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Key Takeaways:

Inflation has not reached Fed’s target in 66 months.

Liquidity is a factor in inflation problem.
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Wages have not been keeping pace with many household necessity items.

Homeowners in a difficult situation to maintain their homes.

No one wants rate hikes, but the Fed should act this week and get tough on inflation.

Breaking Down the Inflation Environment Since Before COVID

Inflation as measured by Core PCE
(YoY) and Core CPI (YoY) has been
above the Fed’s target (2.0%) for the
past 66 consecutive months. Itis
difficult to say that the wait and see
approach or the approach of easing
rates before inflation has securely
moved to the Fed’s target is working.
History shows us that inflation tends
to move in waves and is rarely a one
and done straight down trajectory.

We realize that the Fed cannot
control some of the factors that are
contributing to inflation (e.g., war and
elevated oil prices, supply
disruptions, surging costs for the Al
buildout). However, the Fed can try to
control the excess liquidiy in the
system that also contributes to
inflation being stubborn.

For example, the money supply is
growing 5.4% (YoY), the highest pace
since 2022 and roughly 70% of
nominal GDP. In the most recent Fed
Senior Loan Officer Survey banks
reported easing lending standards
because competition is so strong in
the public and private market not
because credit quality has improved.
Again, too much money moving
around the banking system can
created inflationary pressures. Credit
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spreads are near the lowest level
since prior to the Great Recession.
Equity markets are hovering near
record highs and corporate earnings
are making record highs. All of these
factors contribute to excess liquidity
and if not addressed the Fed will find
it very difficult to achieve its 2%
inflation target. In this weekly
insights, we took a look at some of
the key items that are necessities for
households and how much they have
changed since before the COVID
induced inflation era (end of 2019). In
addition, itis important to compare
the price increase with the rise in
average hourly earnings which has
only been 4.3% (annualized) since
December 2019.

® Housing: The median price of an
existing home has increased 56%
since December 2019 or ~7%
annually. For homeowners the cost
to maintain your home has been
exceeding earnings. Homeowner
insurance has been rising 4.9%
(annually), housing fuelis rising
~9% (annually) and electricity is up
5.5% (annually). In addition, food is
up 4.6% and water services are up
4.5% (annually). Even garbage and
trash collection is rising 5.3%
(annually).

e Owning a car: The cost of a new or
used car has not exceeded
earnings since 2019 (+3.6%
annually). However, similar to
housing, maintaining a vehicle is a
burden. Motor vehicle repairs are
growing 7% annually, auto
insurance is rising 6% and motor
fuel has increased 5.4% annually.

® Services prices matter:
Americans spend most of their
money on services not goods. That
includes everything from medical
care, financial, legal, lawn care,
getting your hair cut. Service prices
are rising over 4% annually since
the end of 2019 so barely keeping
up with wages.

The Bottom Line:

No one wants interest rate hikes,
however we see the ongoing
inflationary environment a bigger
threat to the economy than interest
rate hikes. We think the Fed should
raise rates this week and deliver a
hawkish stance on monetary policy. If
they disappoint, they risk losing
control of long term interest rates as
investors lose confidence the Fed
can control inflation for the long run.
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Weekly Economic Recap -

Small business optimism as measured by the
NFIB Small Business Optimism Index fell for
the first time in three months in August. A
weaker outlook on the economy and hiring
plans led the Index lower.

Inflation as measured by the Producer Price
Index rose 0.4% (MoM) in August at the
headline level as energy prices continued to
drive prices higher. At the core level (ex food,
energy and trade), prices rose 0.3% (MoM) and
are rising 4.7% on a year over year basis.

Inflation as measured by the Consumer Price
Index rose in August and increased more than
expected at the core level (0.3% MoM). The
headline increase (+0.4% MoM) was driven by
energy prices (+2.1% MoM). At the core level,
shelter, airline fares and education/
communication prices led the gains.

The preliminary reading on the University of
Michigan Consumer Confidence Index
showed that confidence declined for the
second consecutive month in September to a
four month low. Confidence declined in both
the current conditions and future
expectations components but it was concern
about the future that led the weakness.
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Weekly Investment Insights

Key Takeaways:

Business optimism slips.

Inflation likely to force Fed to act.

Consumer confidence weakens.

Global equities decline on war and rate hike expectations.
Bonds slammed by inflation and rise in crude oil.

Geopolitical tensions send crude oil higher.

Weekly Market Recap -

Equities: The MSCI AC World Index saw its worst weekly decline in the past
eight weeks as the war in Iran escalated and stubborn inflation is
suggesting rate hikes are ahead. The developed equity markets were the
worst performing region as the ECB raised interest rates. Within the U.S.,
rising bond yields hampered growth stocks and small and midcap stocks.

Fixed Income: The Bloomberg Aggregate Index posted its worst one week
decline in the past 17 weeks. Crude oil pushing above $100 bbl, inflation
proving problematic and fear over burgeoning deficits pushed yields
higher. Municipals and Treasuries led the declines but all major fixed
income sectors fell for the week.

Commodities/FX: The Bloomberg Commodity Index rallied for the second
consecutive week. Crude oil led the gains as the war with Iran intensified.
Gold prices were hampered by the rise in Treasury yields and likely Fed
interest rate hike.

Supercore Inflation Shows Strain on Consumers
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Footnotes: Data is as of August 2026.
Data Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Global Equities Falter on Inflation and War
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Footnotes: Data is as of September 11, 2026.
Source: Bloomberg Finance LP, Verdence Capital Advisors.
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© 2026 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted. The indexes presented are
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from
the securities in the index.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal,
or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any
discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only
for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot
invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice
regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such
material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be
entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such
research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the
accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide
tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular
investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to various other risks
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. Lower rated securities are
subject to greater credit risk, default risk, and liquidity risk. Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-
related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, world events, import controls, worldwide competition,
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only and is not intended for trading
purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on any content.
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