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after the shock July monthly employment situation report at 830am ET Friday. (Sounds harsh looking
at what we wrote now, nonfarm payroll jobs have not declined even one month yet, but it is not just
us panicking. Two major Wall Street firms see 50 bps rate cuts in September and in November.)
Hang on. Unemployment up two-tenths to 4.3%, payroll employment slows to a crawl at just 114K.
This is just what a recession looks like. The dark storm clouds threatening the economy have moved
in from offshore suddenly and are very, very real. Biden will not be the first President in decades not
to have a recession occur on his watch, but don’t blame the White House or Congress. Itis the Fed’s
fault. Get ready for another famous Powell intermeeting rate cut.

It looks like the sharper downturn in the labor
market Powell said they were watching for has
just become a reality. Fed officials got the risks to
the outlook completely wrong, they are not two-
sided, balancing inflation versus unemployment,
the risks are decidedly to the downside for the
labor markets, and rising joblessness could drag
the entire economy under. Job losses of this

Monthly changes (000s) Jul Jun May Apr Mar
Payroll employment 114 179 216 108 310
Private jobs 97 136 206 108 232
Leisure/Hospitality jobs 23 1 18 -9 54
HH Employment Survey* 67 116 -408 25 498
Unemployment rate % 4.3 4.1 4.0 3.9 3.8
Participation rate % 62.7 62.6 62.5 62.7 62.7
Not in labor force (min) 100.215 100.429 100.516 100.083 99.989
... and Want A Job (mIn) 5.600 5.234 5.717 5.637 5.443
Average hourly earnings $35.07 $34.99 $34.88 $34.75 $34.69

MTM % Chg 0.2 0.3 0.4 0.2 0.4

YOY % Chg 3.6 3.8 4.0 3.9 4.1
* Household (telephone) Survey of employment behind unemployment rate

magnitude have never happened outside of recessions.
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The  markets  crashed |payroll jobs slowdown in July
. ) Totals Dec 23to Dec 22 to
economy was coming In for a millions Jul24 Jun24 May?24 Jul 24 Dec 23
. 157.304 Nonfarm Payroll Employment 114 179 216 1419 3013
much harder landing and 134.228 Total Private (ex-Gowt) 97 136 206 1156 2304
: ; 21.723 Goods-producing 25 11 12 123 275
investors were right. Fed 0600  Mining 3 5 3 g =
officials missed this one just 12.960  Manufacturing 1 9 3 -7 26
. . 1.063 Motor Vehicles & parts -1 5 4 14 32
like they missed the worst 1.108 Computer/electronics 0 -2 2 -7 1
b k of inflati in fif 1.729 Food manufacturing 2 3 2 13 10
outbreak of Inflation In fiity 8120  Construction 25 20 13 140 236
years Forecast errors keep 5.148 Specialty trade contractors 19 10 7 84 135
: 112.505 Private Service-providing 72 125 194 1033 2029
happenlng down there at the 28.867 Trade, transportation, utilities 22 20 34 212 161
Centra' bank in Washn‘]gton 15.603 Retail stores 4 -12 8 74 118
. . L 3.209 General Merchandise 7 6 -2 82 118
with  amazing  statistical 3.247 Food & Beverage stores -4 -2 2 9 24
. .. 6.521 Transportation/warehousing 14 22 26 115 -69
regularlty. Fed officials are 1.552 Truck transport -2 -1 7 -7 -35
H iotli H 0.570 Air transportation -1 2 1 6 40
JUSt WhISt“ng in the dark when 1.060 Couriers/messengers 11 8 14 52 -10
they say unemp|oyment 1.767 Warehousing and storage 11 6 7 28 -99
. i . , 3.012 Information -20 1 -1 -16 -83
remains low historically. It's a 0.494 Computing, data, web hosting -3 1 -1 1 8
. . . 9.233 Financial -4 10 12 8 88
recession. They missed this 2097 Insurance : B 5 P e
one! If Powell was the head of 249 RealEstate =~ 1 0 4 2 63
. . 1.378 Commercial Banking -4 -3 -2 -19 -17
a major US corporation he 1.115 Securities/investments 1 7 3 9 33
. . 22.882 Professional/business -1 2 55 110 149
would be packing his bags 2.765 Temp help services 9 23 14 51 217
. ; ; 2.558 Management of companies 5 2 1 5 15
already' This market is going 1.673 Architectural/engineering 4 5 10 38 39
down b|g Bet on it. 2.525 Computer systems/services 4 6 2 27 41
1.194 Legal services -1 -2 -2 -10 12
1.158 Accounting/bookkeeping -4 5 4 15 26
. . 25.831 Education and health 57 79 69 559 1058
Review & Outlook: The Fed 5.440 Hospitals 20 16 11 139 194
i 8.635 Ambulatory health care 26 22 37 199 345
raised rates to levels that 3.843 Educational services -7 2 -5 4 93
preceded the 2007-09 16.816__Leisure and hospitality 23 1 18 110 561
. . . 1.924 Hotel/motels 6 -3 -3 -3 70
recession which is one 12.292  Eating & drinking places 20 0 17 62 309
reason to keep the focus on 23.076 _Government 17 43 10 263 709
. . 2.360 Federal ex-Post Office 2 2 0 30 82
whether a recession is here. 5.404 State government 7 16 -19 48 273
; ; 2.637 State Govt Education 3 3 -26 1 183
Unemployment nses In 14.711 Local government 9 25 28 179 351
recessions so it is natural to 8.039 Local Govt Education 26 1 10 73 162

focus on joblessness. It is true every recession since the mid-70s was signaled when the
unemployment rate rose 0.5 percentage points from the cycle low and that happened in February
this year. It is also true that in every recession since the 90s, the Fed had already cut interest rates
before joblessness rose 0.5 percentage point; the Powell Fed has done nothing and the rate is now
0.9 percentage points off the low, or

GDP and Job Losses in Recessions

1.448 million people in the table below. GDP Unemployment  Unemployment
What is missing for recession of course |Decline] Recession Length % Rise Millions Peak Rate
i decline in economic activit B 2024 - 09 ~ 1448 Jul24 43
IS a dec Y 9.1 2020 2months 11.4 17510 Apr20 14.9
although the 2001 recession only saw a -4.0  2007-09 18 months 56 8586 Oct09 10.0
modest 0.4% drop in real GDP. Stay -0.4 2001 8 months 2.5 3.785  Jun 03 6.3

tuned. Jobless claims signal it could get worse next month.
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INTEREST RATES
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Unfortunately, we looked at our 401K at the market top on July 16, and then today: down 6.5% is a
big number and a big deal. Not sure it is a big enough shock to qualify for an “external” one that can
come from out of nowhere and start a recession. But the dealers or at least those speculating and
hedging in Fed funds futures markets have gone crazy this week. On Friday, all but 5 bps of a 50 bps
rate cut at the September meeting is discounted. At the next three meetings all but 5 bps of 125 bps
of rate cuts are discounted over the next three Fed meetings: September, November, December. Let’s
see that would put Fed rates at 4.25% at year-end, exactly where the Fed Governors and Presidents
in their wisdom first pegged “neutral” rates for the economy, which would not speed or retard economic
growth, when they first made those controversial interest rate forecasts way back in January 2012.

Amazon.com, Inc. (AMZN) up 10.5% YTD

Earnings reaction Thursday after the bell was going to drag the whole market down before the
recession-fears employment report Friday morning did the work for them. Amazon shares fell 8.8%
Friday versus a 1.8% loss for the S&P 500. Investors Thursday evening did not like online sales
growth. Stock failed at the $200 level with July 11 overall tech sell-off (despite good CPI) and never

climbed back. a0 20

Calendar Income
Year Net Operating AWS AWS  minus
Min$ Sales Income Sales Income  AWS
Q22024 147,977 14,672 26,281 9,334 5,338
Q12024 143,313 15,307 25,037 9,421 5,886
Q42023 169,961 13,209 24,204 7,167 6,042
Q32023 143,083 11,188 23,059 6,976 4,212
Q22023 134,383 7,681 22,140 5,365 2,316
Q12023 127,358 4,774 21,354 5,123 -349
Q42022 149,204 2,737 21,378 5,205 -2,468
Q32022 127,101 2,525 20,538 5,403 -2,878
Q22022 121,234 3,317 19,739 5,715 -2,398
Q12022 116,444 3,669 18,441 6,518 -2,849
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FEDERAL RESERVE POLICY

The Fed met July 30-31, 2024 to consider its monetary
policy. Confidence in inflation returning to 2.0% target
(PCE June 2024 was 2.5% for gosh sakes), no longer
required in the market’'s view. Net, net, the Federal
Reserve is as close as they can get to teeing up a first
interest rate cut when they next meet in September as
they say the risks are back to being two-sided. Before
Wednesday’s meeting the risks they needed to be
attentive to were all just inflation, inflation, inflation.
Now the labor market is back in focus and after Friday,
boy is it ever. We are surprised many dealers see so
many rate cuts and of large magnitude as well. We are
fairly confident about a recession, but it takes time to

play out and payroll employment needs to decline two or
three months to be sure and to align with the signal from
rising unemployment, and Friday’s jobs for July were still
positive at 114K. It took Powell a while to get to rate cuts in
2019: January 4, 2019 Powell said they could be “patient”

on their higher rates forecast, and the first 25 bps cut fr

fwd: Bonds

Selected Fed assets and liabilities Change|
Fed H.4.1 statistical release from
billions, Wednesday data 31-Jul 24-Jul 17-Jul 10-Jul  3/11/20*| 3/11/20
Factors adding reserves to Jul 31
U.S. Treasury securities 4413.615 4423.725 4423.552 4438.095| 2523.031| 1890.584
Federal agency debt securities 2.347 2.347 2.347 2.347 2.347 0.000
Mortgage-backed securities (MBS) 2318.190 2332.216 2335.932 2335.997| 1371.846| 946.344
Repurchase agreements 0.005 0.000 0.100 0.001| 242.375| -242.370
Primary credit (Discount Window) 6.925 6.751 6.634 6.803 0.011 6.914
Bank Term Funding Program 102.066 ~ 102.410 103.248 105.998
FDIC Loans to banks via Fed 0.000 0.000 0.000 0.000
Paycheck Protection Facility 2.698 2715 2735 2.788
Main Street Lending Program 10.879 10.880 10.869 11.199
Municipal Liquidity Facility 0.000 0.000 0.000 0.000
Term Asset-Backed Facility (TALF I1) 0.000 0.000 0.000 0.000
Central bank liquidity swaps 0.155 0.159 0.163 0.122 0.058 0.097
Federal Reserve Total Assets 7228.9 7256.7 7259.5 7275.3 4360.0| 2868.886
3-month-Liber % SOFR % 5.38 5.34 5.35 5.34 1.15 4.230
Factors draining reserves
Currency in circulation 2348.663 2347.678 2350.408 2356.054| 1818.957| 529.706
Term Deposit Facility 0.000 0.000 0.000 0.000 0.000 0.000
U.S. Treasury Account at Fed 854.001  767.419 766.779 722.328| 372.337| 481.664
Treasury credit facilities contribution 4.958 4.958 4.958 4.958
Reverse repurchases w/others 413.200 399.121 399.401 422.147 1.325| 411.875
Federal Reserve Liabilities 4050.212 3980.838 3937.028 3934.269| 2580.036| 1470.176
Reserve Balances (Net Liquidity) 3178.700 3275.885 3322.446 3341.046| 1779.990| 1398.710
Treasuries within 15 days 84.041 63.939 57.058 62.997 21.427 62.614
Treasuries 16 to 90 days 135.154 178.740 184.932 206.784| 221.961| -86.807
Treasuries 91 days to 1 year 562.900 543.643 544.310 534.437| 378.403| 184.497
Treasuries over 1-yr to 5 years 1472.796 1479.645 1479.567 1471.206| 915.101| 557.695
Treasuries over 5-yrs to 10 years 637.850 637.651 637.630 646.240| 327.906| 309.944
Treasuries over 10-years 1520.874 1520.107 1520.056 1516.431| 658.232| 862.642
Note: QT starts June 1, 2022 Change 7/31/2024 6/1/2022
U.S. Treasury securities -1357.164 4413.615 5770.779
Mortgage-backed securities (MBS) -389.256  2318.190 2707.446
**March 11, 2020 start of coronavirus lockdown of country
Fed Policy-key variables Long
2024 2025 2026 Term
Fed funds 51 4.1 3.1 2.8
PCE inflation 2.6 2.3 2.0 2.0
Core inflation 2.8 2.3 2.0
Unemployed 4.0 4.2 4.1 4.2
GDP 2.1 2.0 2.0 1.8
om June 2024 median Fed forecasts

the 2.5% peak was not until July 31, 2019. The difference now is the economy may be in a recession,
despite the Fed’s Chair's comment Wednesday that unemployment remains low historically (it was
4.1% when he spoke). Stay tuned. Weekly jobless claims will lead the way on a recession call or not.

5.50 Forward curve for 3-month 5.50
Pemenlto/ interest rates: SOFR futures
° yields (percent %)
505 | ., October Fed funds futures
’ August 1, 2024 ’ i f
5.50% Fed Funds
o] sty 30,2008 5554 Ovemon - discount 45 bps of a 50 bps rate
. o0 a0 .
pre-Fed meeting cut on September 18. And 120
4751 47 bps of 125 bps rate cuts are
450 - 450 discounted this year.
4.25 1 -425 |Fed funds futures call Fed policy
Current target: August 2 -- 5.50%
4.00 - 400 |Rate+0.17 Contract Fed decision dates
5.475 Aug 2024 |Intermeeting
3.75 - Ees f202§ FOMC L 3.75 5.050 Oct 2024 |Sep 18
T s e 4.300 Jan 2025 |Add Nov 7, Dec 18*
3.50 | | 3.50 Last trade, not settlement price
* Not strictly true, Jan 2025 contract has
3.25 | August 2, 2024 | 305 Jan 29 as the expected Fed decision date
3.00 3.00
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Next up: July CPIl inflation report Wednesday, August 14

Monthly 2024 2023 2023

% Changes Jun May Apr Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun May Apr

CoreCPlinflation 01 02 03 04 04 04 03 03 02 03 02 02 02 04 05

CorePCEinflaion 02 01 03 03 03 05 02 01 01 03 01 01 02 03 03

Core PCE YOY 26 26 28 28 28 29 29 32 34 36 37 42 43 47 48

Core CPI YOY 33 34 36 38 38 39 39 40 40 41 43 47 48 53 55
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OTHER ECONOMIC NEWS

There are still millions of jobs out there (Tuesday)

13000

Breaking economy news. Job ;;g;za”ds JOLTS Data say labor Job Openings
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fwd: Bonds
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dropping 121K to 3.282 million. Fewer workers in construction, state and local education, and
accommodation and food services quit their jobs this month.

Net, net, the labor market looks like it
has fully rebalanced and the number of
job openings has now stabilized after
plummeting for months, so the danger of
the economy going off the rails and
companies no longer needing new
workers has passed for now. The
Federal Reserve meeting today does not
need to speed up the decision on
whether to cut interest rates as there is
no material weakness in the labor

it would in an economic recession. 1o
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market at the end of June at least. The rise in unemployment looks significant historically, but the
increase in joblessness remains a puzzle for now because the weekly layoffs count is not soaring as

Close, but no cigar. There are still **| Consumer Confidence y
millions of jobs out there and that ™ g
. . ) 120 1 Soba .
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Cooler wages green light Fed cuts (Wednesday)

Breaking economy news. The employment cost index for civilian workers fell to an increase of 0.9%
in Q2 2024 from a blistering hot 1.2% jump in the first quarter. The cooler wage data give a green light
to the Fed, if officials want to signal a rate cut is coming up soon when they issue their press statement
later today. Private industry wages and salaries rose 0.8% in Q2 2024 from 1.1% in the first quarter
and are rising 4.1% in the last 12 months. The quarterly data are seasonally adjusted, but the first
quarter of the year is often higher as many corporations adjust their employees wages at the start of
the new year.

Net, net, upward wage pressures on inflation were not so hot and time will tell whether this second
guarter cool down is significant and lasting, but the good news for today is that wages and salary
increases in private industry are more in line with where Fed officials would like it to be. Fed Chair
Powell has stated before that wages follow inflation more often than the other way around, but wages
are starting to be more consistent with what workers saw before the pandemic. In 2019, private
industry wages rose 3.0%, and in the last 12 months ending June 2024 wages and salaries are up
4.1%. The economy is gradually returning to normal and Fed officials are hoping inflation will continue
to slow. Cooler wages give the green light to Fed rate cuts. Bet on it.

6.0
; Quarterly SA % change
55 4| Private Industry Employment Cost Index 2022 2023 2024
- Ql12 Q111 Q111 50 5.1
50 | Wages and Salaries Q215 Q211 Q208
(Q4/Q4 Percent Changes, Not seasonally adjusted) Q312 Q310

Great Recession

45 | Q412 Q410 4.3
4.0 2008 First year of

35 32 33 3.1

3.0

25

2.0

15 -

1.0

0.5

0.0

-0.5 Q22024 4.1%
12-month change

91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24
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Recession-magnitude layoffs (Thursday)

Breaking economy news. The trend continues upward after taking the prior week off. First-time
applications for jobless benefits rose 14K to 249K in the July 27 week and this even as Texas claims
believed to be affected by Hurricane Beryl fell 6,232 not seasonally adjusted. In fact all claims
nationwide not seasonally adjusted fell 10,012 so it was all the seasonal factor pushing the number

up to 249K. Not clear what * T mousancs i : .
. . . applying for Initial unemployment claims
would be happening in this unemployment July 27 2024
. each week 249 thousand
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I 250
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. . from July 13, 2024

starting to pound the ground with ' 1600
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heavy rains. Just a day after the
Fed meeting, markets want to know, how could monetary officials have missed this? They moved to
a neutral bias from one that concentrated solely on inflation risks, but they missed the growing signs
of severe deterioration in the labor market. Just a day later no less. Jobless claims are soaring in a
way that can only happen in a recession and it will be a miracle if the job losses stop here. More
layoffs are coming. Bet on it. The economy is down for the count. Recession is here. Get your affairs
in order. The Federal Reserve under Chair Powell unleashed the worst inflation in half a century, and
now it looks like there will be no soft landing for the economy after all. The economy is crashing and
Powell did it again, keeping rates high for too long until it became a noose around the country’s neck.
Stay tuned. Story developing badly. Recession-magnitude job layoffs are here and all the Fed’s horses
and all the Fed’'s men will not be able to put the economy back together again.

7 fwdbonds.com | 2 August 2024



Economic and Markets Research fwd: Bonds

ISM manufacturing layoffs are up (Thursday)

Breaking economy news. Surprising drop for the ISM manufacturing index of 1.7 points to 46.8. The
respondents are saying demand is continuing to soften into the second half of the year. The number
of sales calls are down, business is slowing, the sharpest decline in order levels in a year. It certainly
sounds like manufacturing is in a recession.

Net, net, the economic data keep rolling on in the . .

directi f 2 downturn it f g¢ hi ISM manufacturing index
|rec.|on of a downturn if not recession this 24 Jun24 May  Apr24
morning. The stock market doesn’t know |pmiindex 46.8 485 48.7 49.2
whether to laugh or cry because while three Fed |Prices 52.9 52.1 57.0 60.9
. . Production 45.9 48.5 50.2 51.3
rate cut; may be cqmlng this year and 10-¥ear New orders 474 49.3 454 9.1
bond yields are falling below 4.00%, the winds |sypplier deliveries ~ 52.6 49.8 48.9 48.9
of recession are coming in hard according to |Employment 43.4 49.3 51.1 48.6
Export orders 49.0 48.8 50.6 48.7

purchasing managers at manufacturing firms.
Factory hires fell off a cliff in July with the employment index tumbling 5.9 points to 43.4. The overall
index is down 1.7 percentage points to 46.8. The ISM survey takers insist a recession for the overall
economy is not indicated unless the index falls to 42.5, but we don’t know, the index itself is falling
like a stone. Stay tuned. Anecdotal information on the economy like the purchasing managers index
is at odds with real data on industrial production from the Federal Reserve where factory output has
popped in May and June after activity had been flat for over a year. It's hard to know what to believe
for tomorrow’s monthly employment report, but the reading on the labor market could be worse than
expected given the jump in jobless claims and layoffs from manufacturing firms cited by the purchasing
managers survey.

62 Mar 62
Institute for Supply s ggz71 Joa
61 4 2018 . Jan r 61
Management PMI 60.8 49.1
60 - . Aug 2014 $98 Feb r 60
Manufacturing crude oil 47.8
59 | Mar | 59
2-1-24 Data revised back 50.3
58 4 to Feb 2023 in "real-time" Apr 58
graph displayed here 45’;2
571 GDP X r 57
growth May
] 2015 2016 487 |
56 Q136 Q123 Jun 56
55 | Q225 Q213 Last Fed 485 | 55
Q316 Q329 hike to Jul
54 1 Q40.7 Q422 2.5% 468 | 54
53 Trump I 53
| wins Mar L
52 53.0 2024 52
51 A A Soil 5t
50 50
v v Oct !
1 2015 L
49 49.6 Dec 2020 49
48 Fiscal 2019 APt 48
Recession! citt Fed Phase! 41.5
47 | Below 425 Jiftoff i May L 47
43.1
46 46

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

8 fwdbonds.com | 2 August 2024



Economic and Markets Research fwd: Bonds

Analyst Certification

The views expressed in this report accurately reflect the personal views of the research staff at FWDBONDS LLC, the
primary analysts responsible for this report, about the subject securities or issuers referred to herein, and no part of
such analysts’ compensation was, is or will be directly or indirectly related to the specific recommendations or views
expressed herein.

The information herein is provided for information purposes only, and is not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or
other financial instruments. Neither this nor any other communication prepared by FWDBONDS LLC should be construed as investment advice, a recommendation to enter into a particular
transaction or pursue a particular strategy, or any statement as to the likelihood that a particular transaction or strategy will be effective in light of your business objectives or operations.
Before entering into any particular transaction, you are advised to obtain such independent financial, legal, accounting and other advice as may be appropriate under the circumstances. In
any event, any decision to enter into a transaction will be yours alone, not based on information prepared or provided by FWDBONDS LLC. FWDBONDS LLC hereby disclaims any
responsibility to you concerning the characterization or identification of terms, conditions, and legal or accounting or other issues or risks that may arise in connection with any particular
transaction or business strategy. While FWDBONDS LLC believes that any relevant factual statements herein and any assumptions on which information herein are based, are in each case
accurate, FWDBONDS LLC makes no representation or warranty regarding such accuracy and shall not be responsible for any inaccuracy in such statements or assumptions. Note that
FWDBONDS LLC may have issued, and may in the future issue, other reports that are inconsistent with or that reach conclusions different from the information set forth herein. Such other
reports, if any, reflect the different assumptions, views and/or analytical methods of the analysts who prepared them, and FWDBONDS LLC is under no obligation to ensure that such other
reports are brought to your attention.

Copyright 2024 FWDBONDS LLC All Rights Reserved

The articles and opinions in this publication are for general information only, are subject to change, and are not intended to provide specific investment, legal, tax or other advice or
recommendations. The information contained herein reflects the thoughts and opinions of the noted authors only. We are not offering or soliciting any transaction based on this information.
We suggest that you consult your attorney, accountant or tax or financial advisor with regard to your situation. Although information has been obtained from sources we believe to be
reliable, neither the authors nor FWDBONDS LLC vouch for its accuracy, and such information may be incomplete or condensed. Neither the authors nor FWDBONDS LLC shall be liable
for any typographical errors or incorrect data obtained from reliable sources or factual information.

Opinions, estimates, forecasts, and other views contained in this document are those of the FWDBONDS LLC research group, and does not necessarily represent the views of FWDBONDS
LLC or its management. Although the Financial Markets This Week newsletter attempts to provide reliable, useful information, it does not guarantee that the information or other content in
this document is accurate, current or suitable for any particular purpose. All content is subject to change without notice. All content is provided on an “as is” basis, with no warranties of any
kind whatsoever. Information from this document may be used with proper attribution. Alteration of this document or its content is strictly prohibited. ©2024 by FWDBONDS LLC.

By the way, in the way of the usual disclaimers, this is a final legal reminder that there is no investment advice offered or given anywhere in this newsletter or on the fwdbonds.com website.
These are just the things we would like to see before we save, invest, spend, and otherwise plan for the future, which of course is always uncertain.

9 fwdbonds.com | 2 August 2024



