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Executive synthesis

The morning's largest unresolved catalyst is now resolved: Fed Chair Kevin Warsh delivered a materially firmer
inflation message at Jackson Hole without committing to a specific September decision. He described the economy as
strengthened, financial conditions as not broadly restrictive, inflation as still too high, and short-term rates as the Fed's
predominant policy tool. Markets responded by sharply increasing the probability of a September rate hike, while the
2-year Treasury yield rose more than the 10-year - a bear-flattening signal that says investors now expect tighter near-
term policy without a comparable rise in long-run inflation risk.

That changes the balance of the 2-4 week outlook but does not overturn the underlying industrial thesis. Warsh also
explicitly highlighted Al as a potential new factor of production and said more than half of this year's U.S. capex
growth can likely be attributed to the Al buildout. Nvidia, Korean semiconductor exports, U.S. capital investment and
improving German export expectations therefore still point to a real investment cycle. The constraint is increasingly
the price of money - plus power, infrastructure, trade friction and household affordability - rather than a lack of
industrial demand.

The updated regime remains selective rather than recessionary: strong capital formation and profits coexist with weak
consumer sentiment, housing strain and sticky inflation. The key near-term question has shifted from 'what will Warsh
say?' to 'can earnings and Al-driven investment absorb a higher-for-longer or renewed-hiking rate path without
broader financial conditions tightening materially?’

Current signal board

Domain Signal What it means now

Hawkish policy repricing raises the
discount-rate hurdle even as
earnings and capex remain
supportive.

Broad equities WATCH / SELECTIVE

Physical Al demand remains strong;
Technology / Al STRONG / SELECTIVE valuation and financing sensitivity
now matter more.

September hike odds rose sharply
Fed / short rates HIGH RISK after Warsh; 2-year yield moved
higher.

10-year remains near 4.7%; a
Long-term rates ELEVATED sustained move toward 5% would be
a major risk signal.

Michigan sentiment fell to 51.7;
U.S. consumer WEAKENING affordability and inflation concerns
remain pronounced.

Warsh cited ~9% four-quarter
Industrial capex STRONG equipment/intangibles investment
growth; Al > half of 2026 capex
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growth.

August export expectations jumped
Germany / Europe IMPROVING to +9.6; electronics, electrical
equipment and autos improved.

Canada counter-tariffs begin Sept. 8;
U.S.-Canada trade HIGH RISK Detroit-Windsor supply chains
remain exposed.

Drewry WCI fell 1% to $4,473;
Ocean freight ELEVATED / EASING capacity is improving but rates
remain high.

Al/data-center and industrial capex
Power / energy capacity STRUCTURAL WATCH increasingly depend on generation,
grid and equipment availability.

Policy and corporate evidence
increasingly points to productivity
gains plus role redesign, not simple
substitution.

AT adoption / labor STRUCTURAL WATCH

1. Jackson Hole: the immediate risk shifted from uncertainty to tighter-policy
probability

Warsh's speech was more consequential than a generic 'higher for longer' message. He said the Fed's 2% PCE objective
is firm, short-term rates are the predominant tool, broad financial conditions are difficult to describe as restrictive, and
the Fed must be confident underlying inflation is returning to target at sufficient speed or it has 'work to do.' He
simultaneously described output, labor markets, credit and business investment as resilient. That combination gives
the Fed more room to tighten if inflation fails to improve.

The market reaction confirms the interpretation: September hike probabilities moved from roughly the mid-30s before
the speech to the mid-50s or higher afterward. The 2-year Treasury yield rose toward 4.3%, while the 10-year was
around 4.67% in early post-speech trading. The curve response matters: near-term policy expectations tightened more
than long-run inflation expectations. For equities, the danger threshold remains a sustained 10-year move toward 5%,
especially if accompanied by narrowing breadth and weaker credit.

2. Al adoption has now entered the monetary-policy discussion

The updated Al sensor earns prominence today because Warsh himself framed Al as a potentially new factor of
production. He asked whether AI will sustainably raise productivity, complement or compete with labor, remain
capital-intensive, and shift returns toward scarce assets such as chips, energy and cloud infrastructure. More
importantly, he said U.S. equipment and intangible investment is growing around 9% over four quarters and that more
than half of this year's capex growth can likely be attributed to Al-related buildout.

This reinforces the distinction between Al enthusiasm and Al economic transmission. The physical investment is
observable. Enterprise adoption is also broadening, but recent reporting still shows a gap between individual
productivity gains and enterprise-level earnings impact, with implementation cost and process redesign acting as
constraints. The near-term market implication is selective: infrastructure and firms converting Al into measurable
output have stronger support than companies relying mainly on an Al narrative.
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3. Capital formation remains the strongest positive economic sensor

Warsh's own assessment strengthens the capital-formation thesis already visible in Nvidia's results, semiconductor
exports and U.S. capital-goods flows. Corporate profits and credit conditions remain supportive, and he cited strong
C&Ilending and narrow credit spreads. This is not the profile of an economy already in broad contraction. It is closer
to a capital-intensive expansion with uneven household participation.

The risk is crowding and cost. AL, semiconductor, industrial and infrastructure investment compete for electricity,
transformers, construction capacity, skilled labor, memory, networking equipment and financing. That makes the new
power/energy-capacity sensor important: power availability can increasingly determine where capital projects are
built, delayed or downsized.

4. The household side weakened further today

Final University of Michigan consumer sentiment for August fell to 51.7 from 55.2 in July, down 11.2% from a year
earlier. Current conditions and expectations both weakened. The university cited reduced buying power, elevated
inflation and policy uncertainty. This does not yet match the labor data - unemployment claims remain low and Warsh
described labor markets as stable - but it reinforces the split economy: households feel worse even while corporate
investment and profits remain strong.

That divergence is important for the forecast. If hiring and claims remain stable, weak sentiment can coexist with
continued expansion. If weak sentiment begins translating into weaker discretionary spending, hiring freezes and
earnings revisions, the bear case rises quickly because tighter monetary policy would then be colliding with
weakening demand.

5. Germany and global industrial evidence remain constructive

Germany's ifo Export Expectations rose to +9.6 in August from -2.8 in July, the highest since February 2022. Electrical
equipment, data-processing/electronic and optical products, autos and metal products improved. The ifo Institute
explicitly noted digitization and high Al investment as likely contributors. This is useful confirmation that the
industrial improvement is not confined to U.S. megacap technology or Korean memory chips.

6. Detroit-Windsor trade risk remains a real cost-transmission channel

Canada's counter-tariffs take effect September 8 and cover C$27.6 billion of U.S. imports at rates of 15%, 25% and 50%,
including electronics, steel and other industrial goods. Detroit's exposure is unusually high because vehicles,
components and materials cross the border repeatedly. The economic sensor to watch is therefore not simply vehicle
sales: supplier working capital, sourcing changes, tooling delays, overtime, inventory positioning and program
investment can move earlier.

7. Freight is easing at the margin, not normalizing

Drewry's World Container Index fell 1% this week to $4,473 per 40-foot container. Shanghai-New York declined 2% to
$9,333 while Shanghai-Los Angeles held at $6,818. Fewer blank sailings next week imply some capacity restoration.
This is modestly constructive for goods inflation and margins, but absolute freight costs remain elevated and earlier
holiday front-loading complicates interpretation of softer autumn volumes.

8. Policy radar: Al rules are moving from design to implementation

The new policy sensor also earns a brief watch item today. Europe's Al Act is moving further into practical
enforcement, raising compliance and transparency requirements for companies operating in Europe. Separately, a U.S.
federal court ruling in the Anthropic-Pentagon dispute highlights that government procurement, national-security
rules and AI governance are becoming commercially consequential rather than theoretical. Neither item changes the
2-4 week macro forecast by itself, but both demonstrate why regulation should be tracked upstream: policy can change
adoption cost, vendor access and investment behavior before it appears in aggregate data.

The broader pattern

The economic picture is becoming clearer rather than simpler. A genuine Al-led capital cycle is supporting equipment,
semiconductors, data centers, selected manufacturing and corporate profits. At the same time, the investment boom
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may itself sustain demand for power, skilled labor, equipment and financing, delaying some of AI's hoped-for
disinflationary benefits. Warsh's message effectively validated both sides of that interpretation: AI may raise future
productive capacity, but today's inflation still requires discipline.

This favors a rotation-and-dispersion market. Strong earnings and investment can support indexes, but higher short
rates raise the hurdle rate for long-duration assets, weaker businesses and leveraged consumers. The most useful near-
term indicators are now the 2-year/10-year Treasury response, market breadth, credit spreads, labor claims, Al-capex
follow-through, and whether consumer weakness begins to affect employment or earnings.

Prior 2-4 weeks - what markets and the economy are confirming

Al demand was not merely a valuation narrative: Nvidia, Asian semiconductor flows, U.S. capex and Warsh's
investment data confirm physical spending.
Inflation/rates remain the principal counterweight: the Fed is not prepared to assume productivity will solve

current inflation.

The economy is split rather than uniformly weak: capital investment, profits and employment remain resilient
while housing and household sentiment are soft.
Trade and freight remain margin risks rather than a generalized demand-collapse signal.

European industrial expectations have improved enough to count as a genuine counter-signal to the softer

household narrative.

2-4 week market outlook

spreads to labor/earnings,
or trade/energy shocks
intensify.

Scenario Market path RETEE Confirmation / invalidation
S&P 500 roughly -3% to
+49%. Strong earnings and
Al capex offset tighter Confirmed if credit stays
Range-bound / modestly policy expectations. calm, claims remain low
BASE - 55% . . . .
higher Rotation remains high; and 10-year stays below
broad multiple expansion | ~4.9%.
is difficult while the 10-
year sits near 4.7%.
S&P 500 roughly +5% to
+8%. Inflation data
i -hik
1mprovei rate-hixe Requires easing yields plus
expectations recede, 10- imoroving breadth and
BULL - 20% Broader risk-on year moves toward 4.4- coxftinuecfearnin s
4.5%, and AI leadership L. &
. revisions.
broadens into
industrial/power/networki
ng beneficiaries.
S&P 500 roughly -6% to
-10%. September hike
becomes base case, 10- Warning if yields and
Policy/valuation year approaches 5%, dollar rise together while
BEAR - 25% . .
correction consumer weakness breadth, credit and

cyclicals deteriorate.
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Near-term catalyst calendar

e  Post-Jackson Hole: watch whether September hike odds hold above 50% and whether the 2-year yield remains
near/above 4.3%.

¢ Next U.S. labor and manufacturing releases: test whether weak sentiment is becoming real-economy weakness.

¢ September 8: Canadian counter-tariffs take effect unless policy changes intervene.

e  September 11: preliminary University of Michigan September sentiment.

e  September 15-16: FOMC meeting - now a live hike decision rather than a distant risk.

¢ Ongoing: Al-capex guidance, data-center/power project announcements, grid/interconnection constraints and
enterprise Al adoption evidence.

Reading List

e Federal Reserve - Chairman Warsh: In Our Time (Jackson Hole)
e  University of Michigan - Final August 2026 Consumer Sentiment
o ifo Institute - August 2026 Export Expectations

e Finance Canada - Counter-tariffs effective September 8

e Drewry - World Container Index, August 27

e BEA - Personal Income and Outlays, July 2026

Sources

Federal Reserve - Chairman Warsh: In Our Time (Jackson Hole)

University of Michigan - Final August 2026 Consumer Sentiment

ifo Institute - August 2026 Export Expectations

Finance Canada - Counter-tariffs effective September 8

Drewry - World Container Index, August 27

BEA - Personal Income and Outlays, July 2026

Reuters - Post-Jackson Hole market reaction

NVIDIA Investor Relations

Conclusion

The afternoon update is more cautious than the morning edition because the principal catalyst broke in a hawkish
direction. Warsh did not signal an automatic hike, but he made clear that inflation remains the Fed's predominant
concern and that today's economy is strong enough to tolerate tighter policy if necessary. That raises the probability of
a near-term valuation reset, especially in rate-sensitive and lower-quality assets.

The offset is equally important: the Fed chair's own evidence supports the central industrial thesis. Al-related
investment is now large enough to influence national capex, profits, labor questions and monetary-policy thinking. The
economy therefore still looks more like a selective capital-investment expansion under monetary constraint than a
conventional recession. The next 2-4 weeks will be determined by whether inflation and yields stabilize before
household weakness spreads into labor and earnings.

Purpose of the Intelligence Report

This report recreates the flow of market-relevant intelligence that naturally emerges from globally connected
automotive, consumer-electronics, technology, manufacturing, trade and physical-economy activity. It scans broadly,
filters for economically consequential signals, and asks what those developments probably mean for growth, inflation,
financial conditions and markets over the next 2-4 weeks. Enhanced sensors - including Al adoption, talent/education,
policy pipelines, power/energy infrastructure and capital formation - add early-warning capability without becoming
mandatory filler or replacing the broad economic scan.
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https://www.federalreserve.gov/newsevents/speech/warsh20260828a.htm
https://investor.nvidia.com/
https://www.reuters.com/markets/
https://www.bea.gov/news/2026/personal-income-and-outlays-july-2026
https://www.drewry.co.uk/supply-chain-advisors/supply-chain-expertise/world-container-index-assessed-by-drewry
https://www.canada.ca/en/department-finance/news/2026/08/list-of-products-from-the-united-states-subject-to-counter-tariffs-effective-september-8-2026.html
https://www.ifo.de/en/facts/2026-08-26/export-expectations-germany-rise-sharply-august-2026
https://www.sca.isr.umich.edu/
https://www.federalreserve.gov/newsevents/speech/warsh20260828a.htm
https://www.bea.gov/news/2026/personal-income-and-outlays-july-2026
https://www.drewry.co.uk/supply-chain-advisors/supply-chain-expertise/world-container-index-assessed-by-drewry
https://www.canada.ca/en/department-finance/news/2026/08/list-of-products-from-the-united-states-subject-to-counter-tariffs-effective-september-8-2026.html
https://www.ifo.de/en/facts/2026-08-26/export-expectations-germany-rise-sharply-august-2026
https://www.sca.isr.umich.edu/
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