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Economic and Market Review June 2024
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Overview

Equities moved higher still, with new all-time highs
reached in late June. This has been led by the
“Magnificent 7” and other large caps, which lead
the 2024 market with a combined 15.3% YTD
return, followed far behind by emerging market
equities at 7.7% YTD return.

Increasingly mild economic data has bolstered the
market’s gains as the Fed inches closer to it's 2%
inflation target. However, markets have adjusted
expectations down to just one mild cut or two small
interest rate cuts in 2024. We feel that a single cut
is more likely. Fed Chair Jerome Powell’'s comments
continue to emphasize that the Fed is looking for
stronger downward movement on inflation before
any cuts occur - which is something it has not yet
seen.

Continued inflation has sent gold up to new highs,
with energy commodities also seeing higher prices
with a hot summer driving global energy demand.

Late in June Treasuries prices fell once again, with the yield curve still inverted for the
longest period since the early 80s. The 10-year treasury yield has bounced between
4.0% and 4.4% this year, with investors still waiting for a more affirmative stance from
the Fed. According to a Bank of America survey, portfolio managers are the most
underweight in bonds since November of 2022, with the bond market seeing the most
selling activity since 2003. Overwhelmingly, portfolio managers bolstered their equity

positions, with stocks seeing the highest portfolio concentration since January 2022.
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https://www.pionline.com/economy/bofa-survey-shows-investors-bullish-global-economy

New Home Sales Slump While Supply Is at 16 Year High

Single-Family Home Sales to Completions
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Sales of new single-family homes have fallen to a 6-month low, with an 11.3% year-
over-year drop reported, bringing supply to a 16-year high. Mortgage rates fell below
7% for the first time since March, but remain at double the level they were in late 2021.
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Mortgage Volume and Mortgage Rates
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Mortgage rates are still the highest they have been since 2001, which has offset any
affordability gains from an increased housing supply. Freddie Mac and Fannie Mae both

expect interest rates to stay above 6.5% for the remainder of the year, with rates only
beginning to dip in mid-2025.
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https://www.forbes.com/advisor/mortgages/mortgage-interest-rates-forecast/

30+ Day Delinquency Rates on Home Credit
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Delinquency rates have not yet moved above the long-term trend in housing debt,
though they are likely to reach that level by the end of the year.

U.S. construction spending

Monthly percent change Residential —— Non-residential Total

2022 2023

Source: Refinitiv Datasiream — Reuters graphic/Stephen Culp 01/07/2024
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Construction spending in residential has met non-residential spending, with overall
construction spending reaching its lowest level since 2022. As mortgage rates have
increased, slack has developed in the housing market as inventories have begun to grow
faster than sales, which may put downward pressure on residential investment. In our
view, we are likely to see contraction in investment in residential construction in the
second half of 2024 as mortgage rates stay elevated.

Where Are We in the Fight Against Inflation?

The Fed has continued to signal it will bide its time until a more sustained disinflation
occurs. At a recent meeting Powell continued to state that there is movement in the
right direction, but the Fed was still waiting for more “sustainable” downward
movement.

Components of May CPI
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Inflation has certainly been impacted by the Fed’s contractionary monetary policy,
though it does remain elevated above the 2% target. Significant forward progress
remains to be seen in shelter and services components while food and fuel have
returned to their long-term averages. Consumers may see some relief, as deflation in
consumer goods has been seen.

Month-Over-Month Inflation
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Housing inflation remains the hottest item in the CPI, consistently remaining elevated
even as other forms of inflation have begun to see a longer-term slowdown. While
mortgage rates stay elevated through the end of 2024, the increase in real incomes
driven by the hot labor market will continue to put upward pressure on prices over the
medium term.
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Unemployment Rate to Wage Growth
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There are signs of a slowing labor market, with unemployment claims reaching their
highest level in 2 years, hitting 4.0% unemployment. However, wages increases have
continued far above their long-term trend, at 4.1% year over year. Job openings
continued to stay hot with 1.22 vacancies for every unemployed person, though this is a
minor contraction from 1.24 last month.
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Fed vs Market Expectations

5.50%
5.00%
4.50%
4,00%
3.50%
3.00%
2.50%
2.00%
2024 2025 2026 Long-Term Rate
— CUrrent FOMC Expectations - = = March FOMC Expectations CME FedWatch
FOMC, CME

The Fed’s FOMC (Federal Open Market Committee) expect 2024 to end with interest
rates sitting at 5.1%. Compared to the previous Fed meeting, rate expectations have
seen a sharp jump up, leaving little doubt that even the Fed sees inflation as a longer-
term problem.

Markets were slightly more optimistic in the shorter term, with a median projected rate
of 4.9% at the end of 2024. We believe that the Fed will only cut a single time by the
end of the year. Over the long term, the FOMC and the market both move in lockstep
down to a long-term interest rate of 2.75% by 2027. The Federal Deficit spinning out of
control makes these forecasts unlikely in our opinion. Deficit Spending is inflationary and
will keep inflation and thus interest rates higher for longer. We expect the market to be
negatively surprised by the lack of further progress on inflation and thus how high
interest rates stay.
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Magnificent 7 Continues to Pose Concentration Risk
S&P 500 Constituent Returns
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Concentration in the S&P 500 has hit a new record high, with 31.1% of the index now

concentrated in the “"Magnificent 7” — a group of 7 mega cap tech stocks. Just a decade
ago, the top 10 stocks made up just 14% of the index.

Collectively, the Magnificent 7 are up 33% over the last year, compared to just 3.3% of
the S&P equal weight index - colloquially known as the “"S&P 493”. This staggeringly
represents 61% of returns originating from just the top 7 mega cap tech stocks.
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S&P 500 Price Index
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Dividend yield is calculated as consensus estimates of dividends for the next 12 months, divided by most recent price, as previded by Compustat.
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Guide to the Markets - U.S. Data are as of June 30, 2024. ASSET MANAGEMENT

The high concentration has also increased the forward P/E ratio to the second highest

level since the dot com bubble, and far above the 30-year average of 16.7x. The top 10
holdings have a current P/E of 30.3x, compared to a long-term average of 20.4x.

Summer Energy Prices Indicate Positive Expectations

Oil prices gained around 13.8% since last month, on an increase in expected demand
over the summer months and that a prolonged conflict in the middle east could spark
lower oil output. Energy prices were broadly higher, with record heat recorded across
most of the world causing demand spikes on power grids.

Total US gasoline storage remains on the lower end of the 5-year range, especially on
the east coast, despite lower-than-expected fuel demand. Storage could be drawn down
further as the summer travel season is expected to be the strongest since before
COVID-19. Low refining margins due to higher oil prices may slow efforts to ramp up
production if fuel demand recovers, leading to higher prices at the pump in gasoline

TRADITIONMENT.COM
TRADITION o




11

importing regions like the East and West Coast regions.

Weekly U.S. and East Coast gasoline inventories (Jan 1, 2019-Jun 21, 2024) /.j
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Data source: U.S. Energy Information Administration, Weekly Petroleum Status Report
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For the first time since the 1950s, US energy production exceeded consumption in 2023,
from strong growth in natural gas output. The US has become a consistent net exporter
of energy thanks to strong natural gas production growth and increased demand from
Europe.
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US LNG Exports
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Additionally, continued weak demand recovery in Asia has stalled LNG price realizations
with prices being their lowest since 2019.
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LNG Price (Dollars per Thousand Cubic Feet, $/Mcf)
$20.00

$18.00
$16.00 ”
$14.00
$12.00
$10.00

$8.00

$6.00

$4.00

$2.00

EIA

TRADITIONMENT.COM
TRADITION o




14

The State of the Consumer
Total Debt Balance and its Composition

Trillions of Dollars
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2024Q1 Total: $17.69 Trillion
18 - 2023Q4 Total: $17.50 Trillion

15
P LSS
& )

Source: New York Fed Consumer Credit Panel/Equifax

Consumer debt burdens continued its rise, with housing debt continuing to make up the
largest majority of consumer’s balance sheets even as mortgage originations are at their
lowest level since 2008.
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While early (30 days late) delinquency numbers are still below their long-term average,

the transition to serious delinquency (90+ days late) rocketed to the highest levels since
2008 for Credit Cards and Auto Loans. Interestingly, bankruptcies remain at a 30 year

low.
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According to Deloitte, there is a sharp contrast between the lower- and middle-income
and high-income brackets on perceptions of financial situation.

FIGURE 4 FIGURE 2

Discretionary spending intentions have been particularly weak The percentage of higher-income respondents stating their finances
among middle-income respondents improved over the past year increased 10 points since September
Estimated monthly spending Intentions (% change, exponential moving avg., 2022—middle- and lower-income groups don’t mirror this trend
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Discretionary spending intentions have collapsed among all respondents, but most
drastically in the lower-income bracket. Many have theorized, including the SF Fed, that
lower income respondents had an excess of savings due to pandemic-era stimulus,
which has run dry for this cohort. As we discussed in our March 2024 review, pandemic
era savings were finally projected to run out sometime during 2024.
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https://buildingbenjamins.com/market-and-economy/economic-and-market-review-march-2024/
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Assets, Liabilities, and Net Worth

Trillions of Dollars
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Source: Financial Accounts of the United States, June 7, 2024.

Note: Liabilities shown as negative values below the zero line.
Consumer savings rates remain far below the long-term average of 8.5%, with a YTD
savings rate as a percentage of disposable income being just 3.8%. However, household
wealth is the highest it has ever been thanks to high house prices boosting equity and
increasing salaries. Personal consumption remained unchanged in May, coming in at
2.6% year over year. It remains to be seen if consumer spending will slow below this
level by year end.
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Personal saving rate
Personal savings as a % of disposable personal income, annual
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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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