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The New Governor

The 10 year US treasury yield fell back yesterday afternoon, after a modest rebound earlier in the

Market comments

day after Friday’s plunge due to the downward revisions to nonfarm payroll growth that led to
President Trump firing the head of the Bureau of Labor Statistics. The US dollar has gained some
strength against the euro this morning, and the probability of a September rate cut took a small
step back.

In an interview with Reuters, San Francisco Fed President Mary Daly said the time is nearing for
interest rate cuts given mounting evidence that the job market is softening and there are no signs
of persistent tariff-driven inflation. Regarding last week’s decision to keep the policy rate
unchanged, she said: "l was willing to wait another cycle, but | can't wait forever.” Looking ahead
to the remaining meetings this year, she added that the two quarter-point interest-rate cuts in the
June projections for this year still “look to be an appropriate amount of recalibration.” However,
she also said: “We of course could do fewer than two (rate cuts) if inflation picks up and spills over
or if the labor market springs back ... | think the more likely thing is that we might have to do
more than two... we also should be prepared in my judgment to do more if the labor market looks
to be entering that period of weakness and we still haven't seen spillovers to inflation.” On the
labor market, Daly noted that there is “evidence after piece of evidence” that the labor market is
softening quite a bit compared to last year. Regarding inflation, she said there’s no evidence that
tariff-driven price increases are seeping more broadly into inflation. Note that Daly does not vote
in the FOMC this year.

On Friday, Adriana Kugler announced that she is stepping down prematurely from the Fed's Board
of Governors. Her term formally ends on January 31, 2026. This was supposed to be the vacancy
that President Trump could use to insert an external candidate for Fed Chair into the Board. After
all, it is still uncertain whether current Fed Chair Powell is stepping down from the Board after his
term as Chair ends on May 15, 2026. Treasury Secretary Scott Bessent has urged him to, but at last
week’'s FOMC post-meeting press conference Powell still declined to give an answer. Therefore, it
is likely that the new Governor that is expected to be announced this week (on Sunday, Trump
said "in the next three or four days”) will become the Fed Chair in May next year. President
Trump's formal nomination may follow later and he would still have the possibility to nominate
one of two internal candidates, Waller and Bowman. These two Governors have been trying to get
the President’s attention by dissenting from the FOMC decision to hold rates steady last week.
Kugler's resignation is speeding up the Fed Chair selection process that was supposed to last until
the end of the year if we are to believe Bessent's remarks last week. However, it could also
accelerate the Fed's cutting cycle. There will now three Governors be pushing for rate cuts. This
should increase the probability of a September cut, as well as the probability of a second cut
before the end of the year. If September is too early for Powell and the majority of the FOMC, we
are likely to see the number of dissents rise to three at that meeting. What's more, there is a good
chance that the new Governor will be seen as a Shadow Chair, whose speeches could be
interpreted as forward guidance for the post-Powell era that starts at the June 2026 meeting. This
could be a very messy final year of Powell’s reign over the Fed.
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In the Pacific, Japan continues to increase its defense exports after decades of controls to stay out
of global conflicts after World War II. Mitsubishi is going to build a fleet of frigates for the
Royal Australian Navy in the coming years. The first three will be built in Japan, the remainder in
Australia, bolstering the defense ties between the two countries. Both are US allies and face a
threat from China. Australia aims to increase its surface fleet to its largest size since WWII.

Day ahead

This morning French industrial production beat consensus expectations with an impressive 3.8%
gain in June, after a 0.7% decline in May. Insee stated that “this is explained by a catch-up on
delays accumulated during the quarter and the lifting of supply-chain constraints for certain
companies.” In the US, trade balance data and the ISM services survey will be published. The
trade balance took a dive earlier this year as importers were front-loading to increase their stock
at pre-tariff prices. However, in April and May this was over and the Bloomberg consensus
expectation is an improvement to -$61.3 billion in June from -$71.5 billion in May. The ISM
services index has trended downward since October last year and dipped slightly below the
boom-bust line of 50.0 in May (49.9), before rebounding modestly to 50.8 in June. The Bloomberg
consensus expectation is a further increase to 51.5 in July. If we look at the sub-indices, prices
paid have been on the rise since March last year, although they took a small step back to 67.5 in
June. The services employment index for July is too late in the month, as the nonfarm payrolls
already showed last week that services employment growth had picked up to 96K in July, after
stalling at 16K in June. This suggests that we should see a rebound in the services employment
index today, although the two time series are not perfectly correlated.

Meanwhile, the Wall Street Journal is reporting that President Trump may sign an executive
order as soon as this week that directs bank regulators to investigate whether financial
institutions might have violated the Equal Credit Opportunity Act, antitrust laws or consumer
financial protection laws, if they reject customers for political or religious reasons. This is aimed at
banks that are accused of discrimination against conservatives, Christian organizations and
crypto companies. These banks have said that their decisions are based on legal, regulatory and
financial risks, including those related to anti-money laundering laws.

For an overview of our macro-economic and financial markets forecasts please click here.
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Disclaimer
Marketing communication / Non-Independent Research

This publication is issued by Codperatieve Rabobank U.A, registered in Amsterdam, and/or any one or more of
its affiliates and related bodies corporate (jointly and individually; “Rabobank"). Cocperatieve Rabobank U.A. is
authorised and regulated by De Nederlandsche Bank and the Netherlands Authority for the Financial Markets.
Rabobank London Branch is authorised by the Prudential Regulation Authority ("PRA") and subject to regulation
by the Financial Conduct Authority and limited regulation by the PRA. Details about the extent of our regulation
by the PRA are available from us on request. Registered in England and Wales No. BR002630. An overview of all
locations from where Rabobank issues research publications and the (other) relevant local regulators can be
found here: https://www.rabobank.com/knowledge/raboresearch-locations

This document is directed exclusively to eligible counterparties and professional clients, and not at retail clients
(howsoever defined), as defined under the Markets in Financial Instruments Directive Il (MiFID Il) in the European
Union and under local law in other relevant jurisdictions.

This document does not purport to be impartial research and has not been prepared in accordance with legal
requirements designed to promote the independence of Investment Research as defined in Article 36 of the
Commission Delegated Regulation (EU) 2017/565 and is not subject to any prohibition on dealing ahead of the
dissemination of Investment Research. This document does NOT purport to be an impartial assessment of the
value or prospects of its subject matter and it must not be relied upon by any recipient as an impartial
assessment of the value or prospects of its subject matter. No reliance may be placed by a recipient on any
representations or statements made outside this document (oral or written) by any person which state or imply
(or may be reasonably viewed as stating or implying) any such impartiality.

This document is for information purposes only and is not, and should not be construed as, an offer, invitation or
recommendation. This document shall not form the basis of, or cannot be relied upon in connection with, any
contract or commitment by Rabobank to enter into an agreement or transaction. This document does not
constitute investment advice nor is any information provided intended to offer sufficient information such that it
should be relied upon for the purposes of making a decision in relation to whether to acquire any financial
products. You should consider the appropriateness of the information and statements having regard to your
specific circumstances, and obtain financial, legal and/or tax advice as appropriate. The information and opinions
contained in this document have been compiled or arrived at from sources believed to be reliable, but no
representation or warranty, express or implied, is made as to their accuracy, completeness or correctness.

The information and statements herein are made in good faith and are only valid as at the date of publication of
this document or marketing communication. Any opinions, forecasts or estimates herein constitute a judgement
of Rabobank as at the date of this document, and there can be no assurance that future results or events will be
consistent with any such opinions, forecasts or estimates. All opinions expressed in this document are subject to
change without notice. To the extent permitted by law, Rabobank does not accept any liability whatsoever for
any loss or damage howsoever arising from any use of this document or its contents or otherwise arising in
connection therewith.

Insofar as permitted by applicable laws and regulations, Rabobank, its directors, officers and/or employees may
have had or have a long or short position or act as a market maker and may have traded or acted as principal in
any securities described within this document (or related investments) or may otherwise have conflicting
interests. This may include hedging transactions carried out by Rabobank, and such hedging transactions may
affect the value and/or liquidity of any securities described in this document. Further it may have or have had a
relationship with or may provide or have provided corporate finance or other services to companies whose
securities (or related investments) are described in this document. Further, internal and external publications may
have been issued prior to this publication where strategies may conflict according to market conditions at the
time of each publication.

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with
the prior written consent of Rabobank. The distribution of this document may be restricted by law in certain
jurisdictions and recipients of this document should inform themselves about, and observe any such restrictions.

A summary of the methodologies used by Rabobank can be found on our website.

Cooperatieve Rabobank U.A,, Croeselaan 18, 3521 CB Utrecht, The Netherlands. All rights reserved.
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