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Monday, August 31, 2026 - 9:10 AM ET | Horizon: prior 2-4 weeks -> next 2-4 weeks

Executive synthesis

This morning's picture is less comfortable than Friday's, but it still does not describe a conventional recession. The
dominant change is the combination of a more hawkish Federal Reserve and renewed Middle East energy risk. After Chair
Kevin Warsh's Jackson Hole remarks lifted the probability of a September rate increase to roughly 60%, renewed U.S.-Iran
fighting pushed Brent crude back above $90. The 2-year Treasury is near 4.33% and the 10-year around 4.71%, keeping the
cost of capital restrictive even as yields eased slightly from Friday's spike.

The discovery scan adds an important counterweight. China's August manufacturing PMI improved to 49.8, with
production and new orders back above 50 and especially strong readings in electrical machinery, computers,
communications and electronics. Germany's inflation picture moved the other way: headline inflation is provisionally
2.9% and energy prices are up 10.5% year over year. Together these data reinforce the split we have been tracking -
capital-intensive technology and selected manufacturing remain resilient, while energy, rates, household affordability and
trade friction constrain the broader economy.

Bottom line: the near-term market remains a selective, rotation-heavy environment. Strong AI and industrial investment
can support earnings, but the hurdle rate has risen again. The most important test this week is whether Friday's U.S.
payroll report confirms a still-stable labor market or shows that household caution is finally spreading into employment.

Current signal board

What the evidence says

Major indexes ended last week modestly higher, but Friday exposed weak breadth and renewed

Broad equities WATCH .

sensitivity to rates.
Technology / Al STRONG / Nvidia validated demand, but higher yields and uneven post-earnings reactions argue against

&y SELECTIVE treating all AI exposure alike.

Inflation / Fed HIGH RISK Warsh revived September-hike expectations; sticky inflation remains the main policy constraint.
Long-term rates HIGH RISK 10-year Treasury near 4.71%; German 10-year Bund near a 15-year high.

Brent moved back above $90 after renewed U.S.-Iran strikes; Hormuz remains the fastest
Energy HIGH RISK . . I

inflation transmission channel.

. . August PMI rose to 49.8; production 50.4 and new orders 50.6, with high-tech manufacturing

China manufacturing IMPROVING

stronger.

Export expectations improved earlier, but August inflation is 2.9% and energy inflation
Germany / Europe MIXED

accelerated to 10.5%.

Canada counter-tariffs begin Sept. 8 across $27.6B of U.S. goods; autos remain under separate
U.S.-Canada trade HIGH RISK

measures.



Market Intelligence Brief | August 31, 2026 Morning Update

0 freicht ELEVATED / Drewry WCI fell 1% to $4,473, but 45 blank sailings are expected across major East-West routes
cean frei
& EASING in coming weeks.
Affordability remains weak, but layoffs are still low; Friday payrolls are the next major
U.S. consumer / labor WATCH

confirmation test.

1. Jackson Hole changed the rate backdrop - and oil makes it harder

Friday's Jackson Hole speech raised the market-implied probability of a September Fed rate increase from roughly the
mid-30s to around 60%. The two-year Treasury moved sharply higher after the speech and is near 4.33% this morning; the
ten-year is about 4.71%. The bond market has eased slightly from Friday's move, but it has not reversed the policy
repricing. Renewed oil pressure is particularly awkward because it can keep headline inflation elevated while the Fed is
already signaling less tolerance for persistent price growth.

2. Renewed U.S.-Iran fighting puts energy back at the center of the
forecast

U.S. strikes on Iranian launchers near the Strait of Hormuz and subsequent retaliation pushed Brent crude to roughly $91
and WTI above $86. The important variable is still physical flow through Hormuz: if tanker traffic remains normal, part of
the geopolitical premium can fade; disruption to shipping or insurance would make the shock much more durable. Energy
therefore remains both an inflation sensor and, under the updated charter, a physical-capacity sensor because Al/data-
center and industrial expansion increasingly depend on abundant, reliable power.

3. China improves at the margin - with technology manufacturing
leading

China's official August manufacturing PMI rose to 49.8 from 49.2. The headline remains slightly below the expansion
threshold, but production rose to 50.4 and new orders to 50.6. The strongest detail is sector composition: electrical
machinery and computer/communications/electronics production and new orders were above 53, while high-tech
manufacturing PMI reached 52.9. Large companies returned to expansion at 50.6, but small firms remain weak at 47.9.
This is not a broad China boom; it is another example of technology and equipment strength coexisting with weaker
services and smaller-business activity.

4. Germany illustrates the tension between industrial improvement
and energy inflation

Germany's earlier improvement in export expectations remains constructive, but today's inflation release is a caution.
August CPI is provisionally up 2.9% year over year, core inflation 2.4%, and energy prices 10.5% higher than a year earlier.
That energy acceleration matters because Germany is highly exposed to industrial energy costs. If export orders improve
while energy inflation rises, margins can be squeezed even as output stabilizes - the same demand-versus-cost pattern we
have identified elsewhere.

5. Detroit-Windsor trade risk is now approaching a dated
implementation point

Canada's new counter-tariffs take effect September 8 on approximately C$27.6 billion of U.S. goods, with rates of 15%, 25%
and 50% across categories including steel, appliances, agricultural equipment, pulp and paper, and electronics. Existing
Canadian auto countermeasures remain in place. For Michigan, the relevant early signals remain supplier working
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capital, sourcing changes, tooling transfers, overtime, inventory and cross-border freight. The policy risk is moving from
negotiation headlines toward actual cost transmission.

6. Freight is easing, but the system is not normalized

Drewry's World Container Index fell 1% last week to $4,473 per 40-foot container, with some easing on trans-Pacific and
Asia-Europe lanes. However, Drewry also expects 45 blank sailings across major East-West routes from late August into
early October, about a 6% cancellation rate. Lower fall import volumes also remain distorted by the holiday pull-forward.
The correct read is gradual easing in spot freight, not an all-clear on logistics costs or capacity.

7. Al remains the strongest capital-formation theme, but this week
tests breadth

Nvidia removed the near-term question about whether hyperscale Al demand is real. This week's Broadcom, Dell and
Hewlett Packard Enterprise results will test whether the spending wave is broadening through networking, servers and
enterprise infrastructure. Under the updated charter, the relevant question is not only chip demand but where spending
becomes physical productive capacity: data centers, power systems, cooling, networking, fabs, electrical equipment and
construction. The market will reward demonstrated earnings more selectively as rates remain high.

8. Labor is now the key household confirmation signal

Consumer confidence, housing and discretionary spending have softened, but layoffs have stayed relatively low. Friday's
August payroll report is therefore the most important household-economy test of the week. Consensus expectations are
modest, around 55,000-60,000 jobs, after a weak July. A soft-but-positive report with stable unemployment would support
the low-hiring, low-firing thesis. A clear payroll contraction or meaningful unemployment increase would move the report
closer to a conventional slowdown signal.

The broader pattern

The economy is increasingly divided between strong capital-intensive investment and softer household-sensitive activity.
AJ, semiconductors, selected manufacturing and capital goods remain constructive. The constraints are increasingly
monetary and physical: interest rates, energy, trade rules, freight, power capacity and household affordability. That
combination can support aggregate growth while still producing narrow market leadership, margin pressure and sharp
sector rotation.

The new China data strengthen the industrial side of the story. The Germany inflation data and renewed Hormuz risk
strengthen the cost side. This morning therefore adds evidence to both sides of the same framework rather than resolving
it.

Prior 2-4 weeks: what the market is confirming

Recent market behavior remains consistent with selective risk appetite rather than broad liquidation. Major U.S. indexes
finished last week modestly higher after Nvidia's strong results, but Friday's hawkish rate repricing hit small caps and
rate-sensitive assets harder than the mega-cap indexes. Technology leadership remains powerful where earnings are
demonstrated, while equal-weight and small-company measures show more fragility. The bond market is sending the
clearest warning: a 10-year Treasury near 4.7% keeps valuation and financing pressure elevated.

2-4 week market outlook

Base case - 50% Bull case - 20% Bear case - 30%
S&P 500 roughly -3% to +4%. Confidence: Approximately +5% to +8%. Requires payrollsto =~ Approximately -7% to -12%. Trigger
medium. Al/capital investment remains strong confirm stable employment without reigniting combination: oil remains above $90-$95 or
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enough to limit recession risk, but 4.7% long inflation, oil to retreat, September hike odds to Hormuz traffic is disrupted; payrolls weaken
rates, oil above $90, trade friction and fall, the 10-year to move toward 4.4%, and Al materially; 10-year approaches 5%; September
household caution keep leadership narrow and earnings strength to broaden into networking, hike becomes strongly priced; Canada tariffs
volatility elevated. industrial and power beneficiaries. produce visible supplier stress; Al breadth fails

despite strong headline capex.

Near-term catalysts

e Tuesday, Sept. 1 - U.S. ISM manufacturing: tests whether U.S. industrial activity is improving alongside China and
Germany.

e This week - Broadcom, Dell and Hewlett Packard Enterprise earnings: breadth test for Al infrastructure spending.

e Friday, Sept. 4 - U.S. August employment report: key confirmation for the low-hiring, low-firing thesis and September
Fed pricing.

¢  Sept. 8 - Canadian counter-tariffs take effect on C$27.6B of U.S. goods.

e Sept. 16 - Federal Reserve decision: currently live as a potential hike after Jackson Hole repricing.

Reading list

e AP -U.S. futures and oil after renewed Iran fighting
e  China NBS - August 2026 Manufacturing PMI
e Destatis - Germany August 2026 inflation estimate

e  Government of Canada - Sept. 8 counter-tariff product list

e  MichAuto - Trade Policy Resource Center
e Drewry - Container Shipping trackers and latest WCI

Sources

AP - U.S. futures and oil after renewed Iran fighting
China NBS - August 2026 Manufacturing PMI
Destatis - Germany August 2026 inflation estimate

Government of Canada - Sept. 8 counter-tariff product list

MichAuto - Trade Policy Resource Center

Drewry - Container Shipping trackers and latest WCI

Morning conclusion

Strong investment, higher friction - and energy is again amplifying the rate problem.

This morning's new information does not overturn the core thesis. Al and technology-related capital formation remain
unusually strong, and China's manufacturing data add another constructive physical-economy signal. But Warsh's
hawkish policy message, oil above $90, Germany's accelerating energy inflation and the approaching Canada tariff
implementation all raise the cost side of the equation. The most likely near-term outcome remains choppy rotation rather
than either a clean bull continuation or a conventional recessionary collapse. Friday's U.S. labor report is now the most
important test of whether household weakness remains contained or begins to spread into employment.

Purpose of the Intelligence Report

The purpose of this report is to recreate the flow of market-relevant intelligence that often emerges naturally within a globally
connected automotive, consumer-electronics, technology and manufacturing environment. The system scans broadly, filters
intelligently and reports concisely, using physical-economy, policy, labor, technology, energy, infrastructure and capital-
formation signals to answer a practical question: What do these developments likely mean for the economy and financial
markets over the near term?
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