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A What We're Watching: A Key Observations:

A The Nafional Federation of Independent Business (NFIB) A US. stocks began September on their back foot as signs
Small Business Index for August is released Tuesday after a the labor market was cooling again spurred fears of an
93.7 reading in July. A higher reading is preferred. economic slowdown and called into question the outlook

for earnings growth. Leadership fook on a decidedly

A US. Consumer Price Index (CPI) for August is released defensive tone during the week with consumer staples,

Wednesday. Headline CPIl is expected to rise 0.2% month real estate, and utilities outperforming, while economically

over month and 2.6% year over year, while core CPI, which sensitive sectors such as energy, industrials, materials, and
excludes volatile food and energy prices, is expected to rise semiconductors acted as drags on the broader index.

0.2% month over month and 3.2% year over year.
A With US. economic data, broadly speaking, coming

A The University of Michigan's September Index of Consumer in weak, it's of little surprise that cyclical sectors and
Sentiment is released Friday with a preliminary reading of domestically focused small cap stocks lagged, but
68.0 expected, which would be modestly above the 67.9 with low frading volume and limited liquidity during the
reading from August. holiday-shortened week, we hesitate to view last week’s

price action as a character change for the market and
little more than noise at present.

A August nonfarm payrolls fell short of expectations with 142k
jobs created during the month, below the 160k estimate,
but the unemployment rate fell to 4.2% from 4.3% in July.
The FOMC is focused primarily on the labor market leading
up fo its mid-September meeting, and this report will likely
lead to an intense debate within the Committee between
a 25-basis point rate cut and a more aggressive 50-basis
point move. A quarter-point cut remains our base case,
but with continued signs of cooling in the labor market
evident and given there is a sizable seven-week gap
between FOMC meetings, the case for a more impactful
half-point cut could be made.

Price [ Yield Total Return (%)

P/6/2024 1 Week Age 1 Month Age Year fo Date 3 Years 5 Yean
S&F 500 5408.42 - 4.18 14.48 7.83 14.51
MASDAC 16690.83 3.8 11.75 3.59 14.4
S&F Mid Cap 400 253%.41 2.45 875 4.18 10.72
S&F Small Cap 00 1338.28 2.48 275 28 $.29
MSCI World ex US 335.5% 4.52 8.27 0.64 &.51
PASCI EM 1074.8% .54 7.0% 4.21 3.81
Bloomberg U.5. Aggregate 4.21 2n 4.40 -1.5¢% 0.25
berg Corporate 476 27 2.6% 4.80 11.75 -1.54 0.98
7.24 0.25 21 6.55 13.23 2.57 4.45
6.43 0.52 253 5.85 13.61 -1.12 1.01
g Global Aggregats 334 1.2: 2 62 312 ?.68 372 1.10
Blicocmberg Municipal Bond 3.37 0.51 0.5¢9 1.81 &89 -0.2¢9 1&
PricefYield

Fr8/2024 1 Week Age 1 Month Ago  12/31/2023 1 Year Ago 3 Years Ago 5 Years Ago
SOFR [yield) 5.35 5.32 5.33 5.38 5.30 0.05 215
30 Year Mortgage [awverogs rats) 672 580 702 65% 762 203 375
2 Year Treasury [yield) 3.65 392 398 425 502 021 1.54
10 Year Treasury (yield) 371 3.90 3.8% 3.88 4.28 1.32 1.56
30 Year Treasury (yield) 402 4.20 4.18 403 435 1.94 203
WTI Crude (closing price) &7 67 73.55 73.20 71.85 87 54 &9.29 56.52

Gold [NYM $/cz) 2501.50 2504.50 2382.10 2071.80 192580 1831.50 1509.00

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

A Stocks: U.S. Stocks Start September On A

Sour Note, Fall In Holiday-Shortened Week;
Defensives Lead, While Tech, Cyclicals Lag;
Economic Slowdown Fears Again Make The
Rounds, Weighing On Small-Caps.

Hesitate To Read Too Much Into Last Week’s Market Action
As Limited Liquidity Backdrop Can Provide More Noise
Than Signal. While U.S. equities were certainly challenged
last week, we hesitate to take too much away from last
week's lackluster price action due largely to where we
were/are in the calendar and the low volume/limited
liquidity backdrop that fends to materialize surrounding the
Labor Day holiday. All else being equal, we tend to put
more ‘stock’ in selloffs accompanied by higher trading
volume, which is typically a sign large institutional investors
are exifing positions. Based on that measure alone, last
week's pullback falls short of telling us much of anything as
NYSE Composite volume in all four tfrading days fell below
the daily average over the frailing year. With the FOMC's
media blackout period now in place in the lead-up to the
Committee’s mid-September meeting, we won't have
Fed chatter fo rattle markets and contribute to elevated
volatility, making it possible for U.S. stocks to stabilize and
find their footing.

Defensives Lead As Information Technology, Some
Cyclical Sectors Give Ground As ‘Growth Scare’ Narrative
Gains Traction. Consumer staples and real estate were the
best performing S&P 500 sectors last week, each posting
modest gains while the S&P 500 overall fell 4.2%. This is an
undesirable leadership profile for those bullish on the near-
ferm outlook for stocks as it highlights a desire for safety
and income at the expense of price appreciation, which
is understandable given some of the lackluster economic
data points we received over the balance of last week. On
the other side of the ledger, information technology was
the biggest drag on the index as the sector fell 7.4%, pulled
lower by weakness in semiconductor stocks as the VanEck
Semiconductor ETF (SMH) slid 11.7% on the week. Outside
of technology, weakness in some of economically sensitive
sectors caught our eye as energy, industrials, and materials

Transforming Portfolios. Advancing Missions.

September 9, 2024

each fell by 4.2% or more on the week and underperformed
the S&P 500. Weakness in these pro-cyclical areas was a
byproduct of continued lackluster manufacturing data,
which has been a constant in the past two years, along with
further signs the labor market was cooling with job openings
falling more than expected and the August nonfarm payrolls
report showing fewer jobs were created during the month
than anticipated.

U.S. Small Caps Face Tough Sledding As Economic Growth
Concerns Weigh - Again. The S&P Small Cap 600 index fell
5.2% last week as two key readings on the health of the labor
market — JOLTS and nonfarm payrolls — pointed toward a
continued cooling, which investors interpreted as implying
slower U.S. economic growth in the coming quarters. Small
caps will likely remain beholden to forthcoming economic
data and the path forward for monetary policy. At present,
the labor market is soffening, which should help alleviate
some of the wage and margin pressures faced by smaller
companies in recent years but contfinues to point toward
an economic soft landing being the most likely outcome,
which makes it less likely we see the FOMC cut the funds
rate by a more impactful 50-basis points in September. We
maintain exposure to small and mid-cap (SMid) U.S. stocks
in-line with our strategic long-term benchmark, but don’t
envision this area outperforming over the near-term barring
some significant unforeseen upside economic surprises.

Bonds: Softening Labor Market Data Forces
Treasury Yields Lower On The Week; Weekly
Corporate Bond Sales Reach Four Year High
And Credit Spreads Widen On Fears Of A U.S.
Economic Slowdown.

Yield Curve Normalizes Amid Continued Cooling Labor
Market Data. Bond market parficipants spent most of last
week siffing through waves of economic dafa spanning
from a slower U.S. Manufacturing PMI, a mixed August
Nonfarm Payrolls report, and the August Job Openings and
Labor Turnover Survey (JOLTS) that showed far fewer jobs
were open last month than anticipated. The JOLTS report
mid-week initially brought the 2-Year U.S. Treasury yield
below the 10-year yield, a re-steepening of the yield curve
that was sustained into the weekend the pair closed out the
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with yields of 3.65% for the 2-year and 3.67% for the 10-
year. To cap off the week, Friday's Nonfarm Payrolls from
August came in below the consensus forecast as well, with
downward revisions of 86k to the payrolls reports from June
and July stoking fears the labor market has been softer
than believed for some time now and that the FOMC is
behind the curve. Fed funds futures inifially shifted Friday
morning to price in a 44% chance of a 50-basis point cut in
mid-September before seftling at around 22% by the end
of the day, down from a 31% chance at the beginning of
the week but did increase the likelihood of a larger rate
cut in early November on the heels of the August payrolls
report. U.S. benchmark rates fell across the curve every
day last week with the 10-year yield, specifically, dropping
by an unsettling 23-basis points over the balance of the
week, leading durafion sensitive assets to outperform.
The Bloomberg Aggregate Bond Index registered a 1.4%
gain on the week and is now 10.2% higher over the trailing
12-months. Investors allocating to core bonds, specifically
Treasuries, haven't had the smoothest rise over the past
four or so quarters, but those sticking to their strategic
positions to this segment of the bond market have been
rewarded for doing so.

Borrowers Flood The Market With Debt Deals Post-Labor Day.
Corporate issuers took little time to seftle into their seats
Tuesday after the long holiday weekend as an abbreviated
frading week did little to discourage companies from
floating new paper as around 30 investment grade
issuers brought bonds to market on Tuesday alone with 59
doing so over the balance of last week. This has been a
noficeable trend inrecent years as 55 firms tapped markets
in 2023's post-Labor Day borrowing spree as yields on the
investment grade bond index hit a 24-month low at 4.78%,
providing ample reason for companies looking for fresh
capital forupcoming projects fo get a cash injection. While
corporate treasurers appeared eager to take advantage
of lower yields last week with $80B+ of issuance well ahead
of the $50B estimate, roughly $125B is expected to come
to market this month still a tick below the 5-year average
for high grade bonds issuance of $136B, we wouldn't call
the volume alarming. Valuations are undoubtedly playing
arole as the Treasury rally in recent weeks had investment
grade credit spreads inside of 1% at ?7-basis points to close
out the week, but lower rates have also lowered borrowing
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costs, and the Bloomberg U.S. Corporate Bond Index
turned out a respectable 1.2% gain on the week, in-line
with the Bloomberg Aggregate Bond Index despite the
outsized level of corporate issuance.

Credit’s Sensitivity To Slowing Growth Masked By Lower
Rates. High yield corporate bond valuations came under
pressure last week as market sentiment appeared to waver
on every economic data release. The option-adjusted, or
credit spread on the Bloomberg U.S. Corporate High Yield
index ticked higher last week from 3% over the Treasury
curve to 3.2%, a notable one-week move, particularly
given how well-bid lower quality corporate bonds have
been this year. The Manufacturing PMI data on Tuesday
appeared to sway credit investors last week as credit
spreads made their largest daily move higher since the
early August selloff on the heels of the release. However,
bond prices hardly felt the impact of wider spreads as
the drop in Treasury yields effectively offset the change
in valuation with the Corporate High Yield Index posting a
0.2% gain on the week. Despite the risk-off tone in equity
markets that often translates info weakness in high yield
bonds, the lowest CCC-rated securities outperformed on
the week, one indication that selling pressure has been
modest thus far. For the better part of 2024, that story has
held true to form as buyer demand for high yielding paper
has kept a floor on just how discounted/cheap lower
quality bonds could get, a positive technical environment
that gives us cautious confidence in the sub-asset class at
present.
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IMPORTANT DISCLOSURES: The content and any portion of this newsletter is for personal use only and may not
be reprinted, sold or redistributed without the written consent of Regions Bank. Regions, the Regions logo and
other Regions marks are trademarks of Regions Bank. The names and marks of other companies or their services
or products may be the trademarks of their owners and are used only to identify such companies or their
services or products and not to indicate endorsement or sponsorship of Regions or its services or products. The
information and material contained herein is provided solely for general information purposes. Regions does not
make any warranty or representation relating to the accuracy, completeness or timeliness of any information
contained in the newsletter and shall not be liable for any damages of any kind relating to such information nor
as to the legal, regulatory, financial or tax implications of the matters referred herein. This material is not intended
to be investment advice nor is this information intended as an offer or solicitation for the purchase or sale of
any security or other financial instrument. Any opinions expressed herein are given in good faith, are subject to
change without notice, and are only current as of the stated date of their issue. Regions Asset Management is
a business group within Regions Bank that provides investment management services to customers of Regions
Bank. Employees of Regions Asset Management may have positions in securities or their derivatives that may
be mentioned in this report or in their personal accounts. Additionally, affiliated companies may hold positions
in the mentioned companies in their portfolios or strategies. The companies mentioned specifically are sample
companies, noted for illustrative purposes only. The mention of the companies should not be construed as a
recommendation to buy, hold or sell positions in your investment portfolio. Neither Regions Bank nor Regions
Asset Management (collectively, “Regions”) are registered municipal advisors nor provide advice to municipal
entities or obligated persons with respect to municipal financial products or the issuance of municipal securities
(including regarding the structure, timing, terms and similar matters concerning municipal financial products or

municipal securities issuances) or engage in the solicitation of municipal entities or obligated persons for such
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services. With respect to this presentation and any other information, materials or communications provided
by Regions, (a) Regions is not recommending an action to any municipal entity or obligated person, (b)
Regions is not acting as an advisor to any municipal entity or obligated person and does not owe a fiduciary
duty pursuant to Section 15B of the Securities Exchange Act of 1934 to any municipal entity or obligated
person with respect to such presentation, information, materials or communications, (c) Regions is acting
for its own interests, and (d) you should discuss this presentation and any such other information, materials
or communications with any and all internal and external advisors and experts that you deem appropriate
before acting on this presentation or any such other information, materials or communications. Source:
Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P.
and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc
(collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including
Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves
or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any
warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by
law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. Source:
Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P.
and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc
(collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including
Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves
or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any
warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed

by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.”

Products
Value | Are Not Bank Guaranteed

‘ Are Not Insured by Any Federal Government Agency | Are Not a Condition of Any Banking Activity ‘

This is more than business.

© 2024 Highland Associates

This is moving the world forwar

HighlandAssoc.com




