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Market Commentary

Weekly Recap:

Last week Fitch Ratings became the second credit rating agency to downgrade the
sovereign rating of the United States one notch from AAA to AA+ (the first was S&P in
2011). While arguably of no real concern in terms of a direct impact on US borrowing
costs, this move did dampen sentiment and may have contributed to lower stock and
bond prices.

Meanwhile, the Treasury yield curve steepened last week due to a combination of
supply technicals and macroeconomic data. At the front end of the curve, rates were
lower on the week after dropping significantly on Friday thanks to a soft(ish) nonfarm
payroll report. Futures markets discounted the probability of another rate hike this
year, while 1y Treasury yields fell 8bp and 2y yields dropped 9bp.

Conversely, rates rose in the belly and long end of the curve thanks to the
announcement of greater-than-expected supply of new borrowing from the US
Treasury, which in turn contributed to P/E multiple compression, sending stock prices
lower.

The most significant macro data last week was the monthly nonfarm payroll report
from the Bureau of Labor Statistics. While unemployment remains near historic lows,
the report was slightly softer than expected on balance:

* Change in nonfarm payrolls = +187k vs. consensus of +200k (net 2m revision -49k)
* U-3 Unemployment = 3.5% vs. previous month 3.6%

* U-6 Underemployment = 6.7% vs. previous month 6.9%

* Average hourly earnings = +0.4% m/m (prior month was also +0.4%)

* Average weekly hours = 34.3 (down 0.1 from prior month of 34.4)

Albion’'s "Four Pillars":

*Economy & Earnings - The US economy showed resilience in the first half of 2023,
and Wall Street analysts expect full-year corporate earnings to be roughly flat y/y.
Albion's base case expectation is that the US economy will enter recession in the
second half of 2023, putting downside pressure on earnings.

*Valuation - The S&P 500's forward P/E of 19x is above the long run average, so
valuation could be a headwind to future returns. More predictive metrics like CAPE,
Tobin's Q, and the Buffett Indicator (Mkt Cap / GDP) suggest that compound annual
returns over the next decade are likely to be in the mid single digits.

*Interest Rates - Rates rose dramatically in 2022 due to a sharp pivot in monetary
policy, and have remained elevated in 2023 as progress on inflation has been slower
than hoped. Futures markets now imply that the Fed Funds overnight interest rate will
remain unchanged at 5.25-5.50% until at least March of next year.

*Inflation - After reaching 40yr highs in spring of 2022, inflation has moderated
somewhat over the past 12 months. Goods inflation has fallen due to softening
demand and excess inventory, while services inflation remains elevated, in part due to
shelter costs which are somewhat lagged.

Albion's Dashboard of Key Leading E ic Indi s as of 08/04/23

Initial Jobless Claims (228k 4wk m/a) - Stronger: claims have fallen recently after rising in early 2023

Conference Board LEI (-7.8% y/y) - Weaker: has declined significantly since peaking in Dec 2021

Residential Building Permits (1,441k) - Stronger: gradual improvement after early 2023 trough

Corporate Bond Spreads (1.10%) - Stronger: rallied on debt ceiling resolution and easing bank concerns

Treasury Yield Curves (84.4% inv) - Steady: curve has remained almost fully inverted throughout 2023

Consumer Confidence (117) - Stronger: July print was the highest in 2 years

Real Final Sales (+3.0% y/y) - Stronger: has rebounded after a weak first half of 2022

Legend: « = All Clear; = Caution; e = Strong Warning
Chart of the Week: Monthly Nonfarm Payrolls Added

thousands

Source: Bureau of Labor Statistics

800
700
600
500
400
300 187k
200
100
0
d D H o H D Hd o S N NN NN NN NN NN N MO ® o ® oo
AR R R R R I I R LA I B B B I e
EA L LS At el it il bag oL tElD
o o 3 I=3 o o 3 =3 o o 3
5288533733888 888833285¢888¢882§8373

Weekly Market Recap - 08/04/23

Market Data

Index Total Returns (%)

Equity Indices Close 1 Week MTD YTD 1Year 3y Cum.
S&P 500 4,478 -2.3% -2.4% 17.8% 9.7% 42.0%
Dow Jones Indus. Avg. 35,066 -1.1% -1.4% 7.0% 9.5% 38.9%
NASDAQ 13,909 -2.8% -3.0% 33.5% 10.3% 30.1%
S&P Midcap 400 2,447 -1.3% -1.7% 1.4% 9.6% 48.1%
Russell 2000 (Small Cap) 1,754 -1.2% -2.3% 12.1% 4.3% 34.0%
MSCI EAFE (Int'l Dev Mkt Eq) 2,143 -2.4% -2.5% 12.9% 14.2% 26.6%
MSCI EM (Emerging Mkt Eq) 1,018 -2.4% -2.7% 8.7% 5.7% 1.8%
MSCI World 2,987 -2.3% -2.5% 16.0% 10.0% 33.9%
S&P Global 1200 3,295 -2.3% -2.4% 15.9% 10.8% 35.4%
Index Total Returns (%)
Fixed Income Yield 1 Week MTD YTD 1Year 3y Cum.
10y U.S. Treasuries 4.03% -0.6% -0.7% 0.2% -8.0% -21.8%
U.S. Bonds (Aggregate) 4.91% -0.6% -0.7% 1.3% -4.1% -13.5%
Global Bonds 3.89% -0.8% -0.7% 1.4% -3.6% -16.8%
U.S. Munis 3.72% -1.3% -1.2% 1.8% -0.6% -4.3%
U.S. Investment Grade Corp 5.55% -0.8% -1.0% 2.5% -2.6% -13.6%
U.S. High Yield Corporates 8.51% -0.4% -0.6% 6.2% 2.9% 5.4%
Levels (%)
US Interest Rates 8/4/23 7/28/23 7/31/23  12/30/22 8/4/22 8/4/20
2y Treasuries 4.76 4.87 4.88 4.43 3.04 on
10y Treasuries 4.03 3.95 3.96 3.87 2.69 0.51
30y Treasuries 4.20 4.01 4.01 3.96 2.97 119
Fed Funds (Effective Rate) 5.33 5.33 5.33 4.33 2.33 0.10
SOFR (USD) 5.30 5.30 531 4.30 2.29 0.09
30y Fixed Mortgage 6.92 6.80 6.80 6.41 4.99 299
Levels
Commodity Prices 8/4/23 7/28/23 7/31/23  12/30/22 8/4/22 8/4/20
Oil (WThH 82.82 80.58 81.80 80.26 88.54 4170
Gasoline 3.83 3.75 3.78 3.20 41 218
Natural Gas 2.58 2.64 263 4.48 8.12 219
Gold 1,943 1,959 1,965 1,824 1,791 2,019
Levels
Currency Crosses 8/4/23 7/28/23 7/31/23 12/30/22 8/4/22 8/4/20
$ per £ 1.27 129 1.28 121 122 1.31
$ per € 110 110 110 1.07 1.02 118
¥ per$ 141.8 141.2 142.3 1311 132.9 105.7
$ per Bitcoin 28,938 29,342 29,207 16,579 22,514 1,214
Macroeconomic Data Value Date | Next Rel.
Fed Funds Target (Floor) 5.25% 08/04/23|09/20/23
Inflation (Core PCE Deflator) 4.1% 06/30/23| 08/31/23
Inflation (Headline CPI) 3.0% 06/30/23| 08/10/23
Unemployment (U-3) 3.5% 07/31/23 | 09/01/23
GDP Growth (Q/Q SAAR) 2.4% 06/30/23|08/30/23
ISM Manufacturing PMI 46.4 07/31/23 | 09/01/23 Data Sources:
Consumer Confidence 17.0 07/31/23 | 08/29/23 Bloomberg, FactSet

Sector Total Returns for the Week Ending 08/04/23
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YTD Sector Total Returns as of 08/04/23
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