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repealed even under Trump 2.0 and that the Fed funds rate to 10-year Treasury yield spread will
move out to a positive slope of at least 100 bps as the yield curve normalizes with the Fed’s policy
rate reductions. The 30-year mortgage yield was 6.63% in the Thursday, August 7 week for a spread
of 241 bps above the 4.22% 10-year yield. Bessent looks to get 10-year yields down with Treasury
new cash needs being met with T-bill issuance. Maybe he should work to get banks to cut the spread.
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$730 billion in 2023, so that will lessen the overall new cash need; QT is currently just $15 billion per
quarter under the Powell Fed. The 2025 new cash minus QT is estimated at $1.911 trillion versus
$1.858 trillion under Biden in 2024. 2022 and 2023 averaged $1.793 trillion which adjusts for a weak
2022 stock market, and higher year-end Treasury cash balance in 2023. Same story. Nominal GDP
in Q2 2025 grew 5.0% SAAR and 4.5% year-over-year. The Federal budget deficit or Treasury
borrowing has to stay under $1.8 trillion then to keep the debt/GDP level stable and manageable. It
appears that U.S. Government borrowing will not put too much upward pressure on yields... for now.
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Hard to believe stocks fell at 10am ET Tuesday with the ISM services index dropping from 51.5
expected to 50.1, or barely expanding above the 50-dividing line between a services economy that is
increasing as opposed to one that is in outright decline. The service sector is bigger than
manufacturing, and the market is nervous about a broader economic slowdown after the latest payroll
jobs report with 258K of downward revisions. It is also hard to believe that stocks fell around 10am
ET on Thursday on a news story saying Fed Governor Waller was the leading candidate for Fed Chair.
The overall stock market high was made after Wednesday’s almost final tariff announcement where
it looked like Chip stocks and Apple would make it through largely unscathed. Bonds closed the week
little changed at 4.29%, up 7 bps with the 3/10/30s auctions. The S&P 500 closed just short of record.

Amazon.com Inc. (AMZN) up 1.5% YTD, after earnings hit
Amazon reported Thursday, July 31 along with Apple, but the stock sank like a stone. It fell 8.3% on
Friday, August 1 to $214.75 with the massive 258K jobs report revisions a big problem as well.
Basically, Amazon sank over 8% as AWS was disappointing (sales +17.5% YQY), and there were
signs the company trails its cloud rivals’ earnings as well. Q3 2025 sales expected to be $174.0-179.5
billion. The word “tariff” appeared just once in the earnings release, one of several factors that made
the forecast uncertain. 0 Amazon com, Inc AMZN
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Next up: July CPIl inflation report Tuesday, August 12 at 830am ET
Monthly 2025 2025 2024 2024
% Changes Jun May Apr Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun May Apr
Core CPl inflation 0.2 0.1 0.2 0.1 0.2 0.4 0.2 0.3 0.3 0.3 0.3 0.2 0.1 0.1 0.3
Core PCE inflation 0.3 0.2 0.2 0.1 0.5 0.3 0.2 0.1 0.3 0.3 0.2 0.2 0.2 0.1 0.3
Core PCE YOY 2.8 2.8 2.6 2.7 29 2.7 29 2.8 2.8 2.7 2.7 2.7 2.6 2.7 29
Core CPI YOY 29 2.8 2.8 2.8 3.1 33 3.2 3.3 33 33 3.2 3.2 33 34 3.6
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OTHER ECONOMIC NEWS

Trade deficit shows U.S. is winning (Tuesday)

Trade balance Exports Imports
Total | Goods |Services| Total | Goods |Services| Total | Goods |Services
May 2025 | -71,664| -97,303| 25,639| 278,646| 180,303 98,343| 350,310| 277,606| 72,704
Jun 2025 | -60,177| -85,879| 25,702|277,298| 179,113 98,186| 337,475| 264,992| 72,483
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trading partners yet. It is still early days however with the final Trump tariffs not being put in place until
midnight on Thursday, August 7.
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226K weekly jobless claims (Thursday)

Breaking economy news.
The latest weekly jobless
claims do not show a
serious deterioration in the
labor markets despite the
constant trade war
headlines. Summertime is
often a quiet period for
company layoffs, if you
want to try to call the 6K
increase in initial claims to
226K in the August 2 week
quiet. Not seasonally
adjusted claims  were
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194,988 so the seasonal factors boosted this lower number for August 2. Not seasonally adjusted
filings were up notably in states like Massachusetts, New Jersey, Oregon, and Texas, but declines
elsewhere kept the nationwide total change from the prior week very low. Federal Employees
applications were 7,831 in the July 19 week, up 424 from the week before and from 4,769 the year
before. There are news stories about the Challenger Gray monthly survey of layoffs this year finding
almost a million jobs lost, highest count since the pandemic, but it is important to remember that 226K
lost their jobs just this one week, so the total churn of layoffs is normally quite high without necessarily
meaning a recession is nearby.

Reading the tea leaves is
admittedly not very easy with
the new 2025 high of 1.974
million in the July 26 week
for the total number
receiving unemployment
benefits. This would
ordinarily be consistent with
the unemployment rate
climbing in the August
payroll jobs report due
Friday, September 5.
Continuing claims have
been elevated since May 31,
and are difficult to explain.
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Q2 Productivity follows real GDP report higher (Thursday)

Breaking economy news. Productivity bounced in the second quarter with a 2.8% gain after the Q1
2025 drop of 1.8%. [Real GDP Q1 -0.5%, Q2 3.0%.] The year-on-year gains are steadying at 1.2% in
Q1 and 1.3% in Q2 2025. Wages are still running surprisingly fast, maybe check your weekly
paystubs, with hourly compensation of a 4.0% annual rate in Q2, 5.0% in Q1, and the increase was
5.3% for all of 2024. Who knew. Wages running above productivity means unit labor costs are
increasing, a cost for businesses that sometimes is thought to weigh on corporate profitability, but no

problems for corporate profits currently. Trade war or not. Stay tuned.
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