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A What We're Watching: A Key Observations:

A The Conference Board's Consumer Confidence survey for A Smaller capitalization stocks rallied into the weekend as

August is released Tuesday and is expected fo drop slightly rate cuts moved closer to redlity on the heels of dovish
to 100.0 from 100.3 In July. comments made by FOMC Chair Jerome Powell on
Friday. Economically sensitive cyclical sectors such as
services, industrials,

A July Personal Consumption Expenditure (PCE), the FOMC's consumer discretionary, financial

preferred measure of inflation, is released Friday. Headline materials, and the rate-sensitive real estate sector led the
PCE Deflator is expected to rise 0.2% month over month and charge for the S&P 500 and the S&P Small Cap 400.
2.6% year over year, while core PCE Deflator is projected

to rise 0.13% month over month and 2.7% year over year. A Developed market stocks abroad outperformed the S&P
500 on the week due to strength out of France, Germany,
[taly, Japan, and Spain. Despite the U.S. Dollar Index

(DXY) making a year-to-date low last week, emerging

Core PCE Deflator, specifically, will be closely monitored
and market participants could begin fo price in a greater
likelihood of a 50-basis point rate cut when the FOMC
meets in September should this metric come in below the markets failed to capitalize as country-specific concerns
fied to China and Mexico offset contfinued strength out

of Brazil and India. Further weakness in the U.S. dollar

consensus estimate.

A The Chicago Purchasing Managers Index (PMI) for August is would provide a tailwind for emerging markets, broadly

released Friday and is expected to improve fo 45.9 from 45.3 speaking, by lowering commodity costs and improving

in July. A reading above 50 implies that economic activity is the credit outlook for developing economies by reducing
generally expanding, below 50, generally declining. borrowing costs.

A Treasury yields fell modestly over the balance of the week
as economic data sent mixed messages and central
bankers voiced their support for the first cut to the Fed
funds rate to occur in September. Non-core segments of
the fixed income market, specifically high yield corporate
bonds and U.S. dollar denominated emerging market
debt, continued to perform well on an absolute basis last
week and remain appealing for income generation and
diversification purposes.

Price/Yield Total Return (36)
8/23/2024 1 Week Ago 1 Month Ago Year to Date 1 Year 3 Years 5 Years
SE&P 500 S634.61 147 3.25 12.20 30.67 g.58 16.50
MNASDAC 1 7 141 307 19.66 33.78 &.82 1215
S&FP Mid Cap 400 2886 3.3% 1239 2241 603 1277
S&P Small Cap &00 3.0% 213 8.33 20.42 3.34 11.28
MSCI World ex US 215 3.24 10.74 1%.24 233 7.70
MICI EM 0.70 1.92 .60 14.91 -2.06 5.04
Bloomberg U S Aggregate 0.67 3.40 360 B8.89 -192 0.10
Blocomberg Corporate 0.75 3.71 411 1111 -1.85 0.82
g U.5.High Yield 731 0.71 1.80 &6.0F 13.4% 2.67 4.52
g EM USD Aggregats 4.65 0.74 292 5.26 13.05 -1.1% 1.02
g Gicbal Aggregats 343 1.26 409 2.41 814 -4.02 -1.25
Blocomberg Municipal Bond 344 0.0% 054 1.28 &.47 -0.51 1.05
Price [ Yisid

87232024 1 Week Ago 1 Month Agoe  12/31/2023 1 Year Age 3 Years Age S Years Ago
SOFR ([yield) 531 5.3z .24 5.38 5.30 0.05 2.10
30 Year M./tgagﬂ {awverage rate) &.84 &893 7.1& 6.9% 7.53 3.05 375
i1 3.2 4.05 4.4% 4.25 4.97 0.22 1.53
3.80 3.88 425 3.88 419 1.25 1.54
4.0% 414 4.48 403 427 1.87 203
74.83 76.65 7656 71.65 78.8% 65.64 5417

SGold (MYM $/oz) 2508.40 2478.60 2407.30 2071.80 1¥18.50 1803.20 1526.60

Source: Bloomberg (3- and 5-Year Annualized)
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What Happened Last Week:

A Stocks: U.S. Large Caps Knocking On

The Door Of A New All-Time High; Small
Caps Bounce, Outperform The S&P 500 As
Interest Rate Sensitive Sectors Power Gains;
Developed Markets Abroad Outperform As
Eurozone, Japanese Equities Rally.

S&P 500 Ends The Week Less Than 1% From An All-Time High
As Breadth Improves. U.S. large cap stocks gained ground
again last week as there were few economic, geopolitical,
or monetary policy surprises to derail the recent rally. The
S&P 500 closed the week higher by 1.4% and ended less than
1% below its infra-day all-time high reached back in mid-
July as a broader rally took root. A broad swath of sectors
outpaced the S&P 500 index with economically sensitive
pockets such as consumer discretfionary, financial services,
industrials, and materials all strong performers. The interest
rate sensitive real estate sector rallied 3% on the week to
take first place but classic defensive plays in the consumer
staples and health care sectors also outperformed. While
the closely watched information technology sector lagged,
it still rose 1.1% on the week, and the S&P 500 energy sector
was the only one to close the week lower and it did so
by the narrowest of margins. While the broader market
didn’t stray much from the 5,600 level over the balance
of the week, broad-based sector participation was an
encouraging sign and a feather in the cap of market bulls.
From a factor perspective, stocks with the highest short
interest, highest volatility, and highest betas outperformed
after being three of the worst performing factor exposures
year-to-date, a sign that risk appetite has returned, and
capital is finding its way info some forgotten and relatively
attractively valued areas and not just into the ‘Magnificent
7' or semiconductor stocks, a positive character trait. The
S&P 500 remains a standout globally with over 75% of index
constituents trading above their 50- and 200-day moving
average, an indicatfion that the index remains on firm
footfing into what has been a historically weak seasonal
stretch from September through mid-October.

Small Caps Rally As Less Restrictive Monetary Policy
Moves Closer To Redlity. Affer spending most of the week
in the doldrums, the S&P Small Cap 600 ultimately gained
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3% on the week, with the entirety of that gain coming Friday
after dovish remarks out of FOMC Chair Jerome Powell
that morning in Jackson Hole. Powell's decidedly dovish
comments spurred arally in value-oriented sectors including
consumer discretionary, financial services, industrials,
materials, and real estate which together account for over
62% of the S&P 600 index. Most notably, two of the most
interest rate sensitive areas — regional banks and real estate
investment trusts (REITs) —rallied sharply as the SPDR Regional
Banking ETF (KRE) rose 5.2% on Friday and on the week, and
the S&P 600 Real Estate sector turned out a 2.4% return on
Friday and a 3.5% weekly return.

International Developed Markets Outpace U.S. Large Caps
As Japan Rebounds. Japan’s Nikkei 225 churned out a 3%
gain on the week in U.S. dollar terms, narrowly besting the
broader MSCI EAFE index’s 2.7% return despite strength in the
Japanese yen relative to the U.S. dollar. The Japanese yen's
continued strength was partially atfributable to confirmation
from FOMC Chair Powell that U.S. rates are set to decline
starting next month. Some market prognosticators have
already sounded the all-clear on Japan as cenfral bankers
have fried to ease investor fears surrounding how high rates
might need tfo rise to curb inflationary pressures. However,
with the Bank of Japan (BoJ) releasing research last week on
the potential persistence of inflationary pressures, additional
policy fightening, and yen strength may be required, which
could lead to additional weakness in the Nikkei 225. Policy
futures in Japan maintained their prediction that the next
hike is at least 12-months out, sefting up for a shock if we see
a hike even early next year. Uncertainty surrounding policy
rates and growth cloud the outlook for Japanese stocks
even after a fierce rally from the early August doldrums
as the damage done is going fo take time to heal as the
Nikkei 225 index remains below its 50- and 100-day moving
averages and only half of index constituents sit above
their 200-day moving average. Conversely, signs of better
economic growth alongside easier monetary policy boosted
euro area indices as Eurozone Services PMI surprised to the
upside with the strongest reading since April. The positive
PMI data along with in-line inflation prints led indices tied to
France, Germany, Italy, and Spain fo rally and outperform
U.S. equities last week.
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U.S. Dollar Drop Unable To Drive Gains For Emerging
Markets. Lackluster investor risk appetite leading up to
FOMC Chair Jerome Powell’s remarks Friday and individual
country issues held emerging market stocks back for most
of the week, but the MSCI Emerging Markets (EM) index
still eked out a 0.7% gain. Weakness out of Mexico and
China partially offset tailwinds for the broader MSCI EM
index from a broad strengthening of EM currencies over
the past month as the U.S. Dollar Index (DXY) closed at a
year to date low of $100.71 on Friday. In Mexico, equities
were down 3.6% as GDP slowed to 2.1% year over while
continued angst around potential political reforms
weakened the peso last week. Chinese markets closed flat
astechslumped early in the week on Walmart's plans to sell
its $3.7B stake in JD.com, a move that furthered concerns
that the outlook for a consumer recovery has dimmed as
retail sales in China remain well off pre-pandemic levels.
The country’s constrained approach to stimulus carries
is to blame, holding back consumer confidence and by
extension the economy's ability re-gain its footing.

Bonds: Treasury Yields Close Out The Week
Modestly Lower As Economic Data Sends
Mixed Messages; Monetary Policy Pivot All
But Assured In September After FOMC Chair
Jerome Powell’s Remarks, But A 25-Basis
Point Cut Remains Our Base Case.

Treasury Yields Across The Curve Fall As The Path Forward
For Monetary Policy In The U.S. Comes Into View. Last week
was a busy one on the economic data front with noise
from rearview mirror payrolls data more than drowned
out by more upbeat recent readings on the health of
the labor market and demand for services, specifically.
Last Wednesday, the Bureau of Labor Statistics (BLS)
downwardly revised payrolls growth from April of 2023
through March of 2024 by 818k jobs, implying far fewer
jobs had been created during that time frame than had
been reported. However, a sharp downward revision was
expected, and estimates called for as high as 1 million, so
both the stock and bond market appeared unfazed by
this stale information. On the positive side of the ledger,
while initial jobless claims rose to 232k in the week ended
August 17th from 228k the prior week, confinuing claims
for the week ended August 10th came in at 1.863 million,
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modestly below the 1.870 million estimate. Initial and
contfinuing claims point toward a cooling labor market,
not one rapidly decelerating. Lastly, U.S. Purchasing
Mangers Index (PMI) for August was released Thursday
and the Composite reading of 54.1 was just above the
54.0 estimate. Manufacturing activity remained weak
during the month, evidenced by a 48.0 reading on the
Manufacturing PMI, but Services PMI picked up the slack
coming in at 55.2, above the 54.1 estimate. A PMIreading
above 50 indicates an uptick in activity, while a reading
below 50 indicates weakness. Fixed income investors
appeared to key off the stronger than expected Services
PMIreading and pushed Treasury yields higher on Thursday.
However, yields across the Treasury curve fell Friday as
expectations built that the FOMC could potentially be
more aggressive in taking down the Fed funds rate on the
back of FOMC Chair Jerome Powell’'s decidedly dovish
remarks. Powell's comments don't alter our view that the
FOMC is likely to cut the funds rate by 25-basis points in
September and is likely to follow that with a quarter-point
cut in November and December. A key level to watch for
the 10-year Treasury yield remains 3.80% and it's notable
that the 10-year yield failed to close out the week below
that level despite Chair Powell's dovishness.

FOMC Chair Powell Says Now Is The Time For A Policy
Pivot At Jackson Hole. Both sfocks and bonds appeared
to bide their time in the lead-up to FOMC Chair Jerome
Powell's remarks last Friday at the Jackson Hole Economic
Policy Symposium, and both asset classes ultimately rallied
on comments that proved to be decidedly more dovish
than virtually every Fed watcher thought they might be.
Chair Powell stated that “the tfime and place for policy
adjustment is here and that the direction of travelis clear”
for rates, while also commenting that he is more confident
that inflation is on a sustained path toward the FOMC's
2% target than he was when the Committee meft in July.
Fed funds futures shifted very little on his remarks and were
pricing in somewhere around a 40% chance of a 50-basis
point rate cut in September as of last Friday, with just north
of 1% of rate cuts priced in through year-end, an overly
aggressive outlook for the path of rates barring a rapid
and unforeseen cooling of the labor market in the coming
months.
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Fed’'s mandate had risen while also viewing recent
inflation data as providing increased confidence that
inflationary pressures were moving in a sustainable

A Few Surprises In The July FOMC Minutes. Minutes from the
FOMC's July meeting were released last Wednesday with
few surprises from our perspective. The minutes noted that
“several” members were in favor of a 25-basis point cut manner back toward the FOMC's 2% target. Our

when the Committee met last month, which Chair Jerome

Powell mentioned in his post-meeting remarks, but that the

takeaway from the minutes was that a rate cut in July
was closer to reality than Chair Powell hinted at in his
“vast majority” of Committee members viewed a September
rate cut as likely more appropriate. The majority of FOMC
members highlighted that risks to the employment side of the

post-meeting comments, but the minutes were quickly
rendered moot by Powell’s dovish remarks on Friday.
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