INVESTMENT MANAGEMENT

i TRADITION

Economic and Market Review July 2023

July 31, 2023

Equity Overview

. YTD Return
Indices
Dow Jones 6.54%
S&P500 17.19%
NASDAQ 32.66%
MSCI - Europe 12.97%
MSCI-Emerging 7.65%
Bonds Yield
2yr Treasury 4.76%
10yr Treasury 4.09%
10yr Municipal 2.71%
U.S. Corporate 4.66% Lower credit ratings make it more costly for the
Commodities Price U.S. government to borrow money and issue debt,
Gold $1925/0z indirectly raising bond yields on U.S. Treasuries.
Silver $22.72/0z The recent rise in rates has increased the amount
Crude Oil SPWEVLEINEIM of interest that the government pays, increasing
Currencies Rate from roughly $520 billion quarterly in 2020 to over
CAD/USD $0.74 $900 billion quarterly in 2023.

GBP/USD $1.27 _ _
USD/IPY ¥143.29 U.S. banks are also coming under closer scrutiny

EUR/USD $1.10 by rating agencies as their exposure to commercial
real estate loans continues to evolve as a concern.
Rising rates on commercial real estate loans along with weaker demand for office and
industrial space have intensified the risk of defaults and liquidity constraints.

The rating on U.S. government debt was cut from
AAA to AA+ by Fitch, one of the three major credit
rating agencies. Standard & Poor’s, another
primary rating agency, cut its rating on U.S.
government debt to AA+ in 2011, which was the
first ever downgrade below AAA. Fitch’s reasoning
for the downgrade includes a growing federal debt
burden, fiscal deterioration, political gridlock, and
eroding governance.

Inflation and the U.S. dollar trended lower in July as evolving economic conditions
altered the dynamics of consumer prices and sentiment. Inflation stood at 3 percent in
July, the lowest in two years.

Small businesses have seen an increase in bankruptcy filings in 2023, an indicator to
analysts of probable slowing economic conditions. According to the Small Business
Administration, there are 33.2 million small businesses in America, which account for
approximately 99% of all U.S. firms.
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Atlanta Federal Reserve Bank President Raphael Bostic said that there is a risk of over-
tightening of rates by the Fed. Financial markets are concerned that the Fed may have
continued to raise rates to the point that it may have become counterproductive.

A weakening U.S. dollar is becoming an inflationary concern for consumers and the Fed.
A weak dollar is inflationary because a weaker dollar makes imported goods more
expensive for consumers, lowering their purchasing power. This is because the U.S.
heavily relies on imported goods, such as clothing, autos, phones, computers, and
televisions.

Recession Probability Still on the Rise

Estrella & Mishkin recession probability model is at 67%. It has never been at these
levels without a recession. Moreover, it has only once in the late 1960s been over 30%
without a recession occurring.
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USD Slides as Rates Increase

When the Fed began increasing its Fed Funds Rate in 2022, the U.S. dollar became
stronger as higher rates attracted foreign funds. Other currencies, such as the euro,
simultaneously lost value due to global turmoil stemming from the Ukraine war. Thus, in
much of 2022, exchange rates were very favorable for Americans and holders of U.S.
dollars. Since then, the dollar has seen a decline in value over the past year.

U.S. Nominal Dollar Index vs. Federal Funds Rate
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In July, the dollar’s nominal value index fell to a 14-month low, down over 8% from its
peak in October 2022. The Fed Funds Rate, which is the Fed's primary tool for altering
interest rates, continues to rise as it reaches upwards of 5.25%. For reference, the Fed
Funds Rate was just 0.25% in early 2022 before the Fed’s aggressive fight against
inflation.

With the dollar being the primary reserve currency of the world, a weak dollar could
have a wide range of consequences for both Americans and the global economy. A
weaker dollar would reduce import prices for developing nations, easing the inflationary
pressures on emerging markets. It could also bolster currencies currently at lower
values in comparison to the dollar. A weaker dollar would boost American firms’ exports,
yet would make imported goods more expensive for U.S. consumers. Since the U.S. has
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a sizable trade deficit, this could likely make goods more expensive for American
consumers and increase domestic inflationary pressures.

Business Bankruptcy Filings Increasing

An indication of where the economy might be headed is business bankruptcy filings.
Small and large businesses tend to react to economic changes via their business activity
and financial conditions. Despite both 2021 and 2022 having far fewer bankruptcies than
pre-pandemic years, 2023 is seeing an uptick in filings. Thus far, more businesses are
declaring bankruptcies in 2023, reaching a 28-month high in filings not seen since late
2020.

Government aid programs throughout the pandemic alleviated the concerns of
bankruptcies for many small businesses and individuals, providing stimulus packages to
support consumers. Bankruptcy numbers appear to have slowly returned to pre-
pandemic levels with these programs ending, yet are still not as high as in the late
2010s.

The financial well-being of small businesses is an indication of the direction of the overall
economy and where it might be headed. Hiring, wholesale purchases, rent, capital
expenditures, and tax payments are just part of how small businesses contribute to the
economic health of the nation.
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Business Bankruptcy Filings
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Inflation Sinks to Two-Year Low.

Inflation measured at 3% in June, a two-year low not seen since March 2021. Inflation
peaked at a four-decade high of 9.1% in June 2022, more than three times the latest
inflation figure. Other factors indirectly affecting inflation include a weakening U.S. dollar
and the recent debt rate cut on U.S. government debt.

Reasons behind the causes of inflation vary, such as June 2022’s inflation was
abnormally high due to Russia’s invasion of Ukraine. Headline inflation is more volatile to
events of this sort because it considers the volatile factors of food and energy. However,
the Fed prioritizes core inflation, which even though it has dropped from previous
months is still at 4.8%. This remains much higher than the Fed’s 2% target rate, and
many Fed officials are focused on ensuring that inflation does not return to higher levels.

A significant concern for the Fed is the strong labor market, where jobs are being added
at a robust pace despite employers finding difficulties in recruiting qualified employees.
June’s inflation data saw airline fares and used car prices decline. However, increases in
housing costs composed 70% of June’s monthly rise in consumer prices.
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U.S. Inflation Rate, June 2020 - June 2023
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Disclaimer and Related Information

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC which is
registered investment adviser. Tradition is paying Building Benjamins LLC to publish this
information and run the website. All material on the website should be considered paid
advertising by Tradition. This article is a financial publication and is provided for
educational purposes only. It is not an investment recommendation nor investment
advice. It does not take into account your personal circumstance and whether this
investment is appropriate for you, your objectives, or your risk tolerance. Under no
circumstance is Building Benjamins LLC or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins LLC should be considered personal investment advice.
Building Benjamins LLC, the website, emails, interviews, social media pages, and other
materials are published by Building Benjamins LLC and do not necessarily match the
opinions of the individuals or companies published or quoted herein. Investing, and in
particular, stock or ETF investing, is risky and may result in losses and sometimes loss
of your entire investment. Stock investing has company-specific operational risks like
demand, competition, legal and regulatory, as well as broader financial market risks like
liquidity, economic cycle, and government policy. You may lose money in any stock
investment or other investments that you make, and you are solely responsible for those
decisions. Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on
this site may or may not have positions in the securities discussed in this educational
report. The information herein is shared as an educational endeavor. Mr. Halliburton,
Tradition Investment Management LLC, and/or the authors on this site may transact in
the security discussed at a later date prior to or without notification in this format. This
is not investment advice but only a discussion of select investments. Building Benjamins
is an investment website, blog, or newsletter, and the information contained cannot be
reproduced, copied, or redistributed without the prior written authorization of Building
Benjamins LLC. US copyright laws apply. We rely on information from sources we
believe to be reliable, including the companies themselves but cannot guarantee the
accuracy of the information that we provide. You rely on this information at your own
risk and are responsible for the verification of the data.
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