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Summer volatility is not unusual, especially on summer Fridays that have major economic releases that
challenge the market narrative. In this case, recent earnings and economic releases have questioned the
soft landing, no recession outlook with fears of a recession becoming top of mind. Before we give you our
perspective on the economy and equity market sell-off (down 6% from recent highs), we remind
investors that the market narrative tends to fluctuate quite dramatically—remember in January when
the market was pricing in seven Fed rate cuts this year, and then just a few months ago, many were
wondering if the Fed would cut at all this year. The point: take the market narrative with a grain of salt
and look at the fundamentals in determining your outlook for the economy and financial markets. We
ultimately believe this soft patch of data will prove to a be a ‘growth scare,” not a ‘recession reality.’
Below are our thoughts:

A ‘Growth Scare’ In The Making?

The soft payroll report (114k jobs created in July) on the back of weak manufacturing data yesterday has
triggered a strong market reaction (in both stocks and bonds) as the market starts to worry that the Fed
is behind the curve and that a recession will result. We would caution our readers to not overly react to
any one number. Yes, the labor market has clearly decelerated in recent months and consumer spending
is slowing, but we have been anticipating this weakness given the Fed’s restrictive policy stance for some
time. In fact, our economist has been forecasting a sharp deceleration in growth in 2H24 (Q3: 1.0%, Q4
0.8%) as the consumer slowdown and labor market normalization become a near-term drag on growth.
However, we do not believe a recession is on the horizon because the job market, while weakening
remains in good shape (the unemployment rate is rising because more workers are entering the labor
force, not because of rising layoffs), corporate spending (i.e., tech-related spending) is healthy, and
government spending (via the CHIPS/IRA Acts) should offset any slowdown we see from the consumer.

We have been calling for the Fed to start dialing back some of its policy restraint as overly restrictive
policy was no longer warranted. While the Fed has been trying to thread the needle with the timing of its
first rate cut and perhaps missed an opportunity to kick off its easing cycle this week, a rate cut is
coming. The bond market is already doing the work for the Fed—Treasury yields are sharply lower (2Y
and 10Y Treasurys are at 52-week lows) and this will drag mortgage rates and small business borrowing
rates lower as well—providing much needed relief to the sectors of the economy that are hurting.

The market has quickly moved to pricing in over four rate cuts by year end, signaling to the Fed that they
need to move policy rates lower or risk a recession. While the Fed does not like to surprise the market
and policymakers have suggested it needs to see ‘more good data’, we still believe the Fed will do what it
takes to avoid a recession (i.e., the ‘Fed Put’). Our economist’s base case is two cuts—in September and
November, but he believes the Fed is flexible. Two other scenarios are: if next month’s jobs numbers
come in weak, it could cut 50 bps at the September meeting. If economic data deteriorates further
sooner, it would not be unprecedented to see the Fed move intermeeting if the data warrants.
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Putting the Recent Equity Weakness Into Perspective: Pullbacks in the market are never comfortable.
But this current drawdown is part of a normal functioning market. As the S&P 500 moved above our year-
end target of 5,400 we had turned more cautious. Our concerns were driven by five key factors:

1.

Bad News Would Become Bad News | While 2Q GDP figures suggested that economic growth was
healthy, forward-looking indicators (e.g., labor market softness, companies highlighting a slowing
consumer, housing weakness) suggested that the economy was weakening. A slowing economy
would likely lead to downside for earnings estimates and forward-looking guidance. We have seen
that occur with earnings disappointments from McDonald’s, Procter & Gamble, and Wayfair.
Valuations | A lot of good news was priced into the market, with the S&P 500’s trailing P/E trading in
the 93 percentile. Any economic or earnings disappointment would likely lead to increased
volatility. We have seen that with both economic and earnings releases, particularly this week.
Investor Over Optimism | Investors had gotten overly complacent. The % of bullish investors rose
above 50%, a level that has historically led to negative short-term future performance.

Historical Precedent | The market typically experiences 3-4 5% pullbacks on average and a max
intra-year drawdown of 13%. Up until this most recent pullback, the market had only experienced
one pullback year-to-date with a max drawdown of ~5%. Greater volatility is not unusual.

Negative Seasonality | While the S&P 500 has been up each of the last 10 Julys, August and
September have been the two worst-performing months on average. The open election (two non-
incumbent candidates) provides an additional wrinkle to this, as the S&P 500 has been down on
average in the 100 days leading up to election date.

What is the Equity Price Action Telling Us? Currently, the equity market is acting as expected with a
‘growth scare’ serving as the catalyst for the drawdown.

Volatility has increased, but there has not been any panic-driven broad-based selling.

At this juncture, defensive sectors (e.g., Consumer Staples, Health Care, Utilities) are outperforming
whereas some of the more cyclical sectors are feeling more pressure.

Consumer Discretionary, which is now negative year-to-date, has seen downward pressure which is
consistent with the weakness seen in consumer-related economic data.

Small-cap equities, which are levered to domestic economic growth have had a bigger decline than
large-cap (S&P 500) stocks.

Energy stocks have sold off as oil prices have fallen toward $73/barrel as growth concerns mount.

As a result, much of this market reaction is consistent with a slowing economy and it is not disorderly.
That is why we view this pullback as a normal reaction and consistent with our economic forecast (i.e.,
weak 3Q &4Q GDP) and year-end S&P 500 target (5,400).

So where do we go from here? We use our equity target as a guiding light for the direction of the
market. When the market moved above our 5,400 price target, we turned more cautious. From a
technical perspective, when the market is in an up-trend and breaks through its 50-day moving average
to the downside, it tests its 100-day moving average 77% of the time (currently 5,308) and 200-day 44%
of the time (currently 5,008). Interestingly, the S&P 500’s 100-day moving average has been a key level of
support in recent years and will be a level many technicians will focus on in the near term. Going
forward, we expect the recent weakness to continue as the market digests the slowing economic activity
and the impact on earnings. Keep in mind, the average max intra-year drawdown (13%) would bring the
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S&P 500 down to around the 200-day moving average of ~5,000. While we may not get to that point, we
do expect uncertainty around the economy, earnings, and the upcoming election to lead to further
volatility—consistent with seasonal patterns exhibited over the last 50 years. However, we reiterate our
year-end target of 5,400 and would get progressively more positive on the equity market if we see more
downward pressure (Read: Buying opportunity). The reason: we do not expect a recession, just a soft
patch in the economy. Assuming that is the case, earnings should continue to move higher into next year
and this young bull market should continue its path higher.

For fixed income, with the 10-year Treasury yield below our 4.0% year-end target, we would be cautious
to extend duration here given the sharp rally that we’ve seen in recent weeks (particularly with yields in
overbought territory) and the exuberance priced into the Fed’s expected interest rate path given this
recent growth scare. We have been on this roller coaster ride before, and the market could be getting
ahead of itself given the outsized moves we’ve seen this week with yields. However, we would look for
opportunities to deploy cash and cash equivalents as the timing of the Fed’s rate cut nears.

As market activity continues to develop, we will provide updates as warranted.
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All expressions of opinion reflect the judgment of the author(s) and the Investment Strategy Group, but not necessarily those of
Raymond James & Associates, and are subject to change. This information should not be construed as a recommendation. The
foregoing content is subject to change at any time without notice. Content provided herein is for informational purposes only. There
is no guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Economic and market
conditions are subject to change. Investing involves risks including the possible loss of capital. Material is provided for informational
purposes only and does not constitute a recommendation. Diversification and asset allocation do not ensure a profit or protect
against a loss.

The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing
material is accurate or complete. Diversification and asset allocation do not ensure a profit or protect against a loss.

INTERNATIONAL INVESTING | International investing involves additional risks such as currency fluctuations, differing financial
accounting standards, and possible political and economic instability. These risks are greater in emerging markets.

OIL | Investing in oil involves special risks, including the potential adverse effects of state and federal regulation and may not
be suitable for all investors.

The Consumer Price Index (CPI) | is a measure of inflation compiled by the US bureau of Labor Studies.

Personal Consumption Expenditure Price Index | The PCE is a measure of the prices that people living in the United States, or those
buying on their behalf, pay for goods and services.

DESIGNATIONS

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP® and CERTIFIED FINANCIAL PLANNER™ in the U.S.
Investments & Wealth InstituteTM (The Institute) is the owner of the certification marks “CIMA” and “Certified Investment Management
Analyst.” Use of CIMA and/or Certified Investment Management Analyst signifies that the user has successfully completed The
Institute’s initial and ongoing credentialing requirements for investment management professionals.

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.

FIXED INCOME DEFINITION

AGGREGATE BOND | Bloomberg US Agg Bond Total Return Index: The index is a measure of the investment grade, fixed-rate, taxable
bond market of roughly 6,000 SEC-registered securities with intermediate maturities averaging approximately 10 years. The index
includes bonds from the Treasury, Government-Related, Corporate, MBS, ABS, and CMBS sectors.

HIGH YIELD | Bloomberg US Corporate High Yield Total Return Index: The index measures the USD-denominated, high yield, fixed-rate
corporate bond market. Securities are classified as high yield if the middle rating of Moody’s, Fitch and S&P is Bal/BB+/BB+ or below.

S&P 500 | The S&P Total Return Index: The index is widely regarded as the best single gauge of large-cap U.S. equities. There is over
USD 7.8 trillion benchmarked to the index, with index assets comprising approximately USD 2.2 trillion of this total. The index includes
500 leading companies and captures approximately 80% coverage of available market capitalization.

KBW REGIONAL BANKING INDEX | The KBW Regional Banking Index is a benchmark stock index for the regional banking sector
representing small to medium U.S. national regional banks.

RUSSELL 2000 INDEX | The Russell 2000 Index is a small-cap U.S. stock market index that makes up the smallest 2,000 stocks in the
Russell 3000 Index.

NFIB SMALL BUSINESS OPTIMISIM INDEX | A composite of ten seasonally adjusted components, providing an indication of the health
of small businesses in the US.
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INTERNATIONAL DISCLOSURES FOR CLIENTS IN THE UNITED KINGDOM | For clients of Raymond James Financial International
Limited (RJFI): This document and any investment to which this document relates is intended for the sole use of the persons to whom
it is addressed, being persons who are Eligible Counter parties or Professional Clients as described in the FCA rules or persons
described in Articles 19(5) (Investment professionals) or 49(2) (high net worth companies, unincorporated associations, etc.) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended)or any other person to whom this promotion
may lawfully be directed. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and may
not be relied upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail
Clients.

Sector investments are companies engaged in business related to a specific economic sector and are presented herein for illustrative
purposes only and should not be considered as the sole basis for an investment decision. Sectors are subject to fierce competition
and their products and services may be subject to rapid obsolescence. There are additional risks associated with investing in an
individual sector, including limited diversification.

Investing in small cap stocks generally involves greater risks, and therefore, may not be appropriate for every investor.

FOR CLIENTS OF RAYMOND JAMES INVESTMENT SERVICES, LTD.: This document is for the use of professional investment advisers and
managers and is not intended for use by clients.

FOR CLIENTS IN FRANCE | This document and any investment to which this document relates is intended for the sole use of the
persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients as described in “Code
Monetaire et Financier” and Reglement General de 'Autorite des marches Financiers. It is not intended to be distributed or passed on,
directly or indirectly, to any other class of persons and may not berelied upon by such persons and is, therefore, not intended for
privateindividuals or those who would be classified as Retail Clients.

FOR CLIENTS OF RAYMOND JAMES EURO EQUITIES | Raymond James Euro Equities is authorised and regulated by the Autorite de
Controle Prudentiel et de Resolution and the Autorite des Marches Financiers.

FOR INSTITUTIONAL CLIENTS IN THE EUROPEAN ECONOMIC AREA (EE) OUTSIDE OF THE UNITED KINGDOM | This document
(and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be submitted.

FOR CANADIAN CLIENTS | This document is not prepared subject to Canadian disclosure requirements, unless a Canadian has
contributed to the content of the document. In the case where there is Canadian contribution, the document meets all applicable
[IROC disclosure requirements.

Source: FactSet, as of 7/22/2024
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