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The market narrative on the US economy has quickly

changed to a hard landing, driven by a weaker-than-expected
employment report and market softness in countries such

as Japan.' It strikes us that economic weakness to this

point is exactly what a soft landing would look like - slowly
decelerating economic growth instead of rapidly deteriorating
and negative data points. There also appeared to be a
technical aspect to the early August market selloff, specifically
with respect to the unwinding of global carry trades.?

Calls for an inter-meeting interest rate cut from the Federal
Reserve (Fed) seem premature and inconsistent with the
current economic outlook, considering such cuts historically
occurred during periods of much greater stress - COVID,
Global Financial Crisis, etc. Fed Funds futures are now pricing
in 100 bps in rate cuts over the last three meetings of 2024,
including a 50-bp cut in September.? We believe the bar for a
50-bp cut is quite high, given the still constructive economic
backdrop. Our view is that the Fed would only engage in a
more aggressive easing cycle if growth were to collapse.

As fundamentally-driven investors, we prefer to stay away
from macro predictions that can change from day-to-day

and invest in bonds on a bottom-up basis. This said, we are
cognizant that the Fed's rate decisions are of significant
importance to US fixed income investors. Lower rates have
historically driven positive total returns in bonds while
volatility can create opportunity to generate alpha for clients.
Near indiscriminate de-risking is exactly the type of situation in
which rigorous analysis and bond picking can make a material
difference to returns on our clients’ portfolios.

For the US economy, the state of the labor market may

play a key role in determining if there could be a recession.
Consumer spending has driven economic growth post-COVID,
and employment is crucial to continued strength in consumer
spending. Unfortunately, there is a plethora of data on the
labor market that often sends mixed signals to investors.

To distill some of these signals, we present below what we
believe to be some of the more insightful indicators. Our
general takeaway is that employment has been normalizing off
historically strong levels and an economic soft landing remains
our base case. Although the labor market could weaken more
significantly from here, the data do not yet point to a more
problematic deterioration.

(1) As of 13 August 2024. Unless otherwise stated, the information presented has been prepared from market observations and other sources believed
in good faith to be reliable. Information and opinions expressed by PPM are current as of the date indicated and are subject to change without notice.
Past performance is no guarantee of future results. Forward-looking statements are subject to uncertainties that could cause actual developments and
results to differ materially from the expectations expressed. (2) WSJ. “What Is the Yen Carry Trade?” 5 August 2024. (3) Bloomberg. 6 August 2024.


https://www.ppmamerica.com/our-insights/insight/2023-11-09_igc-spotlight
https://www.ppmamerica.com/our-insights/insight/2024-05-22_macro-insights

The unemployment rate has risen, but off a record low. The Sahm rule has also crossed its 0.5% threshold, implying an
upcoming recession, but we feel the market is unduly focused on the Sahm rule.* Chair Powell even called it a “statistical
regularity” in his most recent press conference, and not an “economic rule.” Furthermore, the spike in immigration in
recent years appears to be at least partially responsible for the uptick. The percentage of workers moving from employed
to unemployed have actually decreased since the beginning of last year. Meanwhile, the percentage of workers not in the
labor force moving to unemployed has not decreased. That is an important concept, because people losing jobs represent
a loss of income/consumption to the economy, but flows from workers not in the labor force to unemployed do not.

UNEMPLOYMENT RATE NORMALIZING OFF A RECORD LOW’
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(4) Per the St. Louis Fed, "The Sahm Rule identifies signals related to the start of a recession when the three-month moving average of the national
unemployment rate (U3) rises by 0.50 percentage points or more relative to its low during the previous 12 months.” (5) Federal Reserve. 31 July 2024.
(6) RBC Capital Markets. "Some Labor Dynamics at Play - Where Does the Pendulum Swing?" 18 July 2024. (7) FactSet. Monthly data through July
2024.



With respect to continuing claims for unemployment insurance, this data point has also risen, hitting a recent high.
However, taking continuing claims as a percentage of the labor force shows a smaller uptick. Comparing that percentage
to the five most recent bottoms in the unemployment rate shows that the trajectory this cycle is currently different
compared to those prior periods that preceded recessions.

CONTINUING JOBLESS CLAIMS ALSO NORMALIZING?
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(8) FactSet. Monthly data through July 2024. (9) FactSet. Monthly data through July 2024. Continuing claims as a percentage of labor force comes from
the ratio of unemployment insurance claimants to total number of workers.



There is a demographic component to today’s labor market. The Baby Boomer generation is moving further into
retirement age, leading to the largest increase on record in the number of retired workers.”® A demand effect may be
created, as companies try to fill vacated roles. It is important to point out that this trend can occur even as job openings
decline overall (job openings are also normalizing post-COVID). Related to the retiree trend is healthcare, a sector that has
steadily increased as a percentage of the labor force and could continue to do so as the retiree rate climbs.

RECORD RETIRED WORKERS COULD CREATE REPLACEMENT DEMAND?
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(10) Social Security Administration. Annual data through 2023. (11) FactSet. Monthly data through July 2024.



ABOUT PPM AMERICA

Our mission is to be seen by clients and their advisors as a
consistently reliable partner to help them achieve their long-
term value goals.

PPM is a US-based institutional asset manager with $69.87
billion in assets under management as of 30 June 2024.2
Established in Chicago in 1990, PPM exists to consistently
support institutional clients in achieving their long-term

(12) AUM includes committed but unfunded capital for PPM's private
equity and commercial real estate businesses.

Past performance is no guarantee of future results. Investments
involve varying degrees of risk and may lose value.

Generally, PPM America, Inc. is referred to herein as "PPM." Any use or
reproduction of the information contained herein is prohibited without
the written permission of PPM.

This document has been prepared solely for informational purposes
and is not a recommendation, offer, or a solicitation of an offer, to buy,
sell, or hold any security or instrument. Certain products and services
may not be available in all jurisdictions or to all client types. No offer of
any interest in any product will be made in any jurisdiction in which the
offer, solicitation or sale is not permitted, or to any person to whom it is
unlawful to make such offer, solicitation or sale.
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value goals. We offer our Midwestern mentality of hard work,
straight talk, full transparency and humility. Our success is
supported by a team-based culture that encourages debate,
collaboration and consistency. At the center of our belief is the
fact that our best ideas to date have and can come from any
team member anywhere in our firm. We believe the success
of our investment culture is best demonstrated by the strong
retention of our clients and investment professionals.

The opinions and views expressed herein are not intended to be relied
upon as a prediction or forecast of actual future events or performance,
guarantee of future results, recommendations or advice. Forward-
looking statements are subject to uncertainties that could cause actual
developments and results to differ materially from the expectations
expressed. All statements other than statements of historical fact

are forward-looking statements based on PPM'’s plans, expectations
and views as of the date herein, and can be identified by the use of

words such as "may’, "will", "except”, "view", "potential”, "target”, "likely”,

"believe’, "anticipate”, "should”, "estimate”, or other similar words. This
information has been prepared from sources believed reliable, but the
accuracy and completeness of the information cannot be guaranteed.
Information and opinions expressed by PPM are current as of the date

indicated and are subject to change without notice.

This document may include simplified presentations of complex
processes and are provided for illustrative purposes only. PPM's actual
activities and processes may differ from what is shown herein. No
assurance can be given that such processes will be applied at any given
time and are subject to change without notice.
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