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— Fed Chair Kevin Warsh

In his first Jackson Hole speech as Chair, Kevin Warsh presented an
unambiguously hawkish message, while also (as usual), not including
any forward guidance about what the Fed will do next. Warsh noted that
disinflationary progress has not been sufficient and with growth solid,
employment stable and financial conditions loose, his diagnosis leans
clearly toward holding rates higher, and potentially raising them if
inflation fails to improve.

In the near-term, we think policy will hinge on incoming inflation data that
will affirm or contradict the softer inflation prints received this summer.
According to markets, a hike in September is slightly more likely than not.
We think September’s decision will be a very close call, but lean toward
softer labor and inflation data as the basis for another hold.

Discover more on our Website
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Content of Warsh’s speech
Preparing for Future Policy Conjunctures

As we anticipated, Warsh'’s central theme was that a rapidly changing economy requires the Fed
to rethink how it gathers information, communicates, and makes policy. Al sits at the center of
that story. He believes it could become a new factor of production, raising productivity and
potential growth while reshaping investment, market structure and employment. For now,
however, he offers more questions than answers—a reasonable approach given that the Al boom
is still easier to see in capex and equity valuations than in economy-wide productivity data.

Forward Guidance and Its Stand-ins

The more consequential institutional argument concerns forward guidance. Warsh believes a tool
created for the financial crisis has “overstayed its welcome” in normal times. In his view, excessive
guidance can constrain the Fed, encourage investors to trade the central bank rather than the
economy and create a hall of mirrors in which policymakers and markets take signals from one
another.

In practice, Warsh wants a quieter Fed that absorbs information from markets without attempting
to choreograph them. That may improve policy flexibility. It also means more uncertainty for
investors—an outcome he appears perfectly willing to accept.

Characterization of Inflation Dynamics

Warsh was typically direct about the inflation problem and atypically direct about how the Fed will
address inflation if it remains elevated.

According to Warsh, policymakers must be confident that underlying inflation is moving toward
2% “clearly and at sufficient speed.” Better than expected, summer inflation readings do not meet
that standard, in his view, because they have not demonstrated a meaningful improvement in the
underlying trend. Warsh said that, because labor markets are consistent with full employment and
broad financial conditions do not appear restrictive, the Fed must be ready to act if inflation does
not improve.

Importantly, Warsh clarified that the policy rate would be the appropriate tool to address inflation,
if needed. In his speech, Warsh specifically noted that “Unconventional policies to spur economic
activity may suit genuine crises but should otherwise be used sparingly, if at all.”

What remains unanswered is precisely how much evidence would be enough. He does not define
“sufficient speed,” specify an acceptable inflation path, or explain how he would weigh a renewed
supply shock against resilient demand. That ambiguity is deliberate as Warsh rejects a
mechanical Taylor rule and believes an explicit rate path would recreate the shortcomings of
forward guidance. Investors therefore received a clearer assessment of the current state of play,
but not the predictable reaction function many wanted.

Implications on Fed policy

This speech today was broadly in line with our expectations so we don’t think there was a lot of
new information presented, but clarifying some items from July was helpful.

The speech was received as hawkish, and appropriately so. The odds of a September hike went
from 36% at yesterday’s close to 57% at the time of this writing, but we thought 35% was too low.
September’s rate decision will hinge on CPI data for August, coming out on September 11. If that
print is cool, that could help to solidify the disinflation narrative and avoid a hike. That is indeed
our view.
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The odds of a September hike jumped around 20 percentage points
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Source: Natixis, Bloomberg

What is clear is that the path of least resistance is to hike and burden of proof is on the inflation
data to improve to avoid hiking. While many questions still remain, the near-term path of inflation
is still the most salient.
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P Disclaimer

In compliance with Market Abuse Regulation (MAR) that came into force on 3 July
2016, please find relevant information regarding investment recommendations. As
a staff member of Natixis, the producer of the document is considered as the
author of an investment recommendation as defined by MAR. Policy for managing
conflicts of interest: https://natixis.groupebpce.com/wp-
content/uploads/2022/11/summary_policy_management_of_conflicts_of_interest
s_eng_220826.pdf

Information about potential conflicts of interest within Natixis/Groupe BCPE:
https://home.cib.natixis.com/regulation
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confidential and is the property of Natixis. If you are not the intended recipient of
this document and/or any related attachments, or if you do not agree to or cannot
comply fully with the requirements and terms of the disclaimers which follow,
please delete it (and/or them) and immediately notify the sender.
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for general information and the products or services described herein do not take
into account any specific investment objective, financial situation or particular
need of any recipient. Natixis does not provide any advice herein, including in
particular in case of investment services. Under no circumstances should this
document be considered as an official confirmation of a transaction to any person
or entity.

The distribution, possession or delivery of this document in, to or from certain
jurisdictions may be restricted or prohibited by law. Recipients of this document
are therefore required to ensure that they are aware of, and comply with, such
restrictions or prohibitions. Neither Natixis, nor any of its affiliates, directors,
employees, agents or advisers nor any other person may be deemed liable to
anyone in relation to the distribution, possession or delivery of this document in,
to or from any jurisdiction.

Further, it is important to note that not all of the products, services and information
are available in all jurisdictions. The information does not constitute an offer or
solicitation to buy or sell any security, currency, derivative, investment fund or
other product, service or information to anyone in any jurisdiction in which an offer
or solicitation is not authorized or cannot legally be made or to any person to whom
it is unlawful to make an offer or solicitation. For information concerning any
specific jurisdiction, please contact your local sales representative. In addition,
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accounting advice for you in any jurisdiction, and should not be relied upon in that
regard. You should not act or rely on the information without seeking the advice
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Securities or financial instruments mentioned herein may not be suitable or
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and most countries throughout the world, have their own laws regulating the types
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business of a securities broker or dealer or otherwise in that jurisdiction.
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only and is subject to a formal approval and written confirmation in accordance
with Natixis’ current internal procedures. Natixis has neither verified nor conducted
an independent analysis of the information contained in this document. Therefore,
Natixis makes no statement or warranty and makes no commitment to the
recipients of this document in any way (express or implied) as to its relevance, the
accuracy or completeness of the information contained therein or the
appropriateness of the assumptions to which it refers. Indeed, the information
contained herein does not take into account the specific accounting or tax rules
that would apply to Natixis' counterparties, customers or potential customers.
Natixis cannot therefore be held liable for any differences in valuation between its
own data and that of third parties, these differences being due in particular to
considerations on the application of accounting rules, tax or valuation models. The
statements, assumptions and opinions contained in this document may be
changed or may be withdrawn by Natixis at any time without notice.

Natixis shall not be liable for any financial loss, damages, or any decision taken
on the basis of the information contained in this document and Natixis does not
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described in this document meets your investment or financial objectives and
constraints, and to obtain an independent valuaton of such
investment(s)/transaction(s), its risks factors and rewards. It should not be
assumed that the information contained in this document will have been updated
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offering to him/her, from outside of Argentina.


https://www.research.natixis.com/
https://www.research.natixis.com/Site/en/disclaimers/3
https://natixis.groupebpce.com/wp-content/uploads/2023/12/Summary-Policy-management-of-conflicts-of-interests_ENG_20241212.pdf
https://natixis.groupebpce.com/wp-content/uploads/2023/12/Summary-Policy-management-of-conflicts-of-interests_ENG_20241212.pdf
http://www.theocc.com/about/publications/character-risks.jsp

" NATIXIS

CORPORATE AND
INVESTMENT BANKING

US MACRO INSIGHTS

Panama: This document and its content are for information purposes and shall
not be interpreted as banking or financial intermediation, business solicitation
and/or public offering of any kind. Natixis is duly authorized by the relevant
authorities to carry out banking activities in the United States. Any and all services
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information purposes only and does not constitute investment, legal, tax or other
advice or any recommendation to buy, sell or otherwise transact in any of the
funds or securities mentioned. Prospective investors should take appropriate
professional advice before making any investment decision.
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any use of the Materials by anyone other than the addressee is not authorized.
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document, you should obtain independent professional advice. The investments

may not be offered or sold in Hong Kong, by means of any document, other than
(i) to “professional investors” as defined in the SFO and any rules made under the
SFO, or (ii) in other circumstances which do not result in the document being a
“prospectus” as defined in the Companies (Winding Up and Miscellaneous
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of Hong Kong (except if permitted to do so under the applicable laws and rules of
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("NAPL"). NAPL is registered with the Australian Securities and Investments
Commission and holds an Australian Financial Services License (No. 317114)
which enables NAPL to conduct its financial services business in Australia with
"wholesale" clients. Details of the AFSL are available upon request Natixis S.A. is
not an Authorised Deposit-Taking Institution under the Australian Banking Act
1959, nor is it regulated by the Australian Prudential Regulation Authority. Any
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as contemplated by Article 139 of the Executive Regulations to the Capital Market
Law (issued vide CMA Decision 1/2009). Additionally, this document is not
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