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Overview

The S&P 500's 25% run-up over the trailing 5
months could continue higher. A run-up of this
rapid has only occurred 10 times since the 1930s.
As discussed last month, this was overwhelmingly
led by gains in the "Magnificent 7," who have seen
explosive growth. Investor sentiment has shifted,
with a Deutsche Bank survey indicating that 45%
of investors now expect a "No-Landing" scenario for
the US economy, where inflation remains above the
2% target while economic growth continues
robustly.

Bond markets have priced in long-term uncertainty,
with the 2-year to 10-year spread being inverted
for a record period, typically indicating impending
negative economic and financial market activity.
This comes as the world's major central banks
prepare for significant rate cuts, potentially
marking a dovish era where long-term inflation
overshoots are tolerated to maintain strong
economic growth.

The era of abundant pandemic savings driving excess consumer spending appears to be
waning, with less than $30 billion left out of a peak of $2.1 trillion. The housing market
has offered no relief to consumers, with the price-to-household income ratio reaching

unprecedented levels.

Emerging markets are facing significant challenges as global debt levels soar to record
highs. These economies are grappling with increased debt distress as their servicing
costs have risen sharply. High borrowing costs driven by a strong US dollar and elevated
global interest rates have put immense pressure on these countries, requiring
unsustainable growth rates to manage their debt burdens.
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Investors Now Expect "No Landing"

The debate of whether the Fed would tame inflation with a recession (hard landing) or
manage to bring down inflation without major economic contraction (soft landing) has
seen a drastic shift in recent weeks. According to a Deutsche Bank survey, 45% of
investors now believe the US is heading for a "No-Landing" scenario. In this scenario,
inflation remains sticky above the 2% target, but economic growth remains robust.

Figure 1: By the end of 2024, which phrase will best describe where the US
economy will be?
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Central Banks Set for Most Synchronized Rate Cuts Since 2008

M Share of central banks cutting rates Projections
100%
50
| IHifi | °
I

1985 1990 2000 2010 2020 2024
Source: Bloomberg
Note: Data for 11 major central banks including the Fed Bloomberg

TRADITIONMENT.COM
SO—@,
|||| TRADITION (850) 418-6182



As a backdrop, the 11 largest central banks are prepped to begin the largest campaign
of rate cuts since the 2008 global financial crisis. These rate cuts in the face of sticky
inflation may represent a new, more dovish era of central banking, in which central
banks begin to tolerate long-term inflation overshoots if they preserve strong economic
growth.

While typically persistent inflation would weigh stocks down, the central bank's seeming
acceptance of long-term inflation in exchange for continued economic growth has seen
the rally in the S&P500 expand beyond the "Magnificient 7" - though there is still ground
to make up.

Room to run? The rally has been broadening
Contribution to S&P 500 returns, %
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Sources: Bloomberg Finance L.P. Data as of March 26, 2024. Note: Constituents are per the SPDR S&P 500 ETF due to data
availability. The Magnificent 7 group includes Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia and Tesla. Past performance is no
guarantee of future results. It is not possible to invest directly in an index.
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With the Fed seemingly avoiding a recession, the era of economic uncertainty has
continued, with economists still split on what the future holds. Over the short term, it
seems that sticky inflation expectations and a reduction in the number of forecasted
interest rate cuts have continued to be offset by strong US GDP growth and AI hype.

When do you think the next US recession will occur? It will occur in...
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Source: dbDIG Survey, Deutsche Bank.

Deutsche Bank
Research Jim Reid | (+44) 20 7547 2943 | jim.reid@db.com 3

Longest Yield Curve Inversion on Record

Bond markets have aggressively priced in long-term uncertainty, with the 2-year - 10-
year spread being inverted for the longest period since the 1970s. Typically, an inverted
yield curve is a negative indicator of economic activity and financial markets. Higher
short-term yields increase borrowing costs on consumer and business loans. Lower long-
term yields are indicative of investors being risk averse, with money being parked in
safe long-term government assets rather than invested in the short-term.
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10-Year and 2-Year Spread

A AR

4.0%
3.0%

€20
zeoe
Teoe
0zoz
610¢C
810¢
L7102
910¢C
S10T
+10¢
£102
faird
1102
010
600¢
800¢
£00¢
9002
500
+00¢
£00T
200z
T00T
000z
666T
8661
L66T
9661
S66T
Y661
£66T
C66T
T66T
066T
6861
8861
£86T
9861
586T
86T
£86T
Z86T
T86T
086T
646T
8461
LL6T
9461

Current Run
453 Days

TRADITIONMENT.COM
(850) 418-6182

-

!

¥

v

1

!

i

|

M

446 days
FRED, Tradition. Shaded areas indicate recessions.

5 oo, Previous Record

1.0%
0.0%
-1.0%
-2.0%
-3.0%

Z
e
=
a
S
=

¢




Pandemic Savings Are Finally Drying Up

Year over Year Headline PCE Inflation Contribution
B.0%

7.0%

6.0%

5.0% |“ ‘l
4.0%
I I mSupply-driven

3.0% Ambiguous
Demand-driven

2.0% IIII I
all]
B L

0.0%

Pre-Pandemic Demand
Contribution Average

SF Fed, Tradition

Much of the reason behind sticky inflation is excess consumer spending, which we
discussed in our consumer spending article here. During the pandemic, US households
experienced a significant increase in savings due to fiscal support and a decrease in
spending. This led to a rapid rise in aggregate personal savings to about $2.1 trillion
over the typical level. However, as economic activity began to recover, households
started using their excess savings to support spending, leading to a decrease in savings
below the pre-pandemic trend by late 2021.
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BEA, SF Fed. The blue area represents the accumulation of excess savings in the US economy. The red area
represents the cumulative drawdown of those excess savings.

The most recent estimates by the Bureau of Economic Analysis and the San Fransisco
Fed indicate that less than $30 billion of this excess savings remain. Later in the year,
this could provide relief to headline inflation as consumers cut down spending and

resume saving from current income. Equally, though, this could weigh down GDP
numbers.
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Debt Crisis Weighs Globally

Global debt hit a record high in 2023, reaching $313 trillion, with the global debt-to-GDP
now 330%. This is up 20.5% from 2019, which had a debt-to-GDP ratio of 320%.
According to the Institute of International Finance, around half of the increase came
from advanced economies, though economic growth has allowed them to pay down
excess borrowing and decrease the global debt-to-GDP ratio.

The US may be one of the few that have escaped the period of high debt and inflation
relatively unscathed. The broader Eurozone slipped into a shallow recession in early
2024, with the worst growth rates seen since the late 90s. The near-term isn't much
brighter for Europe, with the EU economic bellwethers France and Germany estimating
persistently weak growth continuing into 2024.
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However, the situation with the emerging and developing economies has become
desperate. Debt-to-GDP for the emerging markets (bottom 75% of global economies)
has seen a drastic degradation, with 69% having higher debt-to-GDP than before the
pandemic, now averaging 53%. While this level is much lower than the advanced (top
25%) economy average of 112.7%, emerging market economies typically have to issue
debt at burdensome interest rates to attract foreign investors, have relatively limited tax
bases, and frequently have weaker currencies.

Percent of GDP, Bottom 75% of Economies Interest Payments as a % Of Revenue, Bottom 75% of Economies
58 m Government debt 14
12
54
10
50 8
6
46
4
42 2
N
o 0
N

2023e
2024e
2025e

2019 2023

2010-19
average

The World Bank has warned that the high borrowing costs seen due to a strong US dollar
and high global interest rates have drastically increased the need for untenable growth
numbers in the bottom 75% of economies. Currently, 13 low-income countries and 23
middle-income countries are at high risk of or have already slipped into debt distress,
with payments on debt crippling the budget.

As discussed in our gold article, the strong US dollar, high global inflation, and sanctions
have driven away many developing central banks from US Treasuries. Many of these
have replaced purchases of US bonds with gold, which has seen record high prices in
March.
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A Tale of Two Regimes ® Atlantic Council
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Gold Sets Another Record

e precious metal has been rallying since mid-February
M Spot gold
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Home Price-to-Household Income Ratio Highest Level Ever

Price-to-Household Income Ratio
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FRED, Tradition. Figures are single-family only.

At the end of 2023, the price-to-household income ratio was at a record high of 5.6x,
significantly elevated compared to the pre-pandemic 20-year average of 4.5x. A mixture
of low-interest rates, low construction, and high demand drove rapid, short-term
change.

With high-interest rates increasing mortgage payments, the average home price in the
US has fallen for the first time since 2022.
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According to Freddie Mac, the average rate for a 30-year fixed mortgage hit 6.94% in
March, above the 20-year pre-pandemic average of 6.17% and near the pre-financial
crisis average of 7.3%.

The Department of Commerce is reporting that new home starts are beginning to see
improvement after a slump in 2022 and early 2023. Housing Completions hit a 17-year
high, indicating that downward pressure on home prices may continue.
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While the speculative part of the housing market has likely rolled over with high
mortgage rates, supply remains inadequate compared to demand, which could
significantly hamper economic growth. When housing costs begin to exceed a significant
portion of household income, families begin to cut back on other expenditures, which
can draw down consumer spending.
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US Census, Tradition. Burdened is defined as over 33% of pre-tax income on housing.

The impact of high housing costs has been one of the key drivers of localized labor
shortages in hot markets like San Fransisco or New York City, with surveys of Labor
Union members reporting housing costs as their member's biggest issues.

Is Chocolate the First Climate Commodity Casualty?

As climate change continues to impact weather patterns around the globe, equatorial
cash crops such as cocoa and coffee are facing significant challenges that could lead to
substantial price increases.

The majority of the world's cocoa crop grows in Western Africa, with 70% of the crop
coming from small non-industrial farmers. These farmers already struggle with cocoa
blight, which can eliminate as much as 20% of their crop on average. The 2023-2024
season was far worse than typical, with most of the cocoa regions in the world seeing
some of the wettest weather in a generation. This caused a dramatic decrease in yields,
with cocoa hitting more than $10,000/metric ton for the first time.

The Ghanaian Cocoa Commodity Board has announced an expected yield of around 425
kKMT (thousands of metric tons), a 22-year low and an almost 50% drop from the initial
forecast. The ICCO (International Cocoa Organization) predicts that the global cocoa
deficit for the 2023-24 season will widen to 374,000 MT from 74,000 MT in the previous
season.
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Cocoa (USD/T) 10284 +528.00 (+5.41%)
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The World Bank is projecting coffee to share a similar but less drastic fate in the near
term, with Southeast Asian suppliers grappling with similar crop-yield problems. The
Vietham Coffee Association projects a 20% year-over-year decline in coffee exports for
the 2023-24 season due to extended droughts. However, South American producers
have made up the shortfalls from Asia with a narrow surplus in the coffee market.
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Coffee (Usd/Lbs) 190.75 +1.9 (+1.01%)
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Conclusion

In conclusion, 2024 is turning out to be the "year of uncertainty." In our view, Europe's
economic contractions have bottomed out, and both will see a slow recovery in 2024. In
the developing world, India is booming, with China's contraction bottoming out and
likely headed toward economic recovery. While the final drawdown of pandemic-era
savings at hand could reduce US inflation below the sticky 3% level as consumer
spending rolls over, it may equally contract GDP growth before the Fed conducts its first
rate cut, expected in June or later.

Evolution of Atlanta Fed GDPNow real GDP estimate for 2024: Q1
Quarterly percent change (SAAR)
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Sources: Biue Chip Economic Indicators and Blue Chip Financial Forecasts
Note: The top (bottom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip
survey.
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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, a
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins
in the publishing, email, and website space. 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 circumstances and
whether this investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins should be considered personal investment advice.
Building Benjamins and Tradition Investment Management LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
and do not necessarily match the opinions of the individuals or companies published or
quoted herein. Investing, particularly 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, and broader
financial market risks like liquidity, economic cycle, and government policy. You may
lose money in any stock investment or other investments and 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.
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade
ahead of any customer buy or sell resulting from this information. 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 for educational purposes. 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 or Tradition Investment Management LLC. US copyright laws apply.
We rely on information from sources we believe reliable, including the companies
themselves, but cannot guarantee the accuracy of the information we provide. You rely
on this information at your own risk and are responsible for the verification of the data.
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