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JOB LOSSES SIGNAL RECESSION
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Payroll jobs rose 150K this month with big downward revisions of 101K in the prior two months. The
150K number would have been greater without the auto workers strike worth 33K jobs that depressed
manufacturing employment. The demand for labor is slowing which is good news for the inflation fight,
and wage pressures as well have come off the boil and this will help the Fed bring inflation down
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under control. Prices are not

Payroll jobs fall from February 2020 peak as recession began

. . 44 months
going to go Into reverse so Feb 20
. . Data in thousands Oct23 Sep 23 Aug 23 Oct 23 Oct 23 Feb 2020
voters are still likely to say | onfarm Payroll Employment 150 297 165 4552 156,923 152,371
W I Total Private (ex-Gowvt) 99 246 114 4,531 134,031 129,500
they dont ||ke the economy’ Goods-producing -11 28 28 560 21,639 21,079
H i Mining 1 0 1 -40 598 638
but at least in the fUture’ prices Manufacturing -35 14 -2 175 12,960 12,785
will not go up as quick|y_ Motor Vehicles & parts -33 9 -4 60 1,045 985
. Computer/electronics -2 -3 -4 16 1,097 1,081
Average hourly earnings rose Food manufacturing 6 3 4 73 1,727 1655
. . Construction 23 13 30 425 8,033 7,608
just 0.2% in October to 4.1% Specialty trade contractors 14 4 17 1,165 598 4821
year-on-year, the weakest Private Service-providing 110 218 86 3,971 112,392 108,421
. . Trade, transportation, utilities -1 43 -28 1,138 28,884 27,746
monthly  increase  since Retail stores 1 13 6 26 15546 15520
Feb 2022 General Merchandise 1 3 -5 115 3,180 3,066
eoruary ' Food & Beverage stores 3 1 1 129 3,253 3,124
Transportation/warehousing -12 13 -27 901 6,686 5,786
Truck transport -5 13 -31 59 1,579 1,520
Net. net, the labor market has Air transportation 4 5 3 38 555 517
' ’ . Couriers/messengers 3 2 2 263 1,128 865
not stopped growing more Warehousing and storage -11 -5 -6 554 1,871 1,317
i i Information -9 -4 -22 119 3,027 2,908
jobs, but the recession alarm Computing, data, web hosting -1 -4 2 132 495 363
. . Financial -2 2 1 284 9,153 8,869
bells are starting to ring Insurance 1 4 3 106 2,957 2851
f i Real Estate 5 6 2 79 2,444 2,365
because of rnsing Commercial Banking -6 -3 -2 -37 1,361 1,398
unemployment and Securities/investments 1 0 3 124 1,090 966
Professional/business 15 17 8 1,590 23,027 21,437
joblessness. There were 849 Temp help services 7 9 -10 65 2,949 2,884
J i Management of companies -3 1 7 41 2,524 2,483
thousand more unemployed in Architectural/engineering 3 1 2 140 1,687 1,548
. Computer systems design 7 0 5 290 2,525 2,234
October than there were in Legal services 0 4 -3 18 1,182 1,164
. G ; Accounting/bookkeeping 0 0 -5 126 1,159 1,033
Aprll' 6.506 million in total. Education and health 89 78 105 1,116 25,692 24,576
Despite the mixed Private Educational services 12 9 9 165 3,963 3,798
Hospitals 18 14 15 147 5,383 5,236
employment report, Fed Ambulatory health care 32 30 40 675 8,542 7,867
. . Leisure and hospitality 19 74 8 -223 16,722 16,945
officials are likely to take the Hotel/motels 7 12 6 221 1,892 2,113
. Eating & drinking places -8 48 -9 -14 12,325 12,339
view that labor market ? 9P
. . . Government 51 51 51 21 22,892 22,871
conditions are coming Into Federal ex-Post Office 2 6 6 83 2,343 2,260
State government 10 10 18 -36 5,281 5,317
better balance and the news State Govt Education 3 7 7 64 2549 2613
Local government 38 37 24 -39 14,660 14,699
today all but ends the chance Local Gowt Education 26 11 21 53 8003 8,056
of another interest rate hike
this year. The economy may not Monthly changes (000s) Oct Sep Aug Jul Jun
_ _ o Payroll employment 150 297 165 236 105
be falling off a cliff yet, but it is just |private jobs 99 246 114 145 86
inches from the brink as the Fed'’s |Leisure/Hospitality jobs 19 74 8 38 26
massive rate hikes are finall HH Employment Survey* -348 86 222 268 273
y Unemployment rate % 3.9 3.8 3.8 3.5 3.6
starting to have their desired |Participation rate % 62.7 62.8 62.8 62.6 62.6
effect. No one wants a recession, Not in labor force (min) 99.914 99.498 99.374 99.899 99.850
. . . ... and Want A Job (mIn) 5373 5450 5370 5.247 5.389
but it is starting to ook like one, |average hourly earnings ~~ $34.00 $33.93 $33.82 $33.73 $33.60
especially if you are one of the MTM % Chg 0.2 0.3 0.3 0.4 0.4
YOY % Chg 4.1 4.3 4.3 4.3 4.4

Americans who are unemployed.
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It is a good thing the Fed is counting on rising bond yields to tighten policy so they do not have to do
another rate hike. The 10-yr 2023 yield high was 5.02% on Monday, October 23 when Ackman
covered his short as we all did, and now almost two weeks later the yield closed Friday night at 4.52%
which is 50 bps on our HP 12C calculator. Bond yields fell 20 bps on Wednesday, mostly due to the
Treasury’s quarterly refunding announcement at 830am that was somewhat less than expected. They
are selling $112 billion 3-yr, 10-yr, 30-yr coupons next week, where at the August refunding they sold
$103 billion. On Friday, 10-yr yields fell 14 bps from Thursday as the 150K gain in payroll jobs was
less than expected; bond prices went up spectacularly and so did the stock market. The S&P 500
rallied 5.9% this week and is up 13.5% YTD. Focus ahead is on the gap at the 4,400 level.

Apple, Inc. AAPL $176.65 up 36.0% YTD

Apple was $177.57 on Thursday before earnings after the bell. Differing reports on what the Street
did not like. Maybe sales have fallen year-on-year for four straight quarters; fiscal Q4 -0.7% at $89.5
billion. On September 6, the stock dropped 3.6% from $189.70 after a report China was restricting
iPhone use by government officials. Cook said China sales were strong for this quarter. Overall, the

upcoming holiday quarter
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FEDERAL RESERVE POLICY

The Fed met October 31-November 1, 2023 to
consider its monetary policy. Is policy sufficiently
restrictive, that’s the focus. Nothing about stopping
or rate cuts. The decision to hike again will be made
on a meeting by meeting basis. That's what Powell
said in Q&A. Reporters tried to get his thoughts on
whether the bond market was doing the heavy lifting
so the Fed did not need to raise rates. 10-year yields
were 4.41% after the Fed’'s last decision on
September 20, and were 52 bps higher at 4.93% at
Tuesday’s close, before falling a spectacular 20 bps
Wednesday to 4.73% after the Fed decision, or
rather after the Treasury refunding announcement

fwd: Bonds

Selected Fed assets and liabilities Change

Fed H.4.1 statistical release from

billions, Wednesday data 1-Nov 25-Oct 18-Oct 11-Oct  3/11/20%|  3/11/20

Factors adding reserves toNov 1

U.S. Treasury securities 4872.601 4912.200 4913.457 4928.507| 2523.031| 2349.570

Federal agency debt securities 2.347 2.347 2.347 2.347 2.347 0.000

Mortgage-backed securities (MBS) 2462.907 2462.907 2479.652 2479.726| 1371.846| 1091.061

Repurchase agreements 0.001 0.001 0.000 0.000{ 242.375| -242.374

Primary credit (Discount Window) 2.951 3.170 2.962 2.580] 0.011 2.940

Bank Term Funding Program 109.070 109.068 108.818 108.884

FDIC Loans to banks via Fed 46.790 48.256 53.156 58.257

Paycheck Protection Facility 4.343 4.495 4.633 4777

Main Street Lending Program 19.144 19.038 19.011 19.409

Municipal Liquidity Facility 5.643 5.641 5.638 5.635

Term Asset-Backed Facility (TALF I1) 1.019 1.223 1.222 1.221

Central bank liquidity swaps 0.246 0.252 0.231 0.230 0.058 0.188

Federal Reserve Total Assets 7917.2 7958.6  7983.9  8002.7| 4360.0| 3557.131

3-moenth-tiber % SOFR % 5.32 5.30 5.30 5.31 1.15 4.170

Factors draining reserves

Currency in circulation 2325.298 2323.027 2324.467 2328.017| 1818.957| 506.341

Term Deposit Facility 0.000 0.000 0.000 0.000]| 0.000]| 0.000

U.S. Treasury Account at Fed 753.008 847.717 841.103 713.000| 372.337| 380.671

Treasury credit facilities contribution 13.358 13.358 13.358 13.358

Reverse repurchases w/others 1079.462 1100.617 1150.781 1239.382 1.325| 1078.137

Federal Reserve Liabilities 4602.528 4694.586 4733.636 4687.650| 2580.036| 2022.492

Reserve Balances (Net Liquidity) 3314.630 3263.971 3250.230 3315.650| 1779.990| 1534.640
Treasuries within 15 days 82.056 84.484 83.503 48.629 21.427 60.629
Treasuries 16 to 90 days 203.839 237526 240.051 264.135| 221.961| -18.122
Treasuries 91 days to 1 year 603.077 584.783 584.932 602.710| 378.403| 224.674
Treasuries over 1-yr to 5 years 1671.544 1682.776 1682.577 1690.875| 915.101| 756.443
Treasuries over 5-yrs to 10 years 807.863 818.580 818.473 818.366| 327.906| 479.957
Treasuries over 10-years 1504.222 1504.050 1503.922 1503.793| 658.232| 845.990

Note: QT starts June 1, 2022 Change 11/1/2023 6/1/2022

U.S. Treasury securities -898.178 4872.601 5770.779

Mortgage-backed securities (MBS) -244.539 2462.907 2707.446

**March 11, 2020 start of coronavirus lockdown of country

at 830am ET had less supply than anticipated and yields plummeted to as low as 4.78% before the

Fed’s 2pm ET press statement.

The stock market mostly followed bonds during the press conference, but clearly reacted negatively
when Powell took the first question and answered they were not confident yet. We guess he goes back
and forth on whether policy is restrictive at 5.5% because it was just on October 19 that he sent bond
prices and the stock market down when he said policy was not too tight. Stocks rebounded later on
Wednesday when Powell said they were close to the end of the hiking cycle, citing the FOMC
September 2023 rates forecast where a “small spread of people think one or two additional hikes.” Not
sure what he meant on spread: 19 votes, 7 said 5.5%, 12 said 5.75% this year. Anyway, bond market
reaction around the world the next day was that the Fed was finished. Close to the end is good enough.
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Last trade, not settlement price 350 1 Fed does on the Dec 13
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Fed Policy-key variables Long| 545 8 15 2 20 6 3 2 P 3 0 17 o 1
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PCE inflation 33 25 22| 20/ 20
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GDP 214 15 18 1.8/ 18
September 2023 median Fed forecasts

4 fwdbonds.com | 3 November 2023

r 5.70

I 5.65

F 5.60

I 5.55

I 5.50



Economic and Markets Research

OTHER ECONOMIC NEWS

Wages aren’t cooling (Tuesday)

Breaking economy news. The Employment Cost Index for Q3 2023. Wages and salaries in private
industry were 1.1% in Q3 after a slightly lower increase of 1.0% in Q2. Year-on-year the index is 4.5%
higher in Q3 2023 versus 5 percent in 2021 and 2022. Wages at a 4 percent pace will make it harder

for inflation to drop all the way to the Fed’s 2.0% target.

Net, net, wages aren’t cooling, they are still too hot to the touch if you are a worried central banker
hellbent on bringing inflation down and under control. Fed officials threading the needle on setting
interest rates at today’s meeting are likely to stand pat, but future rate hikes are not out of the question
as inflation is still too high and wage pressures will continue to add costs to the price of products that
land on the store shelves across the country. There is a labor shortage with unemployment the lowest
in decades and this keeps wages up and means inflation is not coming down to the Fed'’s target

anytime soon.

6.0

55 A
5.0
4.5 +
4.0 ~
3.5 -

3.0
2.5
2.0
15
1.0
0.5
0.0

fwd: Bonds

Private Industry Employment Cost Index

Wages and Salaries
(Q4/Q4 Percent Changes, Seasonally adjusted)
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Economy not slowing enough (Wednesday)

fwd: Bonds

Breaking economy news. Construction, job openings, and ISM manufacturing data. Private
construction spending eked out a small 0.1% gain in September as commercial, communication, and
power projects offset the decline in manufacturing construction. Manufacturing construction fell 0.4%
in September but is still 62.5% higher than last year due to the flurry of activity in the semiconductor

space. Meanwhile, the Jolts data, that
has moved markets dramatically in
recent months, shows private industry
demand for workers remains robust,
especially for leisure and hospitality.
Job openings had been falling into the
summer to 8.920 million in July, but rose
back to 9.497 million in August and
9.553 million at the end of September.
The Federal Reserve’s last rate hike
was in July, and since then, the labor
market has strengthened as policy
officials have taken their eye off the ball.
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Purchasing managers in manufacturing said conditions took a turn for the worse in October. At least
one piece of the economic puzzle was softer this month for Fed officials trying to add it all up. In fact,
the ISM manufacturing index says the broader economy is back in recession although it has said that

before. ISM says PMI above 48.7 means the economy
is in an expansion phase, and this month the index fell
back to 46.7 from 49.0 in September. The weakness in
employment was pronounced at 46.8 versus 51.2, so
we will see in Friday’s payroll jobs report whether

manufacturing jobs disappear.

ISM manufacturing index

PMI index

Prices

Production

New orders
Supplier deliveries
Employment
Export orders

Oct 23 Sep 23
46.7 49.0
451 43.8
50.4 52.5
455 49.2
47.7 46.4
46.8 51.2
49.4 47.4

Aug 23
47.6
48.4
50.0
46.8
48.6
48.5
46.5

Jul 23
46.4
42.6
48.3
47.3
46.1
44.4
46.2

Net, net, the economy continues to move forward at a speed that is likely to make Fed policymakers
uncomfortable as they sift through the tea leaves and weigh whether interest rates are high enough
to bring inflation under control. Manufacturing activity has slowed somewhat, but construction

spending is adding to growth while the
labor market remains out of balance with
job openings far greater than there are
unemployed Americans to fill them.
Adding it all up, demand in the overall
economy is not slowing down and Fed
officials will question whether they have
done enough. The market has taken rate
hikes down off the table for this year, but
for how long if the labor market remains
tight. Stay tuned.
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Unemployment rolls are rising (Thursday)

Breaking economy news. The day before the biggest economic report in the world, weekly jobless
claims are not looking as good with the total number receiving benefits, continuing unemployment
claims, jumping 35K to 1.818 million in the October 21 week. This is beyond the employment report
“cutoff date” that includes the 12t of the month, but still it represents a red flag for the outlook.

325 325

First-time weekly jobless claims rose selor  Initial unemployment claims
5K to 217K in the October 28 week and | s - S
are off the 200K lows from mid-October R ey A

275 2020 recession 265K Ohio 275

and layoffs are much less than the
recent peak of 265K at the start of the =
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on the unemployment rolls collecting
benefits. Are there not jobs for them to =
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September earlier this week.
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Net, net, the number of Americans on the nation’s unemployment rolls keeps rising and may indicate
job market conditions are not as rosy as thought. Layoffs are up only slightly but the labor market
outlook may be darkening if it shows it is hard for the unemployed to get a job. More jobless workers
receiving more unemployment benefits is never good for the economy. After the big third quarter jump
in economic growth, perhaps the early read in October is that jobs are not as easy to get and growth
is slowing in the fourth quarter of the year. If the Fed is not done with rate hikes, perhaps they should
be. Continuing unemployment claims are rising and this means Friday’s jobs report may disappoint
and that unemployment may be moving higher. Dark clouds are moving back in. Bet on it.
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any event, any decision to enter into a transaction will be yours alone, not based on information prepared or provided by FWDBONDS LLC. FWDBONDS LLC hereby disclaims any
responsibility to you concerning the characterization or identification of terms, conditions, and legal or accounting or other issues or risks that may arise in connection with any particular
transaction or business strategy. While FWDBONDS LLC believes that any relevant factual statements herein and any assumptions on which information herein are based, are in each case
accurate, FWDBONDS LLC makes no representation or warranty regarding such accuracy and shall not be responsible for any inaccuracy in such statements or assumptions. Note that
FWDBONDS LLC may have issued, and may in the future issue, other reports that are inconsistent with or that reach conclusions different from the information set forth herein. Such other
reports, if any, reflect the different assumptions, views and/or analytical methods of the analysts who prepared them, and FWDBONDS LLC is under no obligation to ensure that such other
reports are brought to your attention.
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The articles and opinions in this publication are for general information only, are subject to change, and are not intended to provide specific investment, legal, tax or other advice or
recommendations. The information contained herein reflects the thoughts and opinions of the noted authors only. We are not offering or soliciting any transaction based on this information.
We suggest that you consult your attorney, accountant or tax or financial advisor with regard to your situation. Although information has been obtained from sources we believe to be
reliable, neither the authors nor FWDBONDS LLC vouch for its accuracy, and such information may be incomplete or condensed. Neither the authors nor FWDBONDS LLC shall be liable
for any typographical errors or incorrect data obtained from reliable sources or factual information.

Opinions, estimates, forecasts, and other views contained in this document are those of the FWDBONDS LLC research group, and does not necessarily represent the views of FWDBONDS
LLC or its management. Although the Financial Markets This Week newsletter attempts to provide reliable, useful information, it does not guarantee that the information or other content in
this document is accurate, current or suitable for any particular purpose. All content is subject to change without notice. All content is provided on an “as is” basis, with no warranties of any
kind whatsoever. Information from this document may be used with proper attribution. Alteration of this document or its content is strictly prohibited. ©2023 by FWDBONDS LLC.

By the way, in the way of the usual disclaimers, this is a final legal reminder that there is no investment advice offered or given anywhere in this newsletter or on the fwdbonds.com website.
These are just the things we would like to see before we save, invest, spend, and otherwise plan for the future, which of course is always uncertain.
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