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SLOW GROWTH NO INFLATION

The minuses outweighed the pluses ;| Three Presidents: Positive economic A
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when it came to economic growth in
the second quarter. Al spending on
equipment was strong as expected,
and consumers did their part with a
solid advance that was more than 21
expected at 3.2%. But Federal

government nondefense spending |
fell back subtracting from GDP even
if the White House will still brag that
shrinking the government is exactly
what they want. GDP spending
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like a trend. The bond market may have exaggerated the inflation risks out there and the sell-off on
Warsh'’s inaction on rates Wednesday may need to be tempered in the days ahead. Slow growth and
little inflation is just the data that Fed officials need to see in order to keep an interest rate hike off the

table for now.

Outlook: This is one of those GDP reports that looks bad, but consumption and investment looks
good. Real consumer spending was 3.2%, and based on strong monthly 0.4% gains in May and June,
this spending is already 1.6% in Q3 2026 without any data for July, August, September yet.
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Stocks could not quite close the gap on Monday after the Iran bombing pause over the weekend with
crude oil falling $6.70 to $82.61 on Monday. Stocks and bonds thought they liked the no-rate hike Fed
announcement at 2pm ET Wednesday, but the yield curve steepened with no Fed tightening imminent,
and higher bond yields were the result of Fed inaction (fiddling while Rome burns) and that sent stocks
down hard losing 1.5% on the day. The 10-yr fell as low as 4.61% after the Fed did nothing but closed
at 4.68% Wednesday. Microsoft rallied 15.5% Thursday after earnings, bringing the broader market
back up 1.7% on Thursday. Microsoft had a 4.6% S&P 500 weight so that means 0.046 X 15.5% =
0.7% was the MSFT effect. October Fed funds futures adjusted were 3.995% Tuesday, but fell back
to 3.905% on Wednesday after the Fed. Bonds closed 4.74% Friday on Warsh inaction trade.

Microsoft (MSFT) jumps 15.5% Thursday after earnings

Earnings released Wednesday after the bell were finally a winner the next day, following declines of
3.9% in April and 10.0% in January. We hate to think it is all due to Cloud revenues up 31.6% from a
year ago versus 29.6% for Q1 2026 and 28.8% for Q4 2025. Operating income of $40.6 billion versus
$27.9 billion two years ago when stock was $446.95 at the end of June 2024. Capex was $41 billion
in Q2 2026 so you know where operating income goes. Fiscal year 2026 capex was $145.3 billion
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Next up: July CPI inflation Wednesday, August 12 830am ET
Monthly 2026 2025
% Changes Jun May Apr Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun May Apr
Core CPI inflation 0.0 0.2 0.4 0.2 0.2 0.3 0.2 na na 0.2 0.3 0.3 0.2 0.1 0.2
Core PCE inflation 0.1 0.3 0.2 0.3 0.4 0.4 0.3 0.2 0.2 0.2 0.2 0.2 0.3 0.2 0.2
Core PCE YOY 3.3 34 33 3.3 3.0 3.1 3.0 2.8 2.8 2.8 2.9 2.9 2.8 2.8 2.6
Core CPI YOY 2.6 2.9 2.8 2.6 25 2.5 2.6 2.6 na 3.0 3.1 3.1 2.9 2.8 2.8

3 fwdbonds.com | 31 July 2026




Economic and Markets Research fwd: Bonds

OTHER ECONOMIC NEWS
Durable records (Monday)

Breaking economy news. Durable goods orders rose 0.3% to $334.772 billion in June, but we focus
on the subset of nondefense capital goods orders ex-aircraft that increased 0.9% to $85.089 billion in
June. Based on this measure of business investment spending, business equipment spending in the
Q2 2026 real GDP report due out on Thursday should add 0.8 percentage points to growth again like
it did in the first quarter.

Net, net, Al-related investment in core capital goods orders continue to power the economy forward
at the end of the second quarter with computer and electronics purchases fueling the rise. Nondefense
capital goods orders ex-aircraft set another record with a 0.9% increase in June and are 9.3% higher
than a year ago. Equity markets are still wrestling with the valuations of many of these tech companies,
but one thing is certain, and that is the capex expenditures of Corporate America are keeping the
economy afloat despite caution in other sectors engendered by the Middle East war uncertainty and
higher energy prices.
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Consumer not overly confident (Tuesday)

Breaking economy news. The consumer confidence index was 91.0 in February before the Iran
bombing began and it is still right there after falling 1.4 points to 90.8 in July. The graph here in 2026
looks like the consumer does not know what to make of current events and the news headlines.

Net, net, consumer confidence remains in a sideways drift pattern little moved by the headlines from
the Middle East war. Overall consumer spending is supportive of moderate economic growth even if
public sentiment is relatively downbeat. Whatever hopes that the public had for change in Washington
after the elections in November 2024 have now been replaced by the same old concerns about the
future as a result of inflation’s higher prices and the ongoing affordability crisis. Inflation seems to
mean higher interest rates according to 61.3 percent of consumers. Both consumers and the bond
market’s higher yields are telling Federal Reserve policymakers meeting today that interest rates need
to go up, but if Fed officials are seriously contemplating such a move it has not been telegraphed to
investors ahead of time. Stay tuned. Consumer confidence is on the lower side of the range set since
the beginnings of Trump 2.0 back in November 2024, and ahead of the elections in November 2026,
the consumer is more uncertain and not especially confident about the future. The latest reading does
not herald a pullback or downturn in the economy, but economic growth is likely to remain moderate
based on the consumer’s future spending plans.
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Core PCE inflation 3.3% year-on-year in June (Thursday)

Breaking economy news. Core PCE inflation rose just 0.1% in June, the slowest monthly change since
the Trump tariffs “Liberation Day” were announced in April 2025. If you are looking for the most direct
tariff effect, PCE goods excluding food and energy rose just 0.1% in June after falling 0.1% in May.
Makes one wonder if 3 out of 12 Fed officials voting would have dissented in favor of a rate hike to
4.0% at yesterday’s meeting. The dissents were from regional Fed bank presidents and are less of a
threat to Warsh’s control of the Committee than the count of 9 out of 18 Fed officials forecasting a rate
hike this year at the June meeting. Further muddying the inflation waters is the lower June core CPI
2.6% year-on-year rate versus the Fed’s Warsh sanctioned PCE inflation target measure (for now)
with the PCE core up 3.3% year-on-year. If it helps any, Warsh seems to favor an outsider, fringe
economic indicator produced by the Dallas Fed (Logan the president dissented for a rate hike), the
so-called Dallas Fed Trimmed Mean PCE inflation rate was up just 2.2% year-on-year in June. White
House economic officials will argue there is no inflation and the Fed should cut interest rates.
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Employment cost index and consumer sentiment (Friday)

Breaking economy news. The employment cost index (ECI) for the June 2026 quarter. In the 12-
months ending June 2026, private industry compensation was 3.3% higher, with wages and salaries
3.1% and benefits 3.4%. The nominal wage growth for workers paints a better financial picture for the
consumer than is being picked up by confidence and overall sentiment surveys. While it is certainly
true that it is hard to get ahead of inflation’s pernicious price increases for goods and services, it is
also true that consumers’ incomes and paychecks are not falling too far behind. Private industry
workers wages and salaries increased 3.1% in the last twelve months ending June 2026, and have
been running at a plus-3% pace since the third quarter of 2024. Stay tuned. Companies are still paying
their employees a living-wage or close to it for now showing the conditions in the labor market remain
solid.
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Speaking of consumer sentiment, the Michigan survey was released later this morning at 10am
offering the revised look at how the consumer was doing in July. The preliminary reading of 54.4 was
revised to a final 55.2 figure. The level of consumer sentiment does not match the big 3.2% Q2 2026
real consumption spending in yesterday’s GDP report.
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