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The U.S. labor market shows signs of weakness, with the latest report revealing a sharp slowdown. Nonfarm payrolls 
increased by only 114,000 in July, falling short of expectations, and the unemployment rate rose to 4.3% from 4.1% in 
June. The current unemployment rate is above the Fed’s year end target. This uptick has triggered discussions around 
the Sahm Rule, a recession indicator we highlighted last month. This rule, which has accurately identified every recession 
since 1970, signals 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 the lowest three-month average from the previous 12 months.

On the inflation front, the U.S. continues to see easing price pressures. The annual inflation rate fell for a third straight 
month to 3% in June 2024, the lowest since June 2023, while core inflation remained steady at 3.4% in May. Although 
these figures suggest progress toward the Federal Reserve's 2% target, they are still above the desired level.

Geopolitical tensions in the Middle East have notably impacted risk sentiment. While oil prices initially rose due to fears 
of a broadening conflict, they settled lower as global supply remained largely unaffected. However, the situation remains 
volatile, with crude oil prices rising in response to escalating Iran-Israel tensions. Simultaneously, the Shanghai 
Containerized Freight Index indicates a significant increase in freight rates, reflecting growing concerns about shipping 
disruptions and potential inflationary pressures.

Consumer sentiment has been mixed. The University of Michigan Index fell to 66.4 in July from 79.4 in March, indicating 
growing concerns among consumers about the economic outlook. Conversely, the Conference Board's consumer 
confidence index rose to 100.3 in July from 97.8 in June, driven by improved near-term expectations but weakened 
perceptions of current conditions. High-income consumers have benefited from strong risk asset performance. However, 
risk-off sentiment may pressure the Fed to cut rates further.

The Federal Reserve has maintained a cautious stance, keeping interest rates unchanged at 5.25%-5.50%. While signaling 
openness to future rate cuts, the Fed emphasizes the need for confidence inflation is moving sustainably towards its 2% 
target before easing. Market expectations for Fed policy shifted dramatically after the latest payroll report, with traders 
now pricing in a nearly 50 basis point cut in September and over 125 basis points of total cuts before the end of 2024. 
This reflects growing concerns about economic growth and potential recession. Beyond maximizing employment and 
stabilizing prices, the Fed must ensure financial stability. We remain vigilant to market volatility and the effects of 
contrasting central bank monetary policy (e.g., Yen carry trade). Without continued weak data or additional market 
instability, we anticipate Chair Powell will downplay the probability of a 50 basis point cut at Jackson Hole.
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Product Views

Rates: Yields across the 2-year to 10-year Treasury curve have fallen below 4.00% following the recent payroll 
report. The 2s-10s curve is now -9bps, the least inverted since July 2022. Market expectations for Federal 
Reserve policy have turned increasingly dovish, with implied rates projected to decline nearly 250 basis points 
over the next two years. While this is not unreasonable, the front-loaded nature of these anticipated cuts (125 
bps for the rest of the year) feels aggressive. We believe better entry points will emerge as markets rationalize 
these expectations. 
Given these dynamics, we have adjusted our stance to a neutral duration. This approach allows for flexibility to 
capitalize on more favorable conditions as the economic outlook and Federal Reserve policies become clearer.
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12 month high

12 month low

Current

Credit: Corporate credit spreads have widened 
following Friday’s payroll report. We still view 
spreads as below fair value, especially given 
concerns around economic deterioration. 
Although high-grade corporate fundamentals 
remain solid, corporate performance will be 
largely impacted by macroeconomic factors.

Securitized: We maintain a strong preference for 
securitized assets, particularly consumer ABS and 
Agency MBS. Despite the recent spread 
tightening in Agency MBS, we foresee additional 
narrowing. Consumer ABS indices have 
outperformed the Aggregate Index this year, a 
pattern likely to persist. Credit fundamentals of 
ABS are robust, and Agency MBS are positioned 
to provide stability in an economic downturn.



The following risks could cause the Strategy’s portfolio to lose money or perform more poorly than other investments.

Investments in bonds and other debt securities will change in value based on changes in interest rates. If rates rise, the value of these investments generally 
drops. Some investors may be subject to the Federal Alternative Minimum Tax and to certain state and local taxes.

Investing in fixed income products is subject to certain risks, including interest rate, credit, inflation, call, prepayment, and reinvestment risk. Any fixed-income 
security sold or redeemed prior to maturity may be subject to substantial gain or loss.

DISCLAIMER

This material is not an offer or solicitation for the purchase or sale of any financial instrument in any jurisdiction, nor is it a commitment by Academy Asset 
Management or any of its subsidiaries (collectively “AAM”) to enter into any transaction referenced herein. All information provided by AAM herein is indicative, 
is based on certain assumptions and current market conditions and is subject to change without notice. Accordingly, no reliance should be placed on the 
information herein. In deciding whether to enter into any transaction or strategy referenced herein, the recipient should rely solely on the final documentation 
which will contain the definitive terms and conditions relating to any referenced transaction or strategy. 

These materials have been provided for illustrative purposes only and should not be relied upon by you in evaluating the merits of investing in any securities or 
strategies mentioned herein. Past performance is not a guide to the future. Any forecasts, opinions, and statements of financial market trends expressed are 
AAM’s own at the date of this document and may be subject to change without notice. Any research in this document has been obtained and may have been 
acted upon by AAM for its own purpose. The results of such research are being made available as additional information only and do not constitute investment 
advice. The value of investments and the income from them may fluctuate in accordance with market conditions and taxation agreements and investors may 
not get back the full amount invested. Both past performance and yield may not be a reliable guide to current and future performance. Changes in exchange 
rates may have an adverse effect on the value, price or income of the product or underlying overseas investments. AAM makes no representation or warranty 
regarding the accuracy or completeness of the information herein. AAM is not an advisor to any person who receives information on any referenced 
transaction. 

The recipient must make an independent assessment of legal, credit, tax, regulatory, and accounting issues and determine with its own professional advisors 
any suitability or appropriateness implications of any transaction referenced herein in the context of its particular circumstances. AAM assumes no 
responsibility or liability whatsoever to any person in respect of such matters. AAM, or any connected or associated person, may hold long or short positions or 
derivative interest in or act as a market maker in the financial instruments of any issuer referred to herein or act as the underwriter, distributor, advisor, or 
lender to any such issuer. AAM may conduct trading activities, including hedging, in connection with any transaction referenced herein which may have an 
adverse impact on the recipient. 
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