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HAVE YOU EVER
SEEN THE RAIN?
Stocks rose on a bad jobs report. 
Both of those things were true at once.
Creedence Clearwater Revival asked the question in
1971, and anyone who has spent a summer in
Florida knows the feeling exactly: rain coming down
on a sunny day. You stand there deciding whether to
run for cover or carry on, and more often than not the
sun is still out when it passes.

Markets spent the first week of August doing precisely that. The economy shed 23,000 jobs and the S&P 500
gained 3.6% in the same week. It is worth remembering where we stood in March. Our note that month was
titled Turn! Turn! Turn!, written with the S&P 500 down 4% for the year and the VIX above 30, and it argued
for staying diversified and staying invested. Since then the index has gained roughly 19% and equity volatility
has fallen to its lowest level of 2026. That is the case for discipline in a single paragraph, and it is why the
question that matters now is whether this is the calm or the storm.

THE NUMBER THAT CHANGED THE CONVERSATION
On August 7 the Bureau of Labor Statistics reported that the U.S. economy lost 23,000 jobs in July, the second
monthly decline of 2026 after payrolls fell 92,000 in February and one of several negative prints over the
past eighteen months. The revisions mattered more. A combined 103,000 jobs came out of the May and June
figures, and June now stands at 20,000 rather than the 57,000 first reported, bringing the twelve-month
average to 34,000 a month. Unemployment actually fell to 4.1%, though participation has dropped 0.7
percentage points since January, so the lower rate reflects a shrinking labor force rather than people finding
work.

Inflation supplied the other half. July CPI eased to 3.4% and core came down to 2.5% year-over-year. Shelter
accounting for approximately two-thirds of the monthly increase. However according to WisdomTree, using
more real-time shelter data would have seen CPI and Core CPI drop to 2.5% and 1.5% year-over-year,
respectively. Producer prices followed on August 13, unchanged on the month with the annual rate down to
4.7% from 5.5%, as energy fell 3.1% and food posted its largest decline of the year. In our June note we
wrote about inflation climbing toward 4.2% and a Federal Reserve with very little room to help. The same
morning delivered the counterweight, with jobless claims rising to 209,000, still a low number but drifting the
wrong way. Sunshine and rain in a single 8:30 release.
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Stocks rallied hard on the weak employment report, and we want to be direct about why, because it is not
intuitive. Markets were not celebrating job losses. They were repricing the Federal Reserve. The argument for
raising rates rested on a labor market strong enough to sustain wage and price pressure, and that foundation
gave way in a single report. Futures had implied roughly a 60% chance of an increase a few weeks ago.
They now put the probability of no change at the September meeting at 64%, and most of the remaining odds
still favor a hike rather than a cut, so the market is pricing a pause, not relief.

Households are feeling none of it. May consumer sentiment of 44.8 was the lowest reading in the history of
the survey and July recovered only to 55.2, even as retail sales grow and unemployment sits near multi-
decade lows. History suggests that gap is not the warning it appears to be. Following the nine major sentiment
troughs the S&P 500 averaged a 24.1% gain over the next twelve months, against 4.8% after the ten peaks.
Meanwhile $5.2 trillion sits in money market funds, the largest share of household assets since the financial
crisis, and the yield on that cash is likely to fall if markets are right about the Fed.

THE CALM, OR THE STORM?
The difficulty is that the calm and the storm look identical while you are standing in the first one. We would
rather show you our reasoning than hand you a verdict.

The case for calm is reasonable. Firing remains historically low even though hiring has stalled, and those are
genuinely different conditions with different consequences. Manufacturing is not merely back in expansion, it
is accelerating, with the ISM index at 55.6 in July, the strongest factory activity since May 2022. Real retail
sales are growing at a 5.0% annualized trend, the Atlanta Fed’s GDPNow model estimates third quarter
growth at 4.3%, and 86% of reporting S&P 500 companies have beaten earnings estimates. Cooling
employment alongside slowing inflation and rising profits is what a soft landing looks like from the inside. It
rarely feels reassuring while it is underway, and there is an old investor saying that illustrates the conundrum:
"The market climbs a wall of worry."

ASSET ALLOCATION NOTE AUGUST 2026 2



WWW.FSA-IG.COM
850-696-1550

Bridging the gap between traditional
values and modern management.

The case for a storm deserves equal airtime. A single negative month is noise, but the revisions are not. They
suggest the labor market has been weaker than reported for some time, which is precisely how the early stage
of a downturn appears in the data. Job losses paired with a falling unemployment rate is not a healthy
combination. Credit spreads are the second weakest pillar in our Market Tracker, and credit is where labor
market stress eventually surfaces. And the bond market is still questioning the Fed’s ability to tame inflation.
The 30-year Treasury yield sits at its highest level since 2007 (see Figure 1), and while short-term yields fell
after the employment report, the long end has not joined the rally. That is the bond market pricing easier
policy now and more inflation later.
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THREE STORIES IN THREE WEEKS
July was one of the strangest months in recent memory. The S&P 500 finished down 0.1%, essentially flat, while
underneath the Nasdaq 100 fell 6.6% and the Philadelphia Semiconductor Index fell 20.6%. Large cap value
returned 3.8% as growth lost 5.9%, a gap near the 99th percentile of relative performance. Energy led all sectors
at 12.6% on Middle East tensions and financials gained 6.2%, their best month since January 2025.
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The cause was a change in the market’s central question about artificial intelligence, from whether the
demand is real to whether the spending pays. Data center capital expenditure now runs above $700 billion a
year, large enough to show up in the inflation statistics: July producer prices for electronic components rose
28% from a year earlier, near a record, and computers and computer equipment rose 9.8%, a record. Then
technology led the rebound in the first week of August. An investor who repositioned at each of those reversals
was wrong three times inside a month, which is the most expensive way to be attentive.

Step back to the full year and dispersion is the real story. The leaders in 2026 are very nearly a list of what a
U.S. large cap portfolio would not own.

WHAT WE OWN AND WHY
As we described in June, portfolios were already built for a market with broader leadership: U.S. equity
broadened from cap-weighted toward equal-weighted strategies, a modest overweight to international and
emerging markets, and real assets including global infrastructure and private real estate. Read against those
returns, those decisions have done their work. Using J.P. Morgan’s Guide to the Markets as of July 31, U.S.
large caps trade at 19.6 times forward earnings against a 30-year average of 17.2 times, while equities
outside the U.S. trade at 13.4 times and emerging markets at 10.4. International equities sit at a 32%
discount to the U.S., wider than their 20-year average of 20%, so the strong run abroad has been earned
through earnings rather than borrowed from valuation.

In fixed income the case has strengthened on two fronts. The Bloomberg Bond Aggregate Index yields roughly
5.0% against 4.3% at the start of the year, with duration of 5.9 years compared with 6.8 years in 2021.
More importantly, last week demonstrated why we hold core bonds. When growth data disappointed, high
quality duration gained value at the same moment equities needed help.

Figure 1
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STAYING CENTERED
For those of us still working through a little World Cup withdrawal, soccer offers a useful reminder about
investing. Roughly 94% of goalkeepers facing a penalty kick dive left or right. They stop 30% of kicks diving
left and 25% diving right. When they stay centered, they stop 60%. Standing still is the highest-probability
action available, and it feels terrible in the moment, which is why almost no one chooses it. The past three
weeks made the point better than any study could, as markets told three consecutive stories and each was
plausible while it lasted. The average intra-year decline for the S&P 500 is 14.2%, and yet 35 of the last 46
calendar years finished positive.

THE BIG PICTURE
Rain on a sunny day is unsettling mostly because it refuses to fit the story we expect, and the honest admission
is that we rarely know which it was until well afterward. Inflation is moving in the right direction again,
pressure on long-term rates has eased, and a Federal Reserve that looked prepared to tighten now looks more
likely to wait. Those are better conditions than we described a month ago. They arrived by way of a
weakening labor market, and it would be a disservice to present that as unambiguously good news. This is
less a turning point than a transition, and the next two or three employment reports will tell us more than any
forecast we could offer today.

We remain cautiously optimistic, and we are watching closely. Our philosophy has not changed: risk
management first, returns as a byproduct. We will keep portfolios diversified across geographies and asset
classes, keep duration sensible, keep real assets in the mix, and keep rebalancing on rules rather than on
feelings. Our job is not to tell you whether the next cloud brings rain. It is to make sure you are not caught out
in it.
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With appreciation for your continued trust,

Brett Akers
Director of Investments

Andy Webb
Chief Investment Officer

READ MORE INSIGHTS
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Disclosures
The information	contained	herein	reflects	the	views	and	opinions	of	FSA	Investment	Group,	LLC	as	of	the	date	indicated	and	is	subject	to	change	without
notice.	While	efforts	have	been	made	to	ensure	accuracy,	data	may	include	preliminary	figures	based	on	information	provided	by	third	parties,	including
Charles	Schwab,	and	may	be	subject	to	revision.	Employment	figures	are	subject	to	revision	by	the	Bureau	of	Labor	Statistics.

Past performance	 is	 not	 indicative	 of	 future	 results.	 Index	 returns	 are	 presented	 for	 comparison	 purposes	 only	 and	 do	 not	 represent	 actual	 portfolio
performance.	You	cannot	invest	directly	in	an	index.	Investing	involves	risk,	including	the	possible	loss	of	principal.	Forward-looking	statements	are	based
on	assumptions	that	may	differ	materially	from	actual	events.

Index and economic data sourced from BLS, BEA, FactSet, Morningstar, MSCI, Standard & Poor’s, Bloomberg, YCharts, Russell Investments and J.P. Morgan
Asset Management Guide to the Markets. Asset class and valuation data as of July 31, 2026. Employment data as of the July report released August 7, 2026.
Inflation data as of the July consumer price report released August 12, 2026 and the July producer price and weekly jobless claims reports released August
13, 2026.
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