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"Darknessis drawnto light,
but light doesn’t know it;
Light must absorb the
darkness, and therefore
meet its own extinguishment.

/)

Edna O'Brien, acclaimed Irish novelist,
poet and playwright
(Dec 15,1930 - July 27,2024)
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US “Hard Landing” Risk Rising, but Still Premature

Due to a number of structuralfactors in the post-COVID economy, the impact of the Fed’s accelerated
tightening cycle hastaken longerto hitthe real economythanthe 12-18 monthsof historic cycles. While
numerous economic metricshave weakened in 2024, many ofthem remain quite resilient (inflation
declining rapidly, retail sales still robust, ISM services index in expansionary territory, unemployment
rate low by historic standards, elevated labor force participation, positive “real” wage growth).

Key economic metrics

Metric Dec 2023 Current Change Metric Dec2023  Current Change

Headline inflation (y/y) 3.4% 3.0% ‘ USt unemployment 3.7% 4.3% '
rate

Core inflation (y/y) 3.9% 3.3% ‘ Labor force 62.5% 62.7% f

. participation o ’

UofM consumer

sentiment 69.7 ol ‘ Wage growth 4.3% 3.6% ‘

US savings rate 3.6% 3.4% ‘ Monthly change in +290k +114k ‘
nonfarm payrolls

Rl salzs G 5.5% 2.3% ‘ )
;% month avg. change +212k +170k ‘

Consurmer loan in nonfarm payrolls

. . 2.61% 2.68% f o .

delinquencies Initial jobless claims 206k 243k '

ISM manufacturing (3-month avg.)

i 47.1 46.8 ‘

ihaex JOLTS job openings 8.9 mn 8.2mn ‘

ISM services index 50.5 51.4 f Oute rate 5 29 2 1% ‘

o, _ )

Durable goods (y/y) Silte 20 ‘ New home sales 654k 617k ‘

Estimated 2024 o

S&P 500 earnings 5.5% 10.8% f Existing home sales 3.88 mn 3.89mn '

Source: (1) Bloomberg. Fed. Data asof August 5, 2024. FactSet Earnings Insight (Aug 2,2024).
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Softer Labor Data Sparks Market Sell-Off

Softer labor data late last week triggered the “Sahm rule” (3-month moving average unemployment
rate rose 50 bps above the prior 12-month low), precipitating a significantsell-off in globalrisk assets.
At4.3%, however, the unemployment rate is significantly lowerthanthe 6.1% average base rate the
last 14 timesthe Sahm rule was triggered. Further, the uptick in unemployment was driven more by
increasing labor participationratherthan a highernumber of permanentjob losses.

US unemployment rate US nonfarm payrolls, monthly change, thousands
12%
Jul 2020: 1% 1000
10.2%

4.0% 4.3%

0%
2000 2024

Apr 2023: i
3.4% Jul 2024:

(54 Year Low) 4.3%

114k

0% 0
Jul-2020 Jul-2024 2021 2022 2023 2024
Source: (1-2) Bloomberg. Data as of August 5, 2 024.
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Market Repricing for More Accelerated Easing

Markets began the yeartoo dovish,and by early summer, the Fed and the markets had become too
hawkish. Today, the markets are pricingin the “possibility” of an inter-meeting rate cutin August, two
rate cuts by September, and fourrate cuts by yearend.

Market implied total 2024 Fed rate cut expectations, bps

Jan 2024:
- 168 bps Market expectation's for
Sept. FOMC meeting:
49 bps (~2 cuts)
Aug 2024
Nov 2023: 114 bps

83 bps i

Fed 2024 total rate cut

expectations (Mar forecast):

75 bps
" Apr 2024 J-un-e Eeg -
Nov-2023 28 bps forecast: Aug-2024

25 bps

Source: (1) Bloomberg. Data as of August 5, 2024.
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Rates Rally Sharply on Recession Fears

2yearUST
5.30%
4.25%
: 3.90%

1H 2024: Jul-Aug:
+ =

2505 50 bps (-86 bps)

Jan-2024 Aug-2024

Source: (1-2) Bloomberg. Data as of August 5, 2 024.
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10 year UST

4.80%

3.88%

3.50%

Jan-2024

L 3.78%
1H 2024: Jul-Aug:
+52bps (-62bps)

Aug-2024



Modest Equity Market Correction Following Historic Rally

S&P 500

Jul 16, 2024 peak:
$5,667

$5,186

+38% (-8.5%)
$4,117

Oct-2023 Aug-2024

Source: (1) Bloomberg. Data as of August 5, 2024.
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USD Credit Spreads Still Well Below LT Averages

Prior to recent volatility, USD credit spreads were trading near multi-decade tights, “pricing to
perfection”the Fed's abilityto engineera softlanding. The spread wideningin recent weeks has been
substantive, though still modest by both the standards of LT averages and volatility episodes

historically.

G OAS GFC peak: HY OAS GFC peak:
100 618 bps 200 1,971 bps
= ' =

1
1

LT avg:
LT avg:
150 bps 525 bps - -
359 bps
May 2024 low: 85 bps May 2024 low: 289 bps
40 150
1989 1996 2003 2010 2017 2024 1994 2000 2006 2012 2018 2024

Source: (1-2) Bloomberg. Data as of August 5, 2 024.
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Volatility Induced Spread Decompression

BB-BBB spreads

100 bps
80 bps
57 bps
(-23 bps) +43 bps
Jan-2024 Aug-2024

Source: (1) Bloomberg. Data as of August 5, 2024.
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Energy Repricing for Lower Demand Outlook

WTI
$82
$73
$72
1H 2024: Jul-Aug:
+14% (-10%)
Jan-2024 Aug-2024

Source: (1-2) Bloomberg. Data as of August 5, 2 024.
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Brent

$77

Jan-2024

1H 2024:
+12%

$76
Jul - Aug:
(-12%)
Aug-2024
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decision to enterinto a transaction will be yours alone, notbased on information prepared or provided by MUFG. MUFG hereby disclaims any responsibility to
you concerningthe characterization oridentification ofterms, conditions, and legal oraccounting or otherissues orrisks thatmayarise in connection with any
particulartransaction or business strategy. MUFG is notacting and does notpurportto actin any way as an advisororin a fiduciary capacity.

Certain information contained in this presentation has been obtained or derived from third party sourcesand suchinformation is believedto be correctand
reliable buthas notbeenindependentlyverified. While MUFG believesthatfactual statements hereinand anyassumptions on which information herein are
based, are in each case accurate, MUFG makes no representation or warranty regarding such accuracyandshallnotbe responsib le foranyinaccuracyin such
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preparedthem,and MUFG is underno obligation to ensure thatsuch otherreports are broughtto your attention. Furthermore, the information may notbe
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containedin this presentation. This presentation is notintended to forecastor predictfuture events. Pastperformanceis nota guarantee orindication of
future results. Any prices provided herein (otherthan those identified as being historical) are indicative onlyand do notrepresentfirm quotes as to either price
or size. This presentation has been prepared bymembers of our capital markets strategyteam and does notnecessarilyreprese ntthe MUFG "house” view.

This presentation is proprietaryto MUFG Securitiesand maynot be quoted, circulated or otherwise referred to without our priorwritten consent.
Notwithstanding this, MUFG Securitiesshall notbe liablein anymannerwhatsoeverforanyconsequencesorloss(including bu tnotlimited to any direct,
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IRS Circular230Disclosure : MUFG Securities does notprovide tax advice. Accordingly, any discussion of U.S. tax matters included herein (including any
attachments) is notintended orwritten to be used, and cannotbe used, in connection with the promotion, marketing orrecomm endation byanyone not
affiliated with MUFG Securities ofany ofthe matters addressed herein orforthe purpose ofavoiding U.S. tax-related penalties.

The MUFG logo and name is aservice mark of Mitsubishi UFJ Financial Group, Inc., and maybe usedbyitor other Group companies for branding or
marketing purposes. Group companies include MUFG Bank, MUFG Americas Capital Leasing & Finance, LLC, Mitsubishi UFJ Trustand Banking Corporation,
and MUFG Securities Americas Inc. Corporate or commercial lending or depositactivities are performed by banking affiliates o fMUFG, including, in the
United States, MUFG Bank.

FLOES™ s aservice mark of MUFG Securities Americas Inc.

© 2024 Mitsubishi UFJ Financial Group Inc. All rights reserved.
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