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Executive synthesis

The midday picture is not a clean risk-on reversal; it is a repricing of the same inflation-energy-rate
problem after one pressure point - crude oil - eased. August consumer inflation did not deliver a
disinflation surprise large enough to neutralize Thursday's hot producer-price report. With August
payrolls still expanding and unemployment steady at 4.1%, markets are assigning a high probability to
a Federal Reserve rate increase at the September 15-16 meeting. Short rates therefore remain
restrictive even as long yields pull back from their highs.

Energy is the more important physical-economy warning. Brent crude fell back toward $104 after
signs that diplomacy could improve access through the Strait of Hormuz, helping equities rebound.
But diesel and distillate remain tight. EIA expects U.S. distillate inventories to remain below normal
into 2027, and today's market reporting still shows retail diesel above $6 per gallon. That means
trucking, agriculture, construction, backup generation and goods distribution continue to face a cost
shock even if crude retreats for a few sessions.

The practical 2-4 week implication is a higher-volatility, two-way market rather than a straight-line
collapse. The economy is resilient enough to support earnings and consumption, yet that resilience
also gives the Fed less reason to look through energy-driven inflation. A diplomatic de-escalation in the
Gulf can create fast equity rallies; renewed shipping disruption can reverse them just as quickly. The
key question is whether lower crude becomes a durable improvement in delivered energy costs or
merely a financial-market reaction while diesel and logistics remain constrained.

Current signal board

August payrolls +162,000;
unemployment 4.1%. Labor is not
signaling recession, limiting room for
an easy-policy response.

Growth /labor RESILIENT

August CPI held near 3.4% year-over-
year while August PPI rose 0.4% m/m
and 5.4% y/y. September hike
expectations strengthened.

Inflation / Fed ELEVATED

Crude eased intraday, but U.S. diesel
remains above $6 in market reporting
and EIA sees distillate inventories
unusually low.

Energy / diesel HIGH RISK

Two-year Treasury near 4.60%; long
yields remain near multi-year highs.
Financing costs are a tightening
channel even with equities bouncing.

Rates / financial conditions ELEVATED
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Broad rebound today after four down
sessions. Lower oil and easing long
yields help, but valuation sensitivity to
rates remains high.

Equities / risk appetite MIXED

Hormuz and Bab el-Mandeb remain
active chokepoints. A diplomatic
reopening signal can move oil quickly,
but physical routing risk persists.

Trade /logistics HIGH RISK

Capital formation remains a support for
growth, but power availability,

Al / capex / power CONSTRUCTIVE equipment lead times and financing
cost are increasingly relevant
constraints.

No new single Michigan-specific shock
displaced the national energy/rates

Michigan / auto WATCH signal today; automotive remains
exposed to fuel, financing and trade
friction.

1. Inflation has moved into the Fed decision window

BLS reported Thursday that producer prices for final demand rose 0.4% in August and 5.4% over
twelve months, with goods prices up 1.1%. Today's CPI release kept headline inflation around 3.4%
year-over-year, while market reporting characterized core inflation as firmer than expected. The
combination matters more than either release in isolation: upstream goods inflation is already
elevated, and the consumer data did not provide a clear offset.

Fed funds futures cited by the Wall Street Journal placed the probability of a September rate increase
near 87% at midday. The July FOMC minutes already showed three voters preferring a 25-basis-point
increase then, so the latest inflation data arrive on top of an existing hawkish minority rather than
into a neutral committee.

2. Falling crude is relief; diesel is still the physical-economy constraint

Brent crude fell more than 3% toward $104 as reports of possible talks to improve Strait of Hormuz
access reduced the immediate scarcity premium. That move is economically useful if it persists
because gasoline, petrochemicals, freight surcharges and inflation expectations respond to crude. It is
also why equities can rally even while monetary-policy expectations tighten.

The more durable warning remains middle-distillate supply. EIA's September outlook forecasts U.S.
distillate inventories below the five-year low through the end of 2026 and most of 2027. Weekly stocks
were 106.3 million barrels on September 4; ultra-low-sulfur distillate stocks were 96.4 million barrels.
Tight global refinery output and lost supply from the Middle East, Russia and China are pulling U.S.
barrels into export markets. That mechanism transmits geopolitical stress directly into trucking and
industrial operating cost.
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3. The market is trading the difference between short rates and long rates

The two-year Treasury yield rose to about 4.60% as investors priced a more hawkish Fed, while longer
yields eased from recent multi-year highs. That curve behavior explains today's equity rebound:
investors can simultaneously expect a near-term policy hike and welcome lower long-duration
borrowing costs. The relief is real, but it is fragile because an upside inflation surprise or renewed oil
spike could push both ends of the curve higher again.

For credit-sensitive parts of the economy - housing, autos, small business and leveraged capital
projects - the level of rates matters more than the direction of today's stock tape. Financial conditions
therefore remain a headwind even with the S&P 500, Dow and Nasdaq all higher around midday.

4. Chokepoint risk has broadened, not disappeared

The Strait of Hormuz remains the dominant oil-market variable, but the Bab el-Mandeb has become
an additional route risk after Houthi forces seized Mayun Island. Red Sea traffic has already been
structurally impaired for years. The important pattern is that the system has fewer clean rerouting
options: disruption in one chokepoint shifts traffic and strategic importance toward another, raising
insurance, voyage time and inventory requirements.

A diplomatic headline can therefore reduce oil prices quickly without instantly normalizing physical
logistics. For this project, that difference between financial price relief and operating-flow
normalization is a central sensor over the next several weeks.

5. Growth is still strong enough to complicate the inflation response

August payroll employment increased 162,000 and unemployment remained 4.1%. July personal
income rose 0.4% and consumption rose 0.2%, while the saving rate was only 3.0%. Those figures do
not describe a consumer or labor market already in contraction. They instead describe an economy
with enough demand to absorb some price pressure, which reduces the likelihood that policymakers
will treat the energy shock as purely transitory.

This is the tension behind the next 2-4 weeks: recession risk is not the dominant immediate signal, but
the cost of keeping expansion alive is rising through fuel, financing and supply-chain channels.

Broader pattern

The broad pattern is a resilient economy colliding with a supply-constrained energy system and a
central bank that is losing room to be patient. Capital spending in Al, data centers, semiconductors and
power infrastructure remains a constructive growth engine, yet the same projects require electricity,
transformers, skilled labor and financing. That makes power capacity and interest rates increasingly
important determinants of whether announced investment becomes productive capacity on schedule.

The signal is not 'inflation everywhere' or 'growth is breaking." It is narrower and more actionable:
physical constraints are raising marginal costs faster than aggregate demand is weakening. Markets
can rally whenever one constraint eases, but durable upside requires several constraints - energy,
logistics and rates - to improve together.

Prior 2-4 weeks: what the market is confirming

Recent market behavior has been consistent with a regime in which energy and rates dominate index
direction. Oil's climb above $100, rising Treasury yields and a four-session equity pullback all reflected
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worsening inflation and financial-condition concerns. Today's reversal - lower crude, softer long
yields, stronger equities - confirms that investors are highly responsive to any evidence that the supply
shock can be contained.

What has not yet been confirmed is a durable fall in delivered industrial energy cost. Diesel remains
expensive, inventories remain low, and shipping chokepoints remain contested. Until those physical
indicators improve, a financial-market rally should be interpreted as conditional relief rather than
proof that the underlying constraint has cleared.

2-4 week market outlook

BASE CASE - 55% BULL CASE - 25% BEAR CASE - 20%
Volatile range trading. Fed raises 25bp  Diplomatic progress materially Hormuz or Red Sea disruption
or strongly signals tighter policy; improves Gulf shipping and crude falls  worsens, crude re-accelerates above
Hormuz access improves only below the recent shock range. Long recent highs and diesel scarcity
partially. Crude remains roughly $95- yields retreat, inflation expectations deepens. CPI/PPI follow-through lifts
$110, diesel stays elevated, and stabilize and the Fed communicates a inflation expectations, pushing short
equities alternate between relief rallies limited tightening path. Equities and long yields higher. Equity volatility
and rate-driven pullbacks. Industrials recover more broadly; cyclicals and rises sharply, credit spreads widen and
and quality cash-flow names technology benefit together as the consumer/transport-sensitive sectors
outperform highly rate-sensitive market prices lower input and weaken.
segments. financing risk.

Near-term catalysts

e September 15-16 FOMC meeting and updated Summary of Economic Projections.

e Any verified agreement, ceasefire, inspection regime or shipping-access change affecting the Strait
of Hormuz.

e Further Houthi activity around Bab el-Mandeb and Saudi/Red Sea energy routes.

e Weekly EIA distillate inventory and refinery-utilization data; watch whether product tightness
eases even if crude falls.

e September 16 U.S. import/export price indexes - a direct check on trade and energy price
transmission.

e Corporate guidance from transport, industrial, retail and data-center supply chains for evidence
that fuel/rates are affecting margins or project timing.

Reading List

e Wall Street Journal - What's Moving Markets Today?

e Wall Street Journal - U.S. Stocks Rise, Treasury Yields Slip Despite Stubborn Inflation

e U.S.Energy Information Administration - September Short-Term Energy Outlook: Petroleum
Products

¢ Federal Reserve - September 2026 calendar and FOMC meeting

e Associated Press - Strait of Hormuz reopening progress and continuing Iran-war risk

e Associated Press - Houthi seizure of Mayun Island at Bab el-Mandeb

Sources
U.S. Bureau of Labor Statistics - inflation, payrolls and producer prices

Federal Reserve - July 28-29 FOMC minutes
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https://www.wsj.com/livecoverage/stock-market-cpi-inflation-09-11-2026/card/what-s-moving-markets-today--AXyU6GAUjKjafj64K11j
https://www.federalreserve.gov/monetarypolicy/fomcminutes20260729.htm
https://www.bls.gov/
https://apnews.com/article/025d052a14d9481258d51009a76d0bd6
https://apnews.com/article/2b126da67b09de2f328846eb656abe0e
https://www.federalreserve.gov/newsevents/2026-september.htm
https://www.eia.gov/outlooks/steo/report/petro_prod.php
https://www.eia.gov/outlooks/steo/report/petro_prod.php
https://www.wsj.com/finance/stocks/stock-futures-nudge-up-yields-slip-but-markets-remain-on-edge-035097c4
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U.S. Energy Information Administration - distillate stocks

U.S. Energy Information Administration - Short-Term Energy Outlook

U.S. Bureau of Economic Analysis - Personal Income and Outlays, July 2026

Wall Street Journal - September 11 market coverage

Associated Press - Gulf and Red Sea conflict coverage

Conclusion

Today's rebound improves the immediate market tone but does not remove the principal macro risk.
The strongest confirmation signal remains the interaction among diesel scarcity, geopolitical shipping
risk and monetary policy. If crude relief begins to show up in diesel, freight and longer yields, the bull
case gains credibility. If product inventories stay tight while the Fed tightens, today's rally is more
likely to be another breath inside a volatile range than the start of a clean trend.

Purpose of the Intelligence Report

This report is designed to maintain a broad, generally unbiased view of economic, industrial, political,
technological, labor and commercial developments that may influence financial markets over the next
several weeks. It emphasizes physical-economy confirmation, global and local early-warning signals,
and probability-based interpretation rather than portfolio-specific advocacy.
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https://apnews.com/article/2b126da67b09de2f328846eb656abe0e
https://www.wsj.com/livecoverage/stock-market-cpi-inflation-09-11-2026/card/what-s-moving-markets-today--AXyU6GAUjKjafj64K11j
https://www.bea.gov/news/2026/personal-income-and-outlays-july-2026
https://www.eia.gov/outlooks/steo/report/petro_prod.php
https://www.eia.gov/dnav/pet/PET_SUM_SNDW_A_EPD0_SAE_MBBL_W.htm
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