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ECONOMY ALIVE AND WELL
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the economy should be in recession given the experience of the last three recessions. But it is not,
and labor market confirmation of recession, besides jobless claims, would be if payroll employment
falls. 142K is a long way from zero let alone going negative. We are still struck in the graph of private
payroll jobs how various big news events/stories don’t shake the labor market from its upward path:
like the Fed rates liftoff in 2015, the Tax Cuts and Jobs Act in 2017, prior peak rates level of 2.5%
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ruins the trend.

Here are our colorful comments immediately after the jobs report at 830am today and we had no
idea that stocks would collapse later on in the session. Net, net, jobs growth is still pushing the
economy forward and not backward and if that is the case there is no need for Fed officials to come

in with all guns blazing with a 50 bps rate cut to rescue the economy from going over the cliff and
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back in April 2023 when the unemployment rate was down at 3.4% instead of 4.2% today. Stay
tuned. Today turned out to be a big fat dud after waiting nervously all week long for the economic
report that was going to turn the world and markets upside down. The stock market can settle down.
There is no growth scare. The economy is not slowing, it is growing. Bet on it. The economy is alive
and well despite all reports to the contrary.

Next up: August CPl inflation report Wednesday, September 11

Monthly 2024 2023 2023
% Changes Ju Jun May Apr Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun May
Core CPI inflation 02 01 02 03 04 04 04 03 03 02 03 02 02 0.2 0.4
Core PCE inflaton 02 02 01 03 0.3 0.3 05 0.2 01 01 03 01 01 0.2 0.3
Core PCE YOY 2.6 2.6 2.6 2.8 2.8 2.8 2.9 29 32 34 36 37 42 43 47
Core CPI YOY 32 33 34 36 3.8 3.8 3.9 39 40 40 41 43 47 48 5.3
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Seasonal September selling started Tuesday with a vengeance after the holiday with a sharp 2.1%
loss for the day. Are the seasonal pressures every September that compelling? Apparently, with major
September declines you can take to the bank: -4.9% 2023, -9.3% 2022, -4.8% 2021, -3.9% 2020. For
2024 another winner, down 4.2% as of Friday. We could not see any other reason for selling after the
jobs report unless it was the Fed officials saying multiple rate cuts are needed even though we are
not in a recession. Maybe they say we are not in a recession, whistling in the dark, too many times
for the market to believe them. The bond market ended Friday at 3.71% down 20 bps from 3.91% last
Friday at the end of August. Same story, unless the Fed drops their funds rate to 2.5%, there probably
is not much value here. And our money market fund savings say the Fed should not do it. Don't.

Microsoft (MSFT) up 6.8% YTD

Earnings were out on July 30, but the overall market was in a correction. Intelligent Cloud was
somewhat disappointing relative to expectations, but it is up 18.8% from a year ago. Microsoft shares
have been hit harder than the 9.7% high-low, July-August downdraft for the S&P 500.
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FEDERAL RESERVE POLICY

The Fed meets September 17-18, 2024 to consider its
monetary policy. The focus is on whether Fed cuts rates
25 bps or 50 bps. The last two times they cut interest
rates the first time from the peak, before the last two
recessions, they went 50 bps. Although the larger 50
bps move was seen partially as an emergency rate cut,
if only because the big 50 bps rate cuts from 6.5% back
in 2001 and from 5.25% back in 2007 were announced
between regularly scheduled FOMC meetings. There
was a Global funding crisis in 2007 with markets
concerned about liquidity and counterparty credit risk.
They announced a discount rate cut intermeeting at
815am ET Friday, August 17, 2007, a week after
liquidity injections from the ECB and Fed. The 50 bps

cut in the Fed funds rate was at the regular September 18
meeting. Greenspan also cut rates the first time for emergency
reasons between meetings in January 2001. Greenspan and
Bernanke are no longer captain of the ship, but Powell did cut
rates three times, three 25 bps rate cuts from the “peak” of just
2.5%, at the July 30-31, September 17-18, October 29-30
meetings in 1999 because he saw a ghost or something else,
trade war volatility in markets, something which led him to
back rates down at the margin from 2.5% to 1.75%, a modest
move in bps if not percentagewise, which will puzzle economic
historians for decades to come. Not sure what Powell has in
mind for this September, but the labor market that he is now
concerned about did not worsen further in today’s jobs report.

fwd: Bonds

Mortgage-backed securities (MBS)

-407.648

Selected Fed assets and liabilities Change|

Fed H.4.1 statistical release from

billions, Wednesday data 4-Sep 28-Aug  21-Aug  14-Aug 3/11/20% 3/11/20

Factors adding reserves to Sep 4

U.S. Treasury securities 4388.817 4398.721 4398.736 4413.685| 2523.031| 1865.786

Federal agency debt securities 2.347 2.347 2.347 2.347 2.347 0.000

Mortgage-backed securities (MBS) 2299.798 2299.798 2314.079 2318.124| 1371.846| 927.952

Repurchase agreements 0.000 0.000 0.001 0.000| 242.375| -242.375

Primary credit (Discount Window) 1.517 1.679 2.061 2.410] 0.011 1.506

Bank Term Funding Program 98.335 98.872 99.488  100.452|

FDIC Loans to banks via Fed 0.000 0.000 0.000 0.000

Paycheck Protection Facility 2.497 2.524 2.566 2.589

Main Street Lending Program 10.663 10.647 10.635 10.905

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 0.137 0.145 0.151 0.151] 0.058 0.079

Federal Reserve Total Assets 7163.2 71742 71911  7228.9| 4360.0| 2803.182

3-month-Libor % SOFR % 5.35 5.35 5.31 5.33 1.15 4.200

Factors draining reserves

Currency in circulation 2356.084 2350.572 2347.140 2348.932| 1818.957| 537.127

Term Deposit Facility 0.000 0.000 0.000 0.000 0.000 0.000

U.S. Treasury Account at Fed 771.047  757.077 734.727 788.823| 372.337| 398.710

Treasury credit facilities contribution 4.958 4.958 4.958 4.958

Reverse repurchases w/others 337.312  388.890 321.329 328.472] 1.325| 335.987

Federal Reserve Liabilities 3898.603 3929.217 3832.031 3889.965| 2580.036| 1318.567

Reserve Balances (Net Liquidity) 3264.604 3244.959 3359.078 3338.916| 1779.990| 1484.614
Treasuries within 15 days 12.163 41.339 50.292 74.521] 21.427 -9.264
Treasuries 16 to 90 days 240316  211.970 202.574 168.923| 221.961 18.355
Treasuries 91 days to 1 year 536.489  535.637 536.076 538.661| 378.403| 158.086
Treasuries over 1-yr to 5 years 1482.687 1492.601 1492.585 1527.128| 915.101| 567.586
Treasuries over 5-yrs to 10 years 590.245 591.554 591.550 583.558| 327.906| 262.339
Treasuries over 10-years 1526.917 1525.619 1525.659 1520.894| 658.232| 868.685

Note: QT starts June 1, 2022 Change 9/4/2024 6/1/2022

U.S. Treasury securities -1381.962 4388.817 5770.779

2299.798 2707.446

**March 11, 2020 start of coronavirus lockdown of country

Key Dates 2007-09 Recession
8/9/2007 Global funding crisis

ECB injects $130bIn

8/10/2007 Fed injects $38 bin liquidity
8/17/2007 Discount rate 50 bps cut to 4.75%
9/18/2007 Fed 50 bps rate cut to 4.75%
Dec 2007 Great Recession "start"
Jan 2008 Bernanke cuts 125 bps in ten days
3/13/2008 Bear Stearns bailout
7/13/2008 FNMA/Freddie bailout
9/15/2008 Lehman files bankruptcy
9/29/2008 House rejects financial-rescue bill
12/16/2008 Fed rates to zero (0.25%)
2/13/2009 $787 bin fiscal stimulus passed
3/6/2009 S&P500 down 57.7% low
3/18/2009 First Fed QE govts ($300bin)
June 2009 Recession ends 9.5% unemployed

October Fed funds futures

say 17.5 bps to go before a 50
bps rate cut is discounted on
September 18. Over 100 bps
discounted for the next three
meetings. Fedspeak says 25
bps at the next 3 meetings.

Fed funds futures call Fed policy
Current target: September 6 -- 5.50%

Rate+0.17 Contract

Fed decision dates

5.175 Oct 2024

Sep 18

4.335 Jan 2025

Add Nov 7, Dec 18*

Last trade, not settlement price

* Not strictly true, Jan 2025 has Jan 29 Fed
date, so 2 days could be a new interest rate
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OTHER ECONOMIC NEWS

Purchasing managers less negative (Tuesday)

Breaking economy news. The ISM manufacturing ISM manufacil:grlzqg mﬂiﬁ Jun24  May24
index lifted its weary head in September, although the |PMmIindex 47.2 46.8 48.5 48.7
sector is still in recession, based on the latest survey |77 PSP S o
of purchasing managers. The index rose slightly by |New orders 44.6 47.4 49.3 45.4
0.4 percentage point to 47.2 in August. Last month all Eumppplgs:nde‘:i"e”es 22-(5) ig-i 33-2 gi-i’
hell broke loose in the markets after the purchasing |export orders 48.6 49.0 48.8 50.6

managers report when ISM manufacturing tumbled 1.7 percentage points from 48.5 to 46.8 where it
looked like the economy was headed for recession, helped along by a new 2024 high for weekly
jobless claims at 249K. No recession yet, but the leaves are falling and stocks are too today as they
normally do in September for the last several years anyway. We've lost count of the years.

There is not a lot of construction going on at the start of the third quarter with nonresidential private
construction falling 0.4% in July. All the focus has been on chip factory construction which although it
was unchanged today for July, it is over 20% higher than a year ago. The focus on manufacturing
should not take away from the picture of weakness in commercial construction, down 0.4% in July
and 14.8% from a year ago.

Net, net, the manufacturing sector remains down in the dumps and looks unlikely to add much to
economic growth anytime soon with factory purchasing managers continuing to say the sky is falling
and manufacturing is in recession. Construction activity slowed in July as well with manufacturing
construction un changed. Business plant construction had added to real GDP growth for several
guarters before subtracting 0.1% from second quarter 3.0% real GDP. The purchasing managers
have cried wolf before about the troubles they see for manufacturers and time will tell if this anecdotal
information will lead to an actual downturn in the hard economic indicator data from the Fed’s industrial
production index or key core capital goods orders in the monthly durable goods report. Stay tuned.
No recession yet, it is still just lots of smoke but no fire for those recession calls made by many
economists.
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More red ink for trade deficit (Wednesday)

Breaking economy news. The trade deficit is widening again as imports increase faster than exports.
Although this subtracts from economic growth, increased import demand is considered a positive. The

trade deficit tends to narrow in recessions as the public stops buying anything, including imports.
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are more tariffs and trade wars coming depending on the outcome of the national election in
November. Exports showed a modest increase of 0.5% while imports jumped 2.1% which swings the
monthly deficit out to $78.8 billion in July from $73.0 billion in June. Net exports were a 0.8 percentage
point drag on 3.0% GDP growth in the second quarter, meaning real GDP would have been 3.8% if
American sourced all those imports here in the USA, and it looks like the drag could be similar in the
third quarter. Imports of goods from China increased $6.7 billion to $40.8 billion in July from $34.1
billion in June which shows how difficult it will be to direct US manufacturers away from their
dependence on lower-cost goods originating from China if that is what Congress and political

candidates wish to do. $6.7 s
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| h
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economy is not going under if
companies and CONSUMErS 00 |
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a recession.
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Too late: half a million job openings gone, poof (Wednesday)

fwd: Bonds

Breaking economy news. Job openings continue to fall, at least one indicator is doing what it should
in a recession. Job openings declined 237K to 7.673 million, but the June figure was revised sharply
lower. Healthcare and social assistance jobs tumbled the most: down 187K to 1.431 million. Most of
the openings are in the South (hamely Florida, Texas), the only region that saw an increase in

openings in July.
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sharply to lower levels which are
right on the borderline between a
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officials arguing for a larger 50
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needed back on the July 31 meeting, and today’s job openings data may lead them to believe that
monetary policy is too tight and policy officials need to rebalance their own policy at a faster pace.
The Fed may be dangerously close to falling behind the curve as there are signs of labor market
weakness that have the potential to dash the market’s hopes for a soft-landing overnight. Stay tuned.

4750

There were 8.184 million job
openings at the end of June and
suddenly in today’s report there are
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Economic and Markets Research

Another day and no recession (Thursday)

fwd: Bonds

Breaking economy news. Weekly jobless claims fell 5K to 227K in the August 31 week which remains
below the 2024 high of 250K in the July 27 week. Meanwhile, the total number receiving benefits
tumbled 22k to 1.838 milion in the August 24 week; this could be it for the rising unemployment rate

trend.

Net, net, the worries on whether
labor market conditions were
deteriorating instead of merely
rebalancing have to be shelved
for now as the latest weekly job
layoffs remain below the recent
highs made at the end of July.
Since the 250K level in the July
27 week, which now may have
been hit only because of
Hurricane Beryl in Texas, weekly
jobless claims have steadied at a
few thousand on either side of the
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230K level. The old rule of thumb that a sudden spike over several weeks of 20% above baseline
levels meant the markets should be on recession watch. In this case weekly job layoffs were 210K
baseline in March, and 20% higher would mean 252K. Meanwhile, the ADP jobs report was weaker
than expected for August at 99K versus 145K expected. This news caused selling in the markets, but
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increase in BLS private
payroll jobs in July in last
month’s employment
report, and does not s
represent new news. The
real jobs report as opposed
to ADP’s jobs count comes
out soon enough tomorrow
morning to settle where 10
labor market conditions are
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unemployment rate has
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said for several months ETE
now that the US is in recession, but this needs to be confirmed by a decline in payroll employment.
The last two times the Federal Reserve had interest rates at this high of a level, their first rate cuts
were 50 bps before the 2001 recession and then the Great Recession. There are signs of a slowdown
in hiring with fewer job openings, but until payroll jobs actually decline there is no recession. At the
moment, it does not look like the Fed is behind the curve and can proceed with a regular 25 bps rate

cut.
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