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GDP 1.6% THIS YEAR 4

%

The average GDP growth in the first

half (-0.5% Q1, 3.0% Q2) was 1.3% °

which averages out the tariff-

avoidance effect on purchases. We |

figure a 2.5% rebound this quarter,
and slowing to 1.5% in Q4 from the
higher tariff-based inflation which
means Q4/Q4 2025 real GDP growth

of 1.6%. Despite three Presidents, o

some taking a gap year, economic
growth never went negative based
on their economic agendas, except
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in the short, two-month recession during the pandemic which led to a drop of 1.0% in 2020. Hearing
lots of planned investment coming our way in coming years. The count of real investment spending in
the GDP accounts may not be what Washington thinks. Real business investment in equipment to
help the economy grow was $1.328 trillion in 2024 or 5.7% of real GDP spending last year. Real
equipment purchases in 2024 rose 3.4% with computers and transportation a big part of it. Detailed
breakdown for 2024 is due to be released soon, but in many years the increase in investment depends
importantly on how many pickup trucks businesses purchase. The last two quarters saw a surge in

computers in the race to beat

Real Business Investment (% change SAAR)
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Q2 2025. Stay tuned.
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fwd: Bonds
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Stocks closed above 6,400 finally on Tuesday after the 0.3% core CPI number that was said to mean
a Fed rate cut in September was coming. There is another CPI report on Thursday, September 11
before the Fed’s September 17 decision date, but no matter. The next morning Bessent threw out the
possibility of a 50 bps rate cut which rallied Fed funds futures even further. The bond market was
down at the 4.20% low yield for the week on Thursday, but the 0.9% PPI inflation number sent yields
up dramatically. Stocks did not care about PPI inflation with a slim gain to a record close 10.0% YTD.
Ring a bell. The panic over the Trump tariffs had sent the S&P 500 down as much as a recession-
magnitude loss of 21.3% YTD on April 7. Markets are waiting on results from Trump-Putin meeting in
Alaska, given that a good chunk of the 2022 27.5% S&P 500 loss was due to the Ukraine War.

Alphabet, Inc. (GOOGL) up 7.7% YTD

The CEO said the company had a standout quarter after the bell on Wednesday, July 23 with the
stock at $190.23, and GOOGL reached as high as $197.95 the next day before closing at $192.17.
The stock jumped 3.1% to $195.04 on Monday, August 4 with the rest of the market after the 258K
jobs data revisions and talk of a Fed rate cut. Advertising did not slow during the tariff roll-out yet, and
Cloud revenue is up 42.3% from last year to $13.264 billion.
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Next up: July PCE inflation report Friday, August 29 at 830am ET
Monthly 2025 2025 2024 2024
% Changes Jul  Jun May Apr Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun May
Core CPI inflation 0.3 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
Core PCE inflation  0.3e 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
Core PCE YOY 2.9e 2.8 2.8 2.6 2.7 2.9 2.7 2.9 2.8 2.8 2.7 2.7 2.7 2.6 2.7
Core CPI YOY 3.1 29 2.8 2.8 2.8 3.1 3.3 3.2 3.3 3.3 3.3 3.2 3.2 3.3 34
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OTHER ECONOMIC NEWS

Inflation not quite ready to boil (Tuesday)

Breaking economy news. July CPI inflation was not as bad as feared, although the core CPI was
0.322%, so it was a solid 0.3% and closing in on 0.4% upon rounding. Core CPI minus food, energy,
shelter and used cars and trucks was 0.4% in July, the worst since January, but markets overlooked

it. Perhaps because core commodities or [jun25 Monthly Percent Changes YOY %
0 ; Weight CPl inflation May 2025 Jun 2025 Jul2025 Jul 2025
goods rose O.ZIA) for a second month in .a 100.0Tctal o1 o3 o >
row. New car prices were unchanged you will |13.691 Food 0.3 0.3 0.0 2.9
7.988 Food at home 0.3 0.3 -0.1 2.2
be happy to know. 5.646 Food away from home 0.3 0.4 0.3 3.9
6.453 Energy -1.0 0.9 1.1 -1.6
2.968 Gasoline 2.6 1.0 2.2 9.5
Over the last year, the worst core (.3PI 79.914 Exfood & energy 01 02 03 31
categories were 3.7% shelter, 3.5% medical | 4.320 New vehicles -0.3 -0.3 0.0 0.4
i 2.421 Used carsl/trucks -0.5 -0.7 0.5 4.8
0,
care, .3.4A) household .furnlshlngs and | 5453 Clothing 04 04 o1 o2
operations, and 5.3% car insurance, where | 1.513 Medical care goods 0.6 0.1 0.1 0.1
35.418 Shelter 0.3 0.2 0.2 3.7
0,

total core CPI rose 3.1%. 26.167 Owner equiv. rent 03 0.3 0.3 43
6.305 Transportation -0.2 0.2 0.8 35
. . 6.750 Medical care services 0.2 0.6 0.8 4.3

Net' net, the inflation report was largely as Special: Where inflation might come back down to
expected with core consumer goods not |60.602 Services ex-energy 0.2 03 04 3.6
19.311 Commodities (core) 0.0 0.2 0.2 1.2

ringing any alarm bells yet with an increase
of 0.2% in July. The much-maligned Bureau of Labor Statistics got the President’s message and found
no inflation worry just yet in today’s report. The bond market is letting out a huge sigh of relief as the
Administration's tariff-guided, heat-seeking inflation missile hasn’t blown up the entire US economy
yet. Investors might want to hold back on the no-inflation celebration however because the goods
sitting on store shelves arrived on boats months ago and the tariff hikes have yet to be applied to the
goods on ships steaming the consumers way right now. Inflation is coming. Lots of it. Bet on it. The
stock market is rallying as the inflation simmering on the back burner is not quite ready to boil. But for
how long?
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Tariff churn burns producers (Thursday)

fwd: Bonds

Breaking economy news. July PPI rose 0.9% which was greater than the 0.2% expected by the
market. Final demand goods prices jumped 0.7% in July with 40% of the increase due to the 1.4%
increase in Foods. Old-fashioned PPI jumped 0.4% the most since January 2023, the category is

called Final demand goods
less foods and energy. The
index graphed below is rising
2.8% from year ago levels.

Monthly % SA
Total
final
2025 demand
Jan 0.7
Feb 0.1
Mar -0.2
Apr -0.2
May 0.4
Jun 0.0
Jul 0.9

Final demand goods

Final demand services

Less

foods Transportation

and and
Total Foods Energy energy| Total Trade warehousing Other
0.7 1.0 2.0 0.2 0.7 1.2 0.6 0.4
0.3 1.6 -1.4 0.3 0.1 -0.8 0.0 0.5
-0.9 -2.2 -39 0.3 0.2 0.4 -1.7 0.3
0 -0.9 -0.3 0.3 -0.3 -0.3 0.1 -0.4
0.1 0.0 -0.4 0.3 0.5 1.5 0.0 0.1
0.3 0.1 0.9 0.2 -0.1 -0.3 -0.8 0.1
0.7 1.4 0.9 0.4 1.1 2.0 1.0 0.7

**Final demand goods, less foods and energy is old-fashioned PPI

Net, net, tariff churn is starting to burn and producers are starting to feel the inflation fire heat. The
inflation bullseye report has clearly given the markets a black eye. It will only be a matter of time before
producers pass their higher tariff-related costs onto the backs of inflation-weary consumers.

Today’s PPI report is the final confirmation that inflation is heading our way. The inflation simmering
on the back burner has been brought forward and is clearly starting to boil. They say a watched pot
never boils, but this one is and it is bringing the markets down with it. The market’s reaction suggests
traders are fearful of one of the biggest economic policy mistakes to come out of Washington in history.
Fed officials are likely to be whipsawed by markets looking for rate cuts after CPI only to be floored
by a PPI report which says maybe not so fast on those rate cuts.
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2.8%
QE Trade war, ~ YOy
0.0 4 taper manufacturing Apr 2020 r 0.0
soft patch recession
| before pandemic ends
-1.0 -1.0
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

5 fwdbonds.com | 15 August 2025



Economic and Markets Research

Retail sales uptick (Friday)

Breaking economy news. Retalil

750

fwd: Bonds
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applied) bounced 0.3% in July after falling 0.3% in June. It is always possible that foreign exporters
could cut their prices to help offset the tariffs, but not this month anyway. The report said there were

higher prices for apparel, footwear, and household

goods. July nonfuel import prices are up 1.3% from

last year. Nonfuel Imports prices-- Monthly Percent Changes NSA July 2025 1.3% YOY
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2023 0.2 0.4 -0.5 -0.1 0.0 -0.3 -0.1 -0.2 -0.2 -0.2 0.1 0.1
2024 0.6 0.1 0.2 0.6 -0.2 0.2 0.2 0.0 0.2 0.2 0.1 0.0
2025 0.0 0.2 -0.1 0.3 0.0 -0.3 0.3

Net, net, consumers have a little more spring in

their step as they start out the third quarter with

purchases that are at a stronger pace than they were in the first two quarters of the year under the
new Administration. Whether this is simply whistling in the dark time will tell, but the tariff headline
chaos did not keep consumers at home in July with the one caveat that they reduced their dining out
spending which is the only services data in the retail sales report today. Auto sales were a big driver
of the 0.5% increase in July retail spending where motor vehicle sales rose 1.6%. Retail sales do not
give the economy a complete bill of health, but at least the consumer is not in headlong retreat and
the outlook for continued moderate economic growth this quarter is positive. The majority of import

tariff price hikes on goods are still off in the future
however, so time will tell how consumers will react
when they see higher prices on goods in shops at
the mall in the months to come. Stay tuned.

At 915am ET on Friday, July manufacturing
industrial production was reported to be
unchanged for the month. Whether America is
starting to make things here or not is more
complicated as many durables manufacturing
categories rose at least 1.0% this month, counting
electrical equipment, appliances and
components, aerospace and miscellaneous

Retail spending, actual dollars, each month
$milion % to Percent Changes %

Jul  Total Jul  Jun Yearl/year
Total Retail Sales 726,283 1000 05 09 3.9
Motor vehicles/parts 139,118 192 16 14 4.7
Furniture/furnishings 11,655 1.6 14 0.1 51
Electronics/appliances 7,539 1.0 -06 -03 -2.3
Building materials/garden 39,882 55 -10 13 -2.6
Food & beverage 85,010 11.7 05 0.8 25
Health/personal care 39,655 55 04 1.0 5.6
Gasoline stations 51,217 71 07 0.6 -2.9
Clothing/accessories 26,625 37 07 11 5.0
Sporting goods, books 7,970 11 08 -0.7 2.3
General merchandise 77,390 107 04 05 2.3
Department stores 3,243 04 09 -06 -0.8
Miscellaneous retailers 14,873 20 -17 27 10.6
Nonstore retailers (internet) 127,045 175 08 0.9 8.0
Eating & drinking places 98,304 135 -04 0.6 5.6
[Total ex-autos/gas] 535948 738 0.2 0.8 4.4

transportation equipment, and furniture. Nondurables production overall fell 0.4%. Industrial
production is a key indicator of recession, or at least it marks the bottom of almost every recession.
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fwd: Bonds

But if it does not fall due to Washington’s America First Economic Agenda, other indicators would
have to mark the start of the downturn, namely, the BLS payroll jobs measure.
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Finally, at 10am ET, the University of Michigan survey of consumers index fell back.

University of Michigan comments: Consumer sentiment fell back about 5% in August, declining for the
first time in four months. This deterioration largely stems from rising worries about inflation. Buying
conditions for durables plunged 14%, its lowest reading in a year, on the basis of high prices. Current
personal finances declined modestly amid growing concerns about purchasing power. In contrast,
expected personal finances inched up a touch along with a slight firming in income expectations,
which remain subdued. Overall, consumers are no longer bracing for the worst-case scenario for the
economy feared in April when reciprocal tariffs were announced and then paused. However,
consumers continue to expect both inflation and unemployment to deteriorate in the future.

Year-ahead inflation
expectations rose from 4.5%
last month to 4.9% this month.
This increase was seen across
multiple demographic groups
and all three political affiliations.
Long-run inflation expectations
also lifted from 3.4% in July to
3.9% in August. This month
ended two consecutive months
of receding inflation for short-run
expectations and three straight
months for long-run expectations.
and May 2025.
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Still, both readings remain well below the highs seen briefly in April

[That is the writeup, not sure preliminary August drop is that significant for our forecast.]
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