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Macro Matters provides a concise, comprehensive look
at macroeconomic themes that matter to clients.

Sentiment: Down for the market,

up for central banks
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Growth: More weakness ahead

Most of August’s growth numbers pointed to a gradually slowing
U.S. economy from healthy levels, and the market reacted much
more sensitively to it. High interest rates in the U.S. and a rate hike
by the Bank of Japan triggered further deterioration in market
sentiment—Ileading the S&P 500 Index to experience a short-

term drop of nearly 10% at one point in August, and uncertainty
increased to levels last seen during the COVID crisis, as seen in the
chart below.

EQUITY MARKET VOLATILITY RECENTLY SPIKED TO LEVELS LAST SEEN
DURING THE COVID CRISIS IN 2020
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Sources: Allspring and Bloomberg Finance L.P., 24-Aug-18 through 24-Aug-24
*Chicago Board Options Exchange (CBOE) Volatility Index (VIX)
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Key takeaways
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Growth: Market sentiment is deteriorating. Given
weakening in U.S. survey and hard data (such as labor
market numbers), market sentiment toward growth has
shifted downward more markedly lately. The volatility in
market sentiment increased sharply although the actual
hard data remained reasonably robust. Outside the
U.S., U.K. growth improved in the second quarter, while
Europe’s economy has been held back by Germany’s
weak growth. In China, data suggest ongoing caution in
consumer sentiment and fixed income investments as
equity and property markets struggle.

Inflation: It continues grinding lower globally.

U.S. and international inflation rates continue moving
toward the inflation target. While rents have kept U.S.
inflation above target, momentum points downward.
Outside the U.S., we see prices stabilizing around their
targets, with China—the outlier—still experiencing very
low inflation.

Rates: U.S. monetary policy should loosen from
September onward. The Federal Reserve (Fed) will likely
lower rates for the first time in September as weaker
growth data warrant looser monetary policy. We expect
a cut of 25 basis points (bps; 100 bps = 1.00%) although
some market participants expect a larger cut. Outside
the U.S., we expect the European Central Bank (ECB) to
cut at least two more times after a summer pause and
the Bank of England (BoE) to also make another cut.
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Market sentiment recovered quickly, though, and investors
focused back on fundamentals. U.S. retail sales indicated
continued consumer confidence, and surveys pointed to the
potential for real growth of about 2% for the third quarter. All
eyes will be on the labor market, with the latest revisions to
nonfarm payrolls confirming a weaker employment trend.

Internationally, growth data have remained mixed with some
mild signs of stabilization. U.K. second-quarter growth data
was largely supported by government spending while private
consumption remained weak. In Europe outside of the U.K.,
survey indications of Germany’s economic weakness are likely
to drag European growth down. While China’s growth data
appear stabilized, retail sales numbers confirm that private
consumption is way below its pre-COVID trend.

Inflation: Downward trend amplified by
weaker growth

The latest U.S. inflation reading confirmed our predicted
downward inflation trend, with core inflation at 3.2%. While rents
and food prices have slowed its decline, our inflation framework
indicates the year-over-year number is likely to stabilize further.

Internationally, inflation is at or very close to target. U.K. inflation
is close to target. European data point to further moderation

of prices after summer as wage negotiations settle at lower
levels, putting less upward pressure on prices. In China,
inflation remains very low. Producer prices remain negative, and
consumer sentiment is very weak.

Rates: From divergence to convergence

During August, the probability of a September rate cut by

the Fed shifted considerably. Markets started to price in an
emergency cut of 50 bps rather than a normal starting point of
a 25-bp cut. However, despite weaker growth data, the labor
market remains robust, real earnings are positive, and financial
conditions remain stable. We believe a 25-bp cut in September
followed potentially by two more rate cuts by year-end is the
most likely outcome as both growth and inflation data continue
to weaken.

Outside the U.S., growth and inflation remain weaker, so more
cuts are justified. The BoE has joined other European central
banks in cutting interest rates. While inflation is stickier in the
U.K., growth is likely to remain sluggish. We believe the BoE may
make one to two more cuts this year. For the ECB, continued
weak growth in Germany and core Europe makes it easier to cut
rates possibly two to three more times by year-end.
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Implications for fixed income

Conditions have become increasingly favorable for U.S. fixed
income during 2024. While inflation’s pace of decline was slow,
and robust U.S. growth contributed to keeping interests high, the
tide has now shifted toward an environment of steady growth
deceleration and lower prices. Recent equity volatility also
strongly supported bond prices: The interest rate market started
to price a more aggressive rate-cutting cycle for the remainder
of 2024 through 2025. While we remain constructive for U.S.
growth, further slowdown is likely given a weakening labor
market and consumers’ shift toward spending less and saving
more. This environment should support government bonds

and high-quality corporate bonds. Higher-yielding bonds might
experience bigger price swings from more volatile spreads, but
the overall carry remains attractive as long as the U.S. economy
avoids a recession. We continue favoring bonds with lower- to
medium-term durations and higher quality in the U.S. that should
benefit from interest rate cuts later this year.

International bonds have remained supported by low growth and
inflation, and real yields have continued improving with falling
inflation. We believe emerging market bonds should also benefit
from a weaker U.S. dollar.

Implications for equities

Despite their recently higher volatility and downside risk over
the short term, we remain constructive on equities for this year.
Earnings have been mixed but generally surprised on the upside.
While the information technology sector has underperformed
lately, U.S. equities overall have outperformed international
markets given the higher volatility in some international
currencies, such as Japan’s. In terms of market impact, we
expect U.S. elections will move to the forefront over the short
term, primarily from a relative sector perspective. However,
absolute performance will likely remain dominated by the
prospects of monetary easing and the U.S. economic outlook.

We expect the equity rally to continue and to broaden beyond
U.S. mega caps into U.S. small caps and international equities,
including emerging markets. Cheaper valuations, lower

real rates, and weaker currencies all support their potential
outperformance. We believe focusing on quality and valuation
remains a prudent approach.
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Implications for multi-asset portfolios

While bonds rallied strongly, equities corrected—although they
recovered most of their losses, equities remained below previous
highs. A 60% equities/40% bonds exposure, though, regained its
previous high as bonds held on to gains and equities recovered.
We continue to like both bonds and equities over inflation-
sensitive assets such as commodities. Within equities, we've
broadened our exposure to cheaper European equities. Within
bonds, we continue to prefer shorter maturities over longer ones
because we expect the yield curve to steepen.

The U.S. dollar has weakened more meaningfully lately. In our
view, any further weakening would strengthen the case for
exposure to emerging markets in both equities and fixed income.

Potential allocations based on today’s environment

The table on the right depicts our views on short-term trends.
These perspectives are developed using quantitative analysis of
data over the past 30 years overlaid with qualitative analysis by
Allspring investment professionals. The positioning of each bar in
the table shows the direction and magnitude of an overweight.
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Il Current month’s positioning
I rrevious month’s positioning

Direction of overweight

Broad allocation |
Global bonds = Global equities
Equities
Developed markets - Emerging markets
u.s. E International
Defensive - Cyclical
Interestrates
Lower = Higher
Bond yield curve
Flatter = Steeper
Credit spreads
Wider = Narrower
U.S.dollar
Stronger .. Weaker

Forillustrative purposes only.

Source: Allspring Systematic Edge—-Multi-Asset, based on the team'’s analysis of current data and
trends for each category of assets.
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For further information Contact details

We're committed to thoughtful investing, purposeful planning, FOR U.S. INVESTORS ONLY

and the desire to deliver outcomes that expand above o ) ) )

and beyond financial gains. Visit our website at « For retail clients, contact your financial advisor.
www.allspringglobal.com. « To reach our intermediary sales professionals, contact your

dedicated regional director, or call us at +1-866-701-2575.

« To reach our institutional investment professionals, contact
your existing client relations director, or email us at
Allspringlnstitutional@allspringglobal.com.

« To reach our retirement professionals, contact your
dedicated defined contribution investment only specialist,
or call us at +1-800-368-1370.

FOR EMEA and APAC INVESTORS ONLY

« To reach our EMEA- and APAC-based
investment professionals, contact us at
Allspringlnternational@allspringglobal.com.

FOR SUSTAINABLE INVESTING

« To discuss sustainable investing solutions, contact
Henrietta Pacquement, head of Sustainability, and
Jamie Newton, deputy head of Sustainability, at
henrietta.pacquement@allspringglobal.com and
jamie.newton@allspringglobal.com.

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

The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market-value-weighted index with each stock’s weight in the index proportionate to its market value.
You cannot invest directly in an index.

The Chicago Board Options Exchange (CBOE) Volatility Index (VIX) is a calculation designed to produce a measure of constant, 30-day expected volatility of the U.S. stock market, derived from real-time, mid-
quote prices of S&P 500® Index (SPX) call and put options. You cannot invest directly inanindex.

This material is provided for informational purposes only and is for professional, institutional, or qualified clients/investors (as defined by the local regulation in the respective jurisdiction). Not for retail use outside the U.S.
THIS DOCUMENT AND THE INFORMATION WITHIN DO NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.
Allspring Global Investments™ (Allspring) is the trade name for the asset management companies of Allspring Global Investments Holdings, LLC, a holding company indirectly owned by certain private funds of GTCR LLC
and Reverence Capital Partners, L.P. Unless otherwise stated, Allspring is the source of all data (which is current or as of the date stated); all investments contain risk; contentis provided for informational purposes only
with no representation regarding its adequacy, accuracy, or completeness and should not be relied upon; views, opinions, assumptions, or estimates are not necessarily that of Allspring and are subject to change without
notice; and this communication does not contain investment advice, an investment recommendation, or investment research, as defined under local regulation of the respective jurisdiction.
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