setback
than the beginning of a sustained slowdown in consumer activity. Nevertheless, we will continue to monitor
incoming data closely for signs that softer consumer spending is becoming a more meaningful drag on
economic growth.

Taken together, the latest inflation, labor market, and spending data continue to support our view that the
Federal Reserve should remain on hold for the rest of the year. Inflation remains sufficiently sticky to argue
against near-term easing, while cooling labor demand and softer consumer spending reduce the case for
additional tightening. As a result, the probability of a September rate hike has continued to decline, with
markets currently assigning roughly a 30% chance, down from about 50% less than a month ago
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Forecast Table

Actual Forecast Actual Forecast

2Q25 3Q25 1026 2026 30Q26 4Q26 1Q27 20Q27 3Q27 4Q27 2024 2025 2026 2027

Real Gross Domestic Product ' -0.7 3.8 44 05 21 15(35 23|20 20 20 22| 28 21|23 22
Real Gross Domestic Product 2 2.0 21 23 20 27 21|19 23|23 24 21 20| 25

Consumer Price Index 2 27 24 29 28 27 39|33 32(30 19 25 28| 3.0 27|33 25

Ex-food & energy 2 31 28 31 27 25 27124 25|24 21 23 26| 34 29 | 25 24

PCE Price Index 2 26 24 27 28 31 38|36 35|30 23 23 23| 26 26|35 25

Ex-food & energy 2 28 27 29 29 31 33|32 32|27 24 23 22| 29 28| 32 24

Unemployment Rate 41 42 43 45 43 43 |42 42 |43 43 43 43| 40 43| 43 43

Fed Funds Rate 3 450 450 425 375 375 375|375 375|375 375 350 350| 51 43| 38 3.6
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Economic Releases

Existing Home Sales: Existing home sales were slightly stronger than expected in July and compared to June of this year
but still very weak and close to the lows recorded during the pandemic recession. Existing home sales were down by 1.7% in
July compared to June of this year and were up only 0.7% compared to a year earlier. The median price of existing homes
increased by 2.0% compared to July of last year while the number of months in inventory remained unchanged, at 4.6
months. Two regions of the country saw existing home sales down in July; one region recorded a flat month, and the last
region saw an increase in existing home sales. All of the regions of the country experienced home price appreciation during
the month of July compared to a year earlier. The housing market continued to struggle in July of this year and remained
near the weakest reading recorded during the COVID pandemic. Existing home sales were slightly higher than expected in
July, at 4.060 million units, seasonally adjusted and annualized, or down 1.7% compared to June of this year, according to
the National Association of Realtors. On a year-over-year basis, existing home sales were up just 0.7%, according to the
release. By region, existing home sales in the Northeast were up 2.0% in July, month-on-month, and flat compared to a year
earlier. In the Midwest, existing home sales were down 2.0% month-on-month, but up 2.1% compared to a year earlier. In
the South, existing home sales were down 3.1%, month-on-month, and flat compared to a year earlier. Finally, the West
recorded a flat month in July, month-on-month, but was up 1.4% compared to July of last year. The inventory of existing
home sales was down to 1.540 million units in July compared to 1.570 million units in June of this year and 1.550 million
units in July of last year. The number of months’ supply of existing home remained unchanged, at 4.6 months in July and
compared to both June of this year and July of last year. The median price of existing homes in July of this year was
$434,100, up 2.0% compared to a price of $425,700 in July of last year. The largest increase in the median price of existing
homes was recorded in the Northeast, up 5.2% year over year, while the smallest increase was a 0.2% increase recorded in
the West region. Existing home sales in June were revised higher, to 4.130 million compared to an original release of 4.090
million.

Consumer Price Index: The Consumer Price Index was in line with expectations in July. Both the headline and core rates, at
0.1% and 0.2%, respectively, were supportive of the disinflationary trend on a year-over-year basis after both rates peaked
in May of this year. The headline CPI slowed down to 3.4% from 3.5% in June while the core CPI came down to 2.5%
compared to 2.6% in June. Once again, the small increase in shelter prices during the month of July, helped keep the
disinflationary process going after the rebound in inflation due to the Iran conflict. The most important point for the Federal
Reserve is that the increase in energy prices has had, for now, a limited impact on core prices thanks to the slowdown in the
growth of shelter prices. The August inflation number will probably have more of an impact for monetary policy as energy
prices have moved higher. However, as long as shelter prices remain contained, the disinflationary process should remain in
place. This is in line with our view that the Federal Reserve will keep rates unchanged at its September meeting of the
Federal Open Market Committee. The Consumer Price Index (CPI) was in line with expectations, with the headline CPI
increasing by 0.1% in July compared to the previous month and slowing down slightly, to 3.4% compared to 3.5% in June
on a year-over-year basis. The core CPl was also in line with expectations, up 0.2% in July compared to June and also
slightly lower compared to a year earlier, at 2.5% compared to 2.6% in June. Food prices increased by 0.1% as food at home
declined by 0.1% while food away from home increased by 0.3%. Energy prices declined by 1.5% as gasoline prices declined
by 2.9% and fuel oil prices declined by 1.7%. Energy services prices increased by 0.3% as electricity prices increased by 0.1%
while utility (piped) gas services prices increased by 0.7%. Core prices were up just 0.2%. New vehicles’ prices increased by
0.1% while used car and trucks prices increased by 0.4%. Apparel prices increased by 0.1%. Services less energy services
prices increased by 0.2% as shelter prices increased by 0.1% for a second consecutive month. Transportation services prices
increased by 0.3% while medical care services prices increased by a strong 0.6%. Once again, the small increase in shelter
prices kept core prices relatively low, contributing to a downward movement in the year-over-year rate.

Producer Price Index: The Producer Price Index for final demand in July was weaker than expected as it remained
unchanged compared to June. The weakness in PPI final demand goods was due to a combination of lower energy prices as
well as lower foods prices. The PPI for final demand services moved higher during the month of July due to an increase in
the price of other services. Although the downward trend in the year-over-year rate is positive, the rate is still high and
expected to start moving higher in August as energy prices push higher again. The Producer Price Index (PPI) for final
demand was unchanged in July, lower than the 0.1% FactSet consensus for the month. On a year-over-year basis, the PPI
for final demand was down to 4.7% compared to a reading of 5.5% for the twelve months ending in June, according to the
Bureau of Labor Statistics. The lower-than-expected reading was due to a decline of 0.7% in the PPI final demand goods and
a 0.2% increase in the PPI final demand services. Within the PPI final demand goods, foods prices declined by 0.9% while
energy prices declined 3.1%. Finally, the PPI final demand goods less foods and energy increased by 0.1%, all MoM.
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Producer Price Index (continued): Within the PPI final demand services, trade prices (which measures changes in margins
charged by retailers and wholesalers) declined by 0.1% after increasing by 1.4% in June while prices of transportation and
warehousing services declined by 1.8%. Finally, the prices of other services increased by 0.6%. The PPI for final demand was
revised down from an original reading of -0.3% in June to a decline of 0.1%.

Retail Sales: Retail and food services sales were weaker than expected as consumers mostly shied away from big ticket
items purchases like cars and electronics and appliances, etc. Lower prices of gasoline also helped push gasoline stations’
sales lower during the month and thus affected sales during the month. Retail and food services sales declined by 0.6%
while control group sales declined by 0.4%. Although the number was weak in July, there are some one-off issues, which
include calendar differences that could have affected retail sales, including the end of the World Cup and some other
retailers offering discounts in June versus July in the past. Back to school purchases seemed to have also been strong,
which could have helped weaken spending in other retail sectors. Overall, July’s retail sales seem to be a hiccup rather than
a cold, but we will keep watching to see the potential effects on economic activity of a sustained weakness. Retail and food
services sales were much weaker than expected in July, falling by 0.6% compared to FactSet consensus for a 0.4% increase,
month-on-month. Total retail and food services sales excluding motor vehicle and parts dealers’ sales were down by 0.3%. If
we exclude gasoline stations sales, they declined by 0.6%. If we exclude motor vehicle and parts dealers’ sales and sales at
gasoline stations, total retail and food services sales were down by 0.2%. Retail trade sales were down by 0.8%. On a year-
over-year basis, retail and food services sales were up 6.3% while retail trade sales were up 6.6%. Control group retail sales
were down by 0.4% during the month of July. Sales at motor vehicle dealers were down 1.8% while sales at furniture stores
were up 0.3%. Sales at electronics stores were down 0.5% while they were up 0.3% at building material stores. Sales at food
and beverage stores were flat in July while they increased by 0.7% at health care stores. Sales at gasoline stations were
down 0.9% while sales at clothing stores increased by a strong 1.9%. Sales at general merchandise stores increased by 0.3%
while at miscellaneous stores they increased by 0.5%. Sales at non-store retailers declined by 2.2% while sales at food
services and drinking places increased by 0.5%. Retail and food services sales were revised down from a 1.0% increase to a
0.9% increase in May while control group retail sales were revised down in May and in June, to 0.6% from 0.8% in May and
from 0.5% to 0.4% in June.

Michigan Sentiment: The preliminary Consumer Sentiment Index (CSI) came in weaker than expected in August, with both
major components deteriorating from July and remaining below last years’ levels. Preliminary inflation expectations edged
higher for the one-year-ahead measure, while the five-years-ahead measure was unchanged. The decline in sentiment was
driven largely by weaker expectations for future business conditions. In addition, fewer than one in ten respondents expect
their income growth to outpace inflation over the coming year, underscoring the continued strain that elevated prices are
placing on household finances and purchasing power. For the Federal Reserve, the combination of softer consumer
sentiment and somewhat higher near-term inflation expectations reinforces the tension between slowing economic
momentum and persistent price pressures. However, the deterioration in sentiment adds to recent evidence of a cooling
economy and reduces the case for additional near-term tightening. Overall, today’s report supports our view that the Fed
will remain on hold at the September FOMC meeting. The preliminary Consumer Sentiment Index for July published by the
University of Michigan’s Survey of Consumers was lower than expected, 51.0 compared to a reading of 55.2 in July. Both the
Current Economic Conditions and the Index of Consumer Expectations were weaker in August than in July. The first one was
at 51.8 compared to 54.8 in July, while the second one was at 50.6 compared to 55.4 in July. The overall CSI was 12.4%
lower in August compared to the same month a year ago. Inflation expectations for one-year ahead increased slightly from
4.2% to 4.3%, while five-years ahead remained unchanged at 3.3% for the third consecutive month. According to the
release, “Consumer sentiment fell about 8% this August, ending two consecutive months of improvement. While views of
personal finances saw only minor declines, expected business conditions sank 11% for the short run and 17% for the long
run.” Interviews for this preliminary release were conducted between July 28 and August 10.
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Disclosures

Economic and market conditions are subject to change.

Opinions are those of Investment Strategy and not necessarily those of Raymond James and are subject to change
without notice. The information has been obtained from sources considered to be reliable, but we do not guarantee
that the foregoing material is accurate or complete. There is no assurance any of the trends mentioned will continue
or forecasts will occur. Past performance may not be indicative of future results. Portions of this report may include
content generated, sourced, or created with assistance from artificial intelligence tools. Raymond James has
reviewed and considers this content to be reliable, but Raymond James does not guarantee that such content is
accurate or complete. Links are being provided for information purposes only. Raymond James is not affiliated with
and does not endorse, authorize or sponsor any of the listed websites or their respective sponsors. Raymond James is
not responsible for the content of any website or the collection or use of information regarding any website's users
and/or members. Currencies investing is generally considered speculative because of the significant potential for
investment loss. Their markets are likely to be volatile and there may be sharp price fluctuations even during periods
when prices are rising.

Consumer Sentiment is a consumer confidence index published monthly by the University of Michigan. The index is
normalized to have a value of 100 in the first quarter of 1966.

The S&P 500 Price Index is a market-capitalization-weighted index that measures the performance of 500
large-capitalization US companies. The index reflects price movements only and does not include dividends.

Indices and peer groups are not available for direct investment. Any investor who attempts to mimic the performance
of an index or peer group would incur fees and expenses that would reduce returns. Investing involves risks including
the possible loss of capital

Personal Consumption Expenditures Price Index (PCE): The PCE is a measure of the prices that people living in the
United States, or those buying on their behalf, pay for goods and services.

The Consumer Confidence Index (CCl) is a survey, administered by The Conference Board, that measures how
optimistic or pessimistic consumers are regarding their expected financial situation. The CCl is calculated from two
primary sub-indices: the Present Situation Index and the Expectations Index

Certified Financial Planner Board of Standards Center for Financial Planning, Inc. owns and licenses the certification
marks CFP®, CERTIFIED FINANCIAL PLANNER®, and CFP® (with plaque design) in the United States to Certified
Financial Planner Board of Standards, Inc., which authorizes individuals who successfully complete the organization’s
initial and ongoing certification requirements to use the certification marks.

GDP Price Index: A measure of inflation in the prices of goods and services produced in the United States. The gross
domestic product price index includes the prices of US goods and services exported to other countries. The prices
that Americans pay for imports aren't part of this index.

Employment Cost Index: The Employment Cost Index (ECI) measures the change in the hourly labor cost to employers
over time. The ECI uses a fixed “basket” of labor to produce a pure cost change, free from the effects of workers
moving between occupations and industries and includes both the cost of wages and salaries and the cost of benefits.

US Dollar Index: The US Dollar Index is an index of the value of the United States dollar relative to a basket of foreign
currencies, often referred to as a basket of US trade partners' currencies. The FHFA HPI is a broad measure of the
movement of single-family house prices. The FHFA HPI is a weighted, repeat-sales index, meaning that it measures
average price changes in repeat sales or refinancings on the same properties.

The Pending Home Sales Index (PHS), a leading indicator of housing activity, measures housing contract activity, and
is based on signed real estate contracts for existing single-family homes, condos, and co-ops.
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Import Price Index: The import price index measures price changes in goods or services purchased from abroad by US
residents (imports) and sold to foreign buyers (exports). The indexes are updated once a month by the Bureau of
Labor Statistics (BLS) International Price Program (IPP).

ISM Services PMI Index: The Institute of Supply Management (ISM) Non-Manufacturing Purchasing Managers’ Index
(PMI) (also known as the ISM Services PMI) report on Business, a composite index is calculated as an indicator of the
overall economic condition for the non-manufacturing sector.

The ISM Manufacturing Index: The Institute of Supply Management (ISM) Manufacturing Measures the health of the
manufacturing sector by surveying purchasing managers at manufacturing firms. The survey asks about current
business conditions and expectations for the future, including new orders, inventories, employment, and deliveries.

Consumer Price Index (CPI) A consumer price index is a price index, the price of a weighted average market basket of
consumer goods and services purchased by households.

Producer Price Index: A producer price index (PPI) is a price index that measures the average changes in prices
received by domestic producers for their output.

Industrial production: Industrial production is a measure of the output of the industrial sector of the economy. The
industrial sector includes manufacturing, mining, and utilities. Although these sectors contribute only a small portion
of gross domestic product, they are highly sensitive to interest rates and consumer demand.

The NAHB/Wells Fargo Housing Opportunity Index (HOI) for a given area is defined as the share of homes sold in that
area that would have been affordable to a family earning the local median income, based on standard mortgage
underwriting criteria.

Conference Board Coincident Economic Index: The Composite Index of Coincident Indicators is an index published by
the Conference Board that provides a broad-based measurement of current economic conditions, helping
economists, investors, and public policymakers to determine which phase of the business cycle the economy is
currently experiencing.

Conference Board Lagging Economic Index: The Composite Index of Lagging Indicators is an index published monthly
by the Conference Board, used to confirm and assess the direction of the economy's movements over recent months.

New Export Index: The PMI New export orders index allows us to track international demand for a country's goods and
serviceson a timely, monthly, basis.

Gold is subject to the special risks associated with investing in precious metals, including but not limited to: price may
be subject to wide fluctuation; the market is relatively limited; the sources are concentrated in countries that have the
potential for instability; and the market is unregulated.

The Conference Board Leading Economic Index: Intended to forecast future economic activity, it is calculated from
the values of ten key variables.

Source: FactSet, data as of 8/14/2026
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