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could arguably not come at a more important time. The latest jobs report, which +1-212-469-1679
showed historically large downward revisions to prior months even as measures
of labor market slack have remained more stable, has fixated the near-term policy Amy Yang
debate on this side of the Fed’s dual mandate. Economist

+1-212-454-9893
With this backdrop, Chair Powell is set to deliver a speech on “Economic outlook
and framework review” at 10am ET on Friday. Given that the market is currently
pricing about 20bps of cuts at the September meeting, after briefly pricing more
than 25bps after last week’s CPI data, market participants will be focused on
Powell’'s comments around the outlook.

The last time we heard from the Chair at the July FOMC meeting, Powell struck a
notably hawkish tone, arguing that the labor market was “solid” and that inflation
was still too high, even excluding tariff effects. We expect a somewhat different
tone from Powell this week, particularly with respect to the labor market.

While the Chair can still paint a resilient picture for the labor market, the extent of
recent downward revisions to payrolls, and the potential for that weakness to
extend further, leave Powell likely to indicate a greater focus on downside risks
than he did at the last meeting. But given the conference theme, we also expect
Powell to reiterate reasons why he and his colleagues are more focused on
measures of labor market slack - like the unemployment rate, quits rate, and job
openings-to-unemployed ratio — than headline payrolls figures. Most importantly,
with labor supply growth slowing sharply given immigration policies, the
breakeven level of payrolls could be dropping noticeably. Our recent analysis
indicated that, after accounting for deportations, the breakeven monthly jobs
number could be 50k or a little lower, an estimate that was recently echoed by
Chicago Fed President Goolsbee (see “Potential paths for breakeven payrolls”).

For near-term policy, the most important question will be whether Powell places
more evidence on weaker payrolls or stable slack indicators - i.e. labor demand
versus supply factors. His comments in July favored the latter. In particular, he
noted “[T]he main number you have to look at now is the unemployment rate,
because...the...payroll jobs—that number has come down, but so has the
breakeven number, kind of in tandem. So...that puts the labor market in, in
balance.” We expect his comments to be somewhat more balanced, while still
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prioritizing measures of slack, which could create uncertainty about September
cut prospects, at least relative to current elevated pricing.

| Figure 1: Measures of labor market slack largely point to balanced conditions
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On the other side of the dual mandate, Powell is likely to maintain his hawkish-
leaning narrative on inflation. He could repeat that it is still “early days” for fully
assessing the impact of tariffs on inflation, and that the latest round of CPI and
PPI data have presented further evidence of these inflation effects. Indeed, while
the latest data led us to lower our estimate for this month’s core PCE print by a
few basis points to 0.29%, we lifted our inflation outlook into next year. This
revision was driven by the report details which indicated that the runway for tariff-
driven inflation is likely to extend longer than we previously thought. In particular,
elevated readings on intermediate demand inputs for core goods in the PPI
suggest that consumer core goods inflation ex-autos is likely to accelerate further
into year end, and this does not yet reflect the latest round of tariffs or the recent
expansion of steel and aluminum items subject to the 50% tariff.

| Figure 2: PPI data point to firm core goods inflation into year end Figure 3: Core goods ex-used cars should continue to accelerate
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Taken together, data dependence and a focus on the distribution of risks could
be a key message from the Chair. Powell is likely to signal greater openness to
cutting rates in the near term but not lock in September. Fed speakers so far have
not signalled broad-based support for such an action, and Powell is likely to gain
little by pushing the market further towards a September cut given already
elevated pricing. Indeed, it may not take much of a push from Powell to get the
market to contemplate chances of a 50bps reduction in September, an outcome
we expect there is limited support for on the Committee (see “Fed Watcher: Jury
still out on September rate cut, but 50bps definitely out “).

| Figure 4: Current data vs. real-time last year

Real-time data
Latest data Aug. 2024
Core PCE
3m ann. 2.63 2.31
6m ann. 3.17 3.38
Year-over-year 2.79 2.63
Labor market
Private NFP gain
Jm avg. 52 146
6m avg. 85 160
12m avg. 113 164
Unemp. rate (unrounded) 4.25 4.25
3m chg. 0.06 0.39
6m chg. 0.24 0.59
Consumer
Real PCE
3m ann. -0.35 2.25
6m ann. -0.15 1.55
Year-over-year 211 2.61
Retail Control
Jm ann. 6.59 6.32
6m ann. 2.77 5.10
Year-over-year 4.80 3.86
FCI-G
3yr -0.74 -0.08
lyr -0.42 -0.456
Fed funds - June SEP LR median 1.33 2.53
Bal. approach rule - fed funds 0.03 -1.04

Source: BEA, BLS, Census, Fed, FRBNY, Macrobond, Deutsche Bank
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Consistent with this, we do not think the current backdrop mirrors a year ago
when the Fed quickly pivoted to a 50bp rate cut in September 2024. As figure 3
shows, while payrolls and some measures of consumer spending look weaker
than they did a year ago, inflation is at least as firm, the unemployment rate has
been more stable, retail sales have been sturdy, financial conditions are
significantly easier, and the current policy rate is in line with policy rule
prescriptions.

With respect to the framework review, last week we provided a detailed
assessment of the last review, the impact it had on the Fed’s delayed response to
the Covid inflation shock, and what this implies for this year’s review (see “On
Powell at Jackson Hole: Did the framework delay Fed's inflation response?”). The
Fed’'s new policy framework, adopted in August 2020, was motivated by several
features of the pre-Covid economy, most importantly evidence that r-star had
declined substantially, and that the Phillips curve could be remarkably flat,
suggesting limited pass-through from labor market tightness to inflation. In turn,
these observations inspired the adoption of a flexible average inflation target
(FAIT) that aimed for a moderate overshoot and an asymmetric and broad-based
and inclusive view of the labor market.

However, the features that motivated the 2020 framework disappeared following
the Covid shock and have not returned since. The sharp spike in inflation — and
the risks it posed to inflation expectations and consumer sentiment -- and
evidence of a higher neutral rate (even if still lower than pre-GFC) have eliminated
the need to aim for an inflation overshoot. Meanwhile, the excess tightness of the
labor market that prevailed in 2021 and 2022 according to alternative gauges of
labor market slack (e.g., quits and V/U) reminded that the Phillips curve is more
likely to lie dormant than dead.

As such, while the adoption of the new framework in 2020 was not the primary
factor behind the Fed's delay and the substantial inflation overshoot, it
contributed to this outcome. For this reason, we expect Powell's speech in
Jackson Hole to highlight changes to the Fed's statement on longer-run goals
that will reflect this reality. Specifically, we expect the speech to call for rolling
back the 2020 modifications and restoring a primary role for preemption. Most
likely this will entail a recognition of the risks associated with supply shocks, and
a return to a symmetric view of the inflation and labor market objectives.
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Important Disclosures

Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local
exchanges via Reuters, Bloomberg and other vendors . Other information is sourced from Deutsche Bank, subject
companies, and other sources. For further information regarding disclosures relevant to Deutsche Bank Research,
please visit our global disclosure look-up page on our website at
https://research.db.com/Research/Disclosures/FICCDisclosures. Aside from within this report, important risk and
conflict disclosures can also be found at https://research.db.com/Research/Disclosures/Disclaimer . Investors are
strongly encouraged to review this information before investing.
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Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively
'‘Deutsche Bank'). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to
third-party websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the
content nor is responsible for the accuracy or security controls of those websites.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this
report, or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche
Bank may act as principal for its own account or as agent for another person.

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its
own account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those
taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis,
equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of
communication may differ from recommendations contained in others, whether as a result of differing time horizons,
methodologies, perspectives or otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity
securities of the issuers it writes on. Analysts are paid in part based on the profitability of Deutsche Bank AG and its
affiliates, which includes investment banking, trading and principal trading revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They
do not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank
provides liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research
analysts sometimes have shorter-term trade ideas that may be inconsistent with Deutsche Bank's existing longer-
term ratings. Some trade ideas for equities are listed as Catalyst Calls on the Research Website
(https://research.db.com/Research/), and can be found on the general coverage list and also on the covered
company's page. A Catalyst Call represents a high-conviction belief by an analyst that a stock will outperform or
underperform the market and/or a specified sector over a time frame of no less than two weeks and no more than
three months. In addition to Catalyst Calls, analysts may occasionally discuss with our clients, and with Deutsche
Bank salespersons and traders, trading strategies or ideas that reference catalysts or events that may have a
nearterm or medium-term impact on the market price of the securities discussed in this report, which impact may be
directionally counter to the analysts' current 12-month view of total return or investment return as described herein.
Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof if an
opinion, forecast or estimate changes or becomes inaccurate. Coverage and the frequency of changes in market
conditions and in both general and company-specific economic prospects make it difficult to update research at
defined intervals. Updates are at the sole discretion of the coverage analyst or of the Research Department
Management, and the majority of reports are published at irregular intervals. This report is provided for informational
purposes only and does not take into account the particular investment objectives, financial situations, or needs of
individual clients. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in
any particular trading strategy. Target prices are inherently imprecise and a product of the analyst's judgment. The
financial instruments discussed in this report may not be suitable for all investors, and investors must make their own
informed investment decisions. Prices and availability of financial instruments are subject to change without notice,
and investment transactions can lead to losses as a result of price fluctuations and other factors. If a financial
instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely
affect the investment. Past performance is not necessarily indicative of future results. Performance calculations
exclude transaction costs, unless otherwise indicated. Unless otherwise indicated, prices are current as of the end of
the previous trading session and are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is
also sourced from Deutsche Bank, subject companies, and other parties. Artificial intelligence tools may be used in
the preparation of this material, including but not limited to assist in fact-finding, data analysis, pattern recognition,
content drafting and editorial corrections pertaining to research material.
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The Deutsche Bank Research Department is independent of other business divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with
respect to our research are available on our website (https://research.db.com/Research/) under Disclaimer.

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that
promise to pay fixed or variable interest rates. For an investor who is long fixed-rate instruments (thus receiving these
cash flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus
cause a loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher
will be the loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most
common adverse macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client
segmentation, regulation (including changes in assets holding limits for different types of investors), changes in tax
policies, currency convertibility (which may constrain currency conversion, repatriation of profits and/or liquidation of
positions), and settlement issues related to local clearing houses are also important risk factors. The sensitivity of
fixed-income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to
inflation, to FX depreciation, or to specified interest rates - these are common in emerging markets. The index fixings
may - by construction - lag or mis-measure the actual move in the underlying variables they are intended to track. The
choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e.,
coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. Funding in
a currency that differs from the currency in which coupons are denominated carries FX risk. Options on swaps
(swaptions) the risks typical to options in addition to the risks related to rates movements.

Derivative transactions involve numerous risks including market, counterparty default and illiquidity risk. The
appropriateness of these products for use by investors depends on the investors' own circumstances, including their
tax position, their regulatory environment and the nature of their other assets and liabilities; as such, investors should
take expert legal and financial advice before entering into any transaction similar to or inspired by the contents of this
publication. The risk of loss in futures trading and options, foreign or domestic, can be substantial. As a result of the
high degree of leverage obtainable in futures and options trading, losses may be incurred that are greater than the
amount of funds initially deposited - up to theoretically unlimited losses. Trading in options involves risk and is not
suitable for all investors. Prior to buying or selling an option, investors must review the ‘Characteristics and Risks of
Standardized Options", at https://www.theocc.com/company-information/documents-and-archives/publications. If
you are unable to access the website, please contact your Deutsche Bank representative for a copy of this important
document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (i)
exchange rates can be volatile and are subject to large fluctuations; (ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government-imposed
exchange controls, which could affect the value of the currency. Investors in securities such as ADRs, whose values
are affected by the currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction. Aside from within this report, important conflict disclosures can also be found at
https://research.db.com/Research/ on each company's research page. Investors are strongly encouraged to review
this information before investing.

Deutsche Bank (which includes Deutsche Bank AG, its branches and affiliated companies) is not acting as a financial
adviser, consultant or fiduciary to you or any of your agents (collectively, "You" or "Your") with respect to any
information provided in this report. Deutsche Bank does not provide investment, legal, tax or accounting advice,
Deutsche Bank is not acting as your impartial adviser, and does not express any opinion or recommendation
whatsoever as to any strategies, products or any other information presented in the materials. Information contained
herein is being provided solely on the basis that the recipient will make an independent assessment of the merits of
any investment decision, and it does not constitute a recommendation of, or express an opinion on, any product or
service or any trading strategy.
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Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial Conduct Authority.
Details about the extent of our authorisation and regulation are available on request.

Hong Kong SAR: Distributed by Deutsche Bank AG, Hong Kong Branch, except for any research content relating to
futures contracts within the meaning of the Hong Kong Securities and Futures Ordinance Cap. 571. Research reports
on such futures contracts are not intended for access by persons who are located, incorporated, constituted or
resident in Hong Kong. The author(s) of a research report may not be licensed to carry on regulated activities in Hong
Kong, and if not licensed, do not hold themselves out as being able to do so. The provisions set out above in the
'‘Additional Information' section shall apply to the fullest extent permissible by local laws and regulations, including
without limitation the Code of Conduct for Persons Licensed or Registered with the Securities and Futures
Commission. This report is intended for distribution only to '‘professional investors' as defined in Part 1 of Schedule of
the SFO. This document must not be acted or relied on by persons who are not professional investors. Any investment
or investment activity to which this document relates is only available to professional investors and will be engaged
only with professional investors.

India: Prepared by Deutsche Equities India Private Limited (DEIPL) having CIN: U65990MH2002PTC137431 and
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be lower or higher than portfolios where ESG factors, exclusions, or other sustainability issues are not considered, and
the investment opportunities available to such portfolios may differ. Companies may not necessarily meet high
performance standards on all aspects of ESG or sustainable investing issues; there is also no guarantee that any
company will meet expectations in connection with corporate responsibility, sustainability, and/or impact
performance.
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