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Overview

Real GDP growth came in at 2.8% year over year,
with inflation moderating to 2.4% year over year,
though food and shelter were still elevated.

Real disposable income rose once again for the
quarter ending September 2024, the 27t straight
monthly rise and the longest streak since record
keeping began in 1959. However, the savings rate
remains at near record-lows at just 5% compared
to the long-term average of 8%.

US Job openings fell by 420,000 in September to
7.44 million, the lowest level since January 2021.
Layoffs also increased by 160,000 in September to
1.83 million, the highest level since 2020. The ratio
of job vacancies to unemployed workers fell to just
1.1x, below the 2019 average of 1.2x. Labor
participation has begun to recover, moving up to
62.7% of US residents 16 and over during 2024,
compared to the pre-pandemic average of 63% and
the pandemic low of 60.1%.

Equities overall have been shaky on increasing Treasury yields and presidential election-
driven volatility. Still, despite the late-in-the-month sell off caused by muted mega cap
guidance, this October was the best presidential election year for stocks since 1936.
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Auto Loans are Underwater
More than 31 million auto loan accounts registered with the Consumer Financial
Protection Bureau, or about 33%, owe more than their vehicle is worth. With supply

chains choked in 2022, the price of new and used vehicles reached record highs, driving
a record number of auto-loan originations.

Auto Loan Originations by Credit Score”
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Source: New York Fed Consumer Credit Panel/Equifax
* Credit Score is Equifax Riskscore 3.0
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Quarter ending September Quarter ending September
2023 2024
New Cars Used Cars New Cars Used Cars
Term
(Months) 68.4 70.1 68.8 69.5
Monthly
Payment $736 $567 $736 $548
Amount $40,713 $29,328 $40,149 $28,097
APR 7.1% 11.2% 7.4% 11.3%

Edmunds. Green indicates decreases, red indicates increases.

Average monthly payment on new cars While dealer inventories have improved,
financing terms have gotten more extended to
make up for rate increases. Now, 17.4% of
auto loan holders have a car payment over

5750

700 $1000 per month. The high payment on the
traditional 36- or 60-month loan has driven
650 many to choose much longer loan periods. A

record high 18.1% of new auto loans are now

84-month terms.
600

For the quarter ending September 2024,
24.2% of Americans who traded in a vehicle
had negative equity, which is still below the
20109 figure of 34%. However, the amount of

500 negative equity owed has hit a record high,
with the average trade in owing $6,458.

2015 20

Source: Edmunads
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Auto defaults have reached delinquency levels not seen since the global financial crisis,
with Ally Financial the largest holder of auto-loan debt in the US, stating that
delinquencies came in 20bps above expectations for the quarter ending September

2024.

Transition into Delinquency (30+) by Loan Type
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Source: New York Fed Consumer Credit Panel/Equifax

Note: 4 Quarter Moving Sum
Student loan data are not reported prior to 2004 due to uneven reporting
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Record Deficit and Trouble on the Horizon for Treasuries

According to the nonpartisan Committee for a Responsible Federal Budget, both
candidates have economic plans that include massive deficit spending, a fact that has
begun to impact Treasury markets.

Fig. 1: Fiscal Impact of the Harris and Trump Campaign Plans (trillions, 2026-2035)
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Overall, Treasury markets have begun to doubt how much longer the government can
avoid a substantial ramp in borrowing, with a $1.85 trillion deficit and interest payments
alone hitting more than $1 trillion per year. The Department of the Treasury maintains
that it will keep auction sizes ‘as-is’ for ‘at least the next several quarters’ in the face of
muted demand. It is important to note that ‘as-is’ is still a gross issuance $564 billion
(net $195 billion) for the remainder of 2024.
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Net Borrowing of the Treasury
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Tradition. Negatives indicate net retirements. Numbers above bars equal yearly totals. The difference between the
deficit and net borrowing is due to timing and cash balance needs.

As discussed last month, the main metric to watch to see if the Treasury is issuing debt
at a rate faster than the market wants is the bid-to-cover. Any ratio over 1.0x indicates
that there are more buyers than sellers in the market. However, as primary Treasury
dealers (like investment banks) are obligated to buy whatever the Treasury is selling,
any ratio approaching 1.0 would be detrimental to the financial system.
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Currently, government spending as a percentage of GDP has grown to 18%, up 90bps
since the quarter ending September 2023. Since the Global Financial Crisis in 2008, the
percentage of government spending to GDP has steadily increased.
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US Defense Spending Surges, Boosting GDP

Pentagon rushes out aid to support allies in Ukraine, Israel

W US federal government spending: national defense (annualized change)

1995-1999 2000-2004 2005-2009 2010-2014 2015-2019 2020-2024
Source: US Bureau of Economic Analysis Bloomberg @

With defense spending on the rise to the highest level since the invasion of Iraq in 2003,
it could be on pace to continue to climb above this figure well into the future.

Despite Rate Cuts, the Long End of the Curve Expects More Inflation
Inevitably, more deficit spending has led to the beginnings of the sentiment that the
Treasury may struggle in the future to pay off their ballooning debt, or that there will be
more inflation on the way. Either way the sentiment is something must give, as a result,
hedge funds have built up the most aggressive short position of Treasuries in history.
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Treasury Futures Positioning
How investors stand overall in terms of 10-year future equivalents

M Hedge fund net (10-year equivalent) Asset manager net (10-year equivalent)
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Typically, short-term Treasury market yields are dictated more by expectations of rate
changes rather than the actual Federal Funds Rate. As investors expect rates to go up,
yields go up - often months ahead of actual rate decisions.

Since October 2023, Treasuries had priced in moderate rate cuts on the horizon. In
September 2024 when the Fed began with a 50bps cut, rates tumbled for a brief time.
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Short End Treasury Yields to FFR
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Over the past month, however, rates have steadily creeped back up to 4.25% for the
10-year, and 4.11% on the 2-year. While part of the jump can certainly be attributed to
presidential-election-jitters, it is more likely that the market is beginning to price in
fewer rate cuts on the horizon.
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The long end of the curve is traditionally dictated by a mixture of long-term inflation and
long-term GDP expectations. Thus, the long end of the curve should track nominal GDP
closely. Since 2008 the relationship has been much weaker, especially on the 10 year,
and since 2020 it has not existed.

10-30-NGDP Relationship
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For consumers, despite the rate cut, the long-term expectation of higher average
inflation and lower non-government GDP means mortgage and longer-term borrowing
rates will stay higher.
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Mortgage Rates versus Home Prices
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Equities Continue to Post Global Concentration Risk

Exhibit 13: In the US the biggest 10 companies account for around 18% of the value of the global equity
market

Weight of biggest US companies in global market cap

25%
—\Weight of top 10 US companies in the Waorld Weight of top 5 US companies in the World
20%
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0%
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Source: Datastream, Goldman Sachs Global Investment Research

The top 10 US companies now account for 18% of global stock market capitalization,
with NVIDIA alone being bigger than the market cap of 5 individual G7 counties. At the
end of 2023, the S&P 500 was the same value as 46% of global GDP. Based on a global

growth projection of 3.2% by the IMF, the value could climb to 51.1% of GDP by the end
of the year.
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S&P 500 to Global GDP
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As we have pointed out in
P/E ratio of the top 10 and remaining stocks in the S&P 500 previous reports, concentration

Next 12 months, 1996 - present has led to an explosion in
49x . .
Current _ Average  %ofavg. equity values
Top 10 30.5x 20.5x 149% While stocks delivered above
sapzon . avex  deex s | CVETage eamings growthin
X bx
- 2024, 9.4% compared to the

long-term average since 2001
of 7.5%, valuations have
increased 130% above their
34x average. The top 7 stocks in
the S&P 500 made up 45% of
returns on a YTD basis.

39x

20x
Equally, the high earnings

expectations have begun to
weigh. For the quarter ending
September 2024, 75% of
companies beat EPS estimates
which is in line with the 10 year
average. However, those
surprises are getting smaller,
with companies reporting
earnings 5.7% above estimates

24x

19x

14x

9x

.8%.

Outside of the S&P 500, almost
50% of companies in the Russel 2000, the small-cap US benchmark, have negative
earnings. The Russell midcap index has 14% of companies with negative earnings.
Households in the US hold 40.7% of US equity values, with 58% of households reporting
some equity exposure, both record highs. A substantial correction would cause severe
ripple effects through the entire economy.

JP Morgan
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The share of Russell 2000 companies with negative earnings continues to rise
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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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