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U.S. Unemployment Rate Consensus Forecast: Year-End 2024
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Source: Bloomberg. Past Performance does not guarantee future results.
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U.S. nonfarm payrolls increased by 114,000 in July, well below
expectations of a 175,000 gain. The disappointing reading was
in stark contrast with the majority of monthly payrolls figures
this year that exceeded expectations. While jobs growth was
disappointing, the market was particularly spooked by the
increase in the unemployment rate from 4.1% to 4.3%.

The current 4.3% unemployment rate is now noticeably above
the year-end forecast of 4%. This is contrary to how the
market was pricing the labor market at the beginning of 2023,
when consensus called for unemployment to rise to 4.8% by
the end of 2024, well above the rate of 3.4% at that time. The
increase triggered the Sahm Rule, which stipulates a recession
could start when the 3-month moving average unemployment
rate is 0.5% above its lowest level in the last 12 months.

The change in market expectations shows how the consensus
view has moved from expecting a recession by year end to
now pricing in the Fed successfully orchestrating a soft
landing. This shift could cause spikes in market volatility when
disappointing economic data is released, whereas “bad news
was good news" was the dominant view during the bulk of the
Fed's war against inflation.

Advanced layoff notices by U.S. companies have been
trending higher since the beginning of the year but are still
slightly below levels seen in the first several months of 2023
amid widespread technology sector job cuts.

The Worker Adjustment and Retraining Notification (WARN)
Act requires employers with 100 or more employees to
provide notification to workers and state labor departments
60 days in advance of large planned layoffs. Recent analysis by
the Bloomberg Economics team suggests layoffs have most
notably been on the rise in California and Sun Belt states in
sectors outside of technology.

According to research by Cleveland Fed economists, WARN
data has historically been a leading indicator of state-level
unemployment claims and the national unemployment rate.
The national unemployment rate has risen to 4.3% in July from
a low of 3.4% in April 2023. Over that 15-month span, about
60% of the 1.33 million-increase in unemployed persons in the
labor force has come from layoffs, while about 40% have been
new entrants and reentrants to the labor force.
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Over the period spanning June 28 through July 26, the small

20% 18.98% Ezigzlrlfi?:qgnce cap Russel 2000 (10.37%) outpaced the mega cap Nasdaqg 100
16.44% (-3.35%) by nearly 14%, its widest margin of 4-week
15% 13.72% outperformance since May 2002. This follows a period of acute
840 |210% underperformance for U.S. small cap stocks dating back to
10% regional bank turmolil in the late spring of 2023.

>% From March 1, 2023 through June 30, 2024, the Nasdaq 100's
63.5% return dwarfed the Russell 2000's 10.2% gain. The
former was boosted by enthusiasm for generative Al demand,

while the latter was challenged by concerns about elevated

0%

% interest rates on regional lenders and cyclical companies with
- higher degrees of financial leverage.
co Nasdaq 100 A downside surprise in the June CPI report on July 10 seemed
outperformance to be one of the primary catalysts of the recent bout of small
20% cap strength as an accelerated pace of Fed rate cuts could
1994 1998 2002 2006 2010 2014 2018 2022 disproportionately help small cap stocks via a lower interest
cost burden and increased operational leverage. An extended
—Russell 2000 vs. Nasdaq 100: Rolling 4-week relative period of small cap relative strength would likely require signs

return . . B C . .
of an imminent “soft landing,” including continued

disinflation, resilient economic growth, and Fed rate cuts.

Source: Bloomberg. Past Performance does not guarantee future results.

Rising expectations last month that President Trump could win
a second term led investors to purchase stocks in industries
Ve el Crre _ 9.54% that may t?eneﬁt from Trump'’s policies. The portfolio
repositioning referred to as the “Trump trade” began after the
June 27th presidential debate heightened concerns about
Banks - 5 President Biden's age and t‘he Frade gained momentum after
the July 13th Trump assassination attempt.
. 5 039, Trump's policies including less regulation and potential
executive orders (EO) might benefit companies in the banking,
health care, and energy industries, while hurting
pharmaceutical and social media companies. A second Trump
term might include EOs directing financial regulators to scale
back or pause implementation of the Biden administration’s
financial regulations. Trump may issue an EO to expand health
care options to include plans that do not have Affordable Care
Act restrictions prohibiting use of age and health to determine
premiums and benefits.

Energy
S&P 500 J 3%

Pharmaceuticals -2.75% .

Interactive Media -5.68% -
Drug prices could be targeted with an EO directing Medicare

-15.00% .5.00% 500% 15.00% to adopt a rule to negotiate U.S. drug prices similar to prices
in other countries which are often lower. Trump may attempt
to weaken social media platforms’ legal liability shield, Section
230 of the Communications Decency Act, by directing the FCC
to adopt a narrower view of the law. Trump showed support
for both these policies in 2020.

Source: Bloomberg. Past Performance does not guarantee future results.
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Source: Bloomberg, Morningstar. Past Performance does not guarantee
future results.

The U.S. Treasury yield curve has experienced a “bull
steepening” over the last seven weeks as continued signs of
slowing inflation and a softer labor market have caused short-
term yields to decline more than long-term yields. For a brief
period on the morning of Monday, August 5, the 2-year-to-10-
year portion of the yield curve de-inverted around the 3.65%
level for the first time in two years.

The downside surprise in July payrolls on Friday, August 2
ostensibly caused bond market participants to shift their
primary area of concern from elevated inflation to weakening
growth. This change in tone led markets to pull forward
expectations of Fed rate cuts.

On July 1, market pricing assigned a 61% probability of an
initial quarter-point Fed rate cut at the September 17-18
FOMC meeting and just 0.50% of cuts by year-end. By the
second week of August, the market was projecting 75% odds
of a 0.50% rate cut in September and 100 basis points of
policy easing by the end of the year.

Coupons on U.S. government and corporate bonds issued
have trended higher over the last several years as the Federal
Reserve lifted its benchmark policy rate by 5.25% from March
2022 through July 2023. All other things equal, higher-coupon
bonds can help reduce the interest rate sensitivity of a bond
portfolio and provide downside protection in a rising rate
environment.

As of July 31, approximately 40% of the issues in the
Bloomberg Intermediate Government/Credit Index had
coupon rates of 4% or above, compared to just 11% in the
first quarter of 2020. A majority of the index (51%) now sport
coupons between 3% and 5%. Over the last year, most A-rated
and BBB-rated corporate issuances have come to market with
coupons between 4% and 5.5%.

During a historically poor stretch for high-quality bonds from
January 2021 through September 2022, coupon income offset
only a small percentage of negative total returns. With the
sharp upward reset in yields likely behind us and a Federal
Reserve likely on the cusp of rate cuts, gradually growing
coupon income has become a much more important
component of fixed income returns.
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Disclosure

IMPORTANT DISCLOSURE INFORMATION

This report was prepared by Mainstreet Investment Advisors, LLC (“Mainstreet”), a federally registered investment adviser under the
Investment Advisers Act of 1940. Registration as an investment adviser does not constitute an endorsement of Mainstreet by the SEC nor
does it indicate that Mainstreet has attained a particular level of skill or ability. The MainStreet Advisors’ professionals may provide oral or
written market commentary or advisory strategies to clients that reflect opinions that are contrary to the opinions expressed herein or the
opinions expressed in research reports issued by MainStreet Advisors’ Investment Committee and may make investment decisions that are
inconsistent with the views expressed herein. Opinions expressed are only our current opinions or our opinions on the posting date. We and
our affiliates, officers, directors, and employees may from time to time have long or short positions in, and buy or sell, the securities, if any,
referred to in this report. Information and opinions herein are as of the publication date and are subject to change without notice based on
market and other conditions.

The material herein was prepared from sources believed to be reliable, however, no assurances can be made. The prices shown are as of the
close of business as indicated in this document. Actual results could differ materially from those described. The securities and financial
instruments de- scribed in this document may not be suitable for you, and not all strategies are appropriate at all times. The specific
securities identified are shown for illustrative purposes only and should not be considered a recommendation by MainStreet Advisors. It
should not be assumed that investments in these securities were or will be profitable. Index performance used throughout this report is
intended to illustrate historical market trends and is provided solely as representative of the general market performance for the same period
of time. Indices are unmanaged, may not include the reinvestment of income or short positions, and do not incur investment management
fees. An investor is unable to invest in an index. Any graph, data, or information is considered reliably sourced and for educational purposes
only, but no representation is made that it is accurate or complete and should not be relied upon as such or used to predict security prices or
market levels. Any suggestion of cause and effect or of the predictability of economic or investment cycles is unintentional.

This Market Review/Quarterly Market Insights may contain forward-looking statements which may or may not be accurate over the long
term. These forward-looking statements are identified as any statement that does not relate strictly to historical or current facts. In particular,
statements, express or implied, concerning future actions, conditions or events, future operating results or the ability to generate revenues,
income or cash flow or to make distributions or pay dividends are forward-looking statements. Do not place undue reliance on forward-
looking statements; actual results could differ materially from those described and are not guarantees of performance. They involve risks,
uncertainties and assumptions. This report may include candid statements and observations regarding investment strategies, asset allocation,
individual securities, and economic and market conditions; however, there is no guarantee that the statements, opinions, or forecasts will
prove to be correct.

The material included herein was prepared or is distributed solely for information purposes; is not a solicitation or an offer to buy/sell any
security or instrument, to participate in any trading strategy or to offer advisory services by MainStreet Advisors; is not intended to be used as
a general guide to investing or as a source of any specific investment recommendations; makes no implied or express recommendations
concerning the manner in which any client’s account should or would be handled; and should not be relied on for accounting, tax or legal
advice. Appropriate investment strategies depend upon the client’s investment objectives. The portfolio risk management process and the
process of building efficient portfolios includes an effort to monitor and manage risk but should not be confused with or does not imply low
or no risk. This report should only be considered as a tool in any investment decision matrix and should not be used by itself to make
investment decisions.

There are risks involved with investing including possible loss of principal and the value of investments and the income derived from them
can fluctuate. The price of equity securities may rise or fall because of changes in the broad market or changes in a company'’s financial
condition. Di- versification does not guarantee investment returns and does not eliminate the risk of loss. Investing for short periods may
make losses more likely. Future returns are not guaranteed. Past performance is not indicative of future results, which may vary. Investors are
urged to consult with their financial advisors before buying or selling any securities.
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